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WE, THE PEOPLE OF INDIA, having | i
&% || solemnly resolved to constitute India into a Sk
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DEMOCRATIC REPUBLIC] and to secure to all
its citizens:

JUSTICE, social, economic and political;

LIBERTY of thought, expression, belief, faith

and worship; 2zl

EQUALITY of status and of opportunity; [\ |

and to promote among them all i
FRATERNITY assuring the dignity of the |/l .

individual and the [unity and integrity of the | &\ ,
Nation]; b M8 _:
| B} IN OUR CONSTITUENT ASSEMBLY this |

D /o twenty-sixth day of November, 1949 do HEREBY
| ADOPT, ENACT AND GIVE TO OURSELVES
THIS CONSTITUTION.
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Foreword

The role played by the Akademi in stabilizing Telugu Medium at the level of
Higher Education since its inception (1968) is well known. The Akademi has rendered
needful services by publishing a number of Text Books, Reference Books, Translations,
Popular Series, Monographs, Dictionaries, Glossaries, Readings, etc., over the years.
Many among the above mentioned books were also reprinted as per the demand.
Sincere effort is being made to improve the quality of these books by conducting
workshops, refresher courses and also by taking suggestions given by the intellectuals
in general and the students and the teachers in particular.

Akademi has been revising and updating its publications in accordance with the
prescribed syllabi, as and when necessary. Akademi is publishing Text Books for
Intermediate in Telugu Medium since its inception. In addition, the Akademi has
entered a new phase of activity with the publication of language books from the year
1995, and preparation and publication of Intermediate Text books in English medium
from the year 1998, as entrusted by the Board of Intermediate education.

For the academic year 2014-15, the Board of Intermediate Education has revised
the syllabus of all Humanities Text Books for first year of Intermediate and entrusted
the preparation, printing and distribution of Text Books to Akademi. Accordingly,
Akademi prepared this Text Book strictly in accordance with the prescribed syllabus
for the academic year 2014-15.

We are indeed very much grateful to the Government of India, State Government,
State Universities, the Board of Governors of Telugu and Sanskrit Akademi. We also
thank the Commissioner, Intermediate Education and Secretary, Board of Intermediate
Education of Andhra Pradesh. We are also very much grateful to Text Book
Development Committee of the subject concerned for their valuable cooperation.

Constructive suggestions are solicited for the improvement of this book. The
suggestions received will be examined and incorporated in the subsequent editions.

Sri. V. Ramakrishna I.R.S.
Director
Telugu and Sanskrit Akademi,
Andhra Pradesh




This text book is written in accountancy with the new syllabus introduced w.e.f. 2015-
16 in Accountancy at Intermediate level. Service of experienced senior teachers have been
utilised in preparing this book. This text book is written in accoundance with the new syllabus
introduced w.e.f. 2015-16 in Accountancy at Intermediate level. Sevice of experience senior

teachers have been utilised in preparing this book.

This text book is divided into five units and 10 chapters. The authors of this text book
have been taking every care in simplifying and presenting the concepts in order to help even
non commerce students or other interested groups to understand and acquire the accounting
knowledge. This text book is divided into five units and 10 chapters. The authors of this text
book have been taking every care in simplifying and presenting the concepts in order to help
even non commerce students or other intrested groups to understand and accure the accounting

knowledge.

The adequate number of suitable institutions are given in each chapter to make the
reader to understand the subject matter. In addition to this summary to each topic is given at
the end of each chapter so as to enable the students to recollect the important points covered
reinforce the knowledge base. Constrictive suggestions are invited from subject experts, teachers
and students for further improvement of this book. We thanks the authors and officials of
the Board of Intermediate Education for there co-operation at every stage in bringing out
this book successfully.

Editors
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Meaning and Definition

Goods can be sold or bought for cash or on
credit. Incaseof cashtransaction cashispaidto
thesdller and thegoodsare delivered to the buyer
at thesametime. In case of credit transaction the
buyer promisesthesdller that hewill pay theamount
of goods purchased after acertain period. The
person who purchased goods on credit becomes
the debtor. The buyer has to give a promise in
written to pay theamount on acertain date. The
written promise may bein the form of abill of
exchange or promissory note.

The bill of exchange contains an
unconditional order to pay acertain amount onan
agreed date. The promissory note contains an
unconditional promiseto pay acertainamount on

acertaindate. InIndiatheseinstrumentsare governed by the Negotiable InstrumentsAct 1881.

Billsof ExchangeareInstrumentsof Credit which facilitatethe credit sale of goods.

“A Bill of Exchangeisaningtrument inwriting containing an unconditiona order sgned by the
maker, directing acertain person to pay acertain sum of money only to, or totheorder of acertain
person or to the bearer of theinstrument”.

Section 5 of the Negotiable InstrumentsAct, 1881.
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Features of a Bill of Exchange

Thefeaturesof aBill of Exchangeareasunder.

1.
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A Bill of Exchangemust beinwriting.

It must contain an order and not arequest to make payment.

Theorder of payment must be unconditional.

Theamount of bill of exchange must be certain.

Thedateof bill of exchange should be clearly mentioned.

It must be signed by the maker or drawer of thehill.

It must be accepted by the draweeby signing oniit.

Theamount ispayabl e either to acertain person or to hisorder or to the bearer of the
bill.

Theamount inthebill of exchangeispayableeither on demand or onthe expiry of a
fixed period.

10. Itmust beproperly stamped asper legal requirements.

Parties to a Bill of Exchange

Therearethree partiesto aBill of Exchange.

1.

Drawer : Drawer isthe person who makes or writesthe bill of exchange. In other
wordsheisthe personwho hasgranted credit to the person onwhom thebill of exchange
isdrawn.

Drawee: Draweeisthe person onwhomthebill of exchangeisdrawn for acceptance.
In other words heisthe person to whom credit has been granted by the drawer.

Payee: Payeeisthe personwho receivestheamount of thebill onitsmaturity fromthe
drawee. Usually the drawer and the payee are the same person. Drawer and payee are
two different personsin thefollowing cases.

() Whenthehill isdiscounted by the drawer from hisbank- Payeeisthe bank.

(i) Whenthebill isendorsed by the drawer to his creditor-Payeeisthe endorsee.
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Specimen of a bill of exchange

The usual form of a bill of exchange is given below:

U. RamaRao sellsgoodsto M. Thirupathi Naidu for Rs. 50,000 to be paid 3 months after
date.

Rs. 50,000 Vijayanagaram
25 January 2014

Stamp

Three monthsafter date pay to meor my order, the sum of Rupees Fifty Thousand only, for
vauereceived.

To

M. Tirupathi Naidu Accepted

P-15, Siri Apartments M. Tirupathi Naidu

M.V.PColony

Vishakgpatnam

AP U. Rama Rao

Advantages of a Bill of Exchange

Thebillsof exchangeasinstrumentsof credit are used frequently in business because of the
following advantages.
1. Ithelpsinpurchasesand salesof goodson credit basis.

2. ltisalegally valid document inthe eyesof Law. It assuresaeasier recovery to the
drawer if draweefailsto makethe payments.

3. Itactsasasourceof finance sinceit can be discounted from the bank beforethe due
date.

Itiswritten and signed acknowledgement of debt.
It can beeasily transferred from one person to another by endorsement.

By drawing accommaodation billson oneanother, traders can raise money.
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Types of Bills of Exchange

Bills of Exchange can be classified as follows:
1. TimeandDemandBills
2. Tradeand Accommodation Bills
3. InlandandForeignBills
1.5.1 Time and Demand Bills

When payment of abill of exchangeisto bemadeafter aparticular period of time., thebill is
termed asa“TimeBill”. Insuch acase date of maturity isalwayscal culated by adding three days of
grace. Timebill must be accepted by the drawee. In case of a“Demand Bill”, payment isto be
made on demand. Neither the acceptance of the draweeis necessary nor any daysof grace are
alowedinthiscase.

1.5.2 Trade and Accommodation Bills

Whereabill of exchange has been drawn and accepted for agenuinetradetransaction, itis
termed asa“ TradeBill”. For example, Rani sellsgoodsworth Rs. 10,000 to Ravi on credit. Rani
drawsabill of exchange on Ravi for the said amount and the sameisaccepted by Ravi. Thisistrade
bill. Thishill will becomeabillsreceivable to Rani (sdlar and Draweer of thebill) sncetheamount
of hill isreceivableinfuture. Thesamebill will becomebills payableto Ravi (purchaser and acceptor
of thehill) since he hasto pay theamount of thebill in future.

Accommodation Billsrefer to those billswhich aredrawn, accepted or endorsed without any
consideration. Thesebillsare drawn and accepted to meet thefinancial needs of drawer/drawee/
both for temporary period by getting billsdiscounted at bank.

1.5.3 Inland and Foreign Bills

A bill istermed asanInland Bill if (8) itisdrawninIndiaon apersonresidingin Indiawhether
payableinor outsideIndia, or (b) itisdrawnin Indiaon aperson residing outsde Indiabut payable
inindia

Abill whichisnot an Inland Bill isaForeign Bill. A Foreign Bill isgenerally drawn upin
triplicate and each copy issent by separate post, so that at |east one copy reachesthe concerned
party at theearliest. Of course, the Drawee or Acceptor will sign onasingleset. It becomesthe
actud bill and the payment will bemade onsuch bill only.
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Difference between a Bill and a Promissory note

Promissory Note

“ A Promissory Noteisan Instrument inwriting (not being aBank note or Currency note)
contai ning an unconditiona undertaking signed by the maker, to pay acertain sum of money only
to, or to the order of acertain person or to the bearer of theinstrument”.

Section 4 of the Negotiable InstrumentsAct, 1881.

Thedifferencesbetween aBill of Exchangeand Promissory Noteareasfollows.

Basis of Difference

Bill of Exchange

Promissory Note

1. Drawer

2. Order or Promise

3. No. of Parties

4. Acceptance

5. Payee

6. Noting

Itisdrawn by the creditor

It contains an order to make the
payment

It hasthreepartiesnamely
1. Drawer 2.Drawee
3. Payee

Itisvalid only whenit isaccepted
by the drawee

Drawer and Payeecan bethesame
person

In caseof dishonour of bill noting
becomesimportant

Itisdrawn by the debtor

It containsapromiseto makethe
payment

It hastwo partiesnamely

1. Themaker (Drawer)

2. Payee

It does not
acceptance

require any

Drawer cannot bethe payeeof it

Notingisnot necessary in case of
dishonour of promissory note

Differenee between a Bill and a Cheque

Cheque

“A ChequeisaBill of Exchange drawn on aspecified banker and payable on demand”.
Section 6 of the Negotiable InstrumentsAct, 1881.
A chequeissimilar toabill of exchangewith thefollowing two additiona qualifications.

(i) Itisawaysdrawn onaspecified banker.

(i) Itisawayspayableondemand.

Thus, al chequesarebillsof exchangebut al billsof exchange are not cheques.
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Thedifferencesbetween aBill of Exchange and Chequeareasfollows.

Basis of Differene Bill of Exchange Cheque
1. Acceptance It requiresan acceptanceto It doesnot require any
becomeavaluableinstrument acceptance
2. StampDuty It requires necessary stamp It doesnot requireany stamp
asper act
3. Crossing Itwill not haveany crossingon It may havecrossing
theinstrument
4. Duedatefor Payment | Thebill proceedswill bepayable | Thechegqueamount should
ontheduedate of instrument bepaidimmediately asand
whenitispresentedtothe
bank for payment
5. Daysof Grace Threedaysof gracearealowable | Daysof gracearenot
after theduedateof thebill for applicablein the case of
payment of bill amount cheques
6. Withdrawa Once accepted, thebill cannot It can bewithdrawn by the
bewithdrawn by drawee maker by giving top
payment order to the bank

Important Terminology

1. Acceptance of Bill

The drawee has to accept the bill prepared by the drawer. Unless the drawee gives his
acceptance by writing theword “ Accepted” and a so putting hissignature along with date, the bill
doesnot becomealega document. Before acceptancethenbill iscalled “ Draft” . After acceptance
thebill will bereturned to the drawer. Thisiscalled acceptance of bill of exchange.

2. Term of Bill

Itisthe period after theexpiry of which thesum mentionedinthebill istobepaid. Theperiod
intervening between the date on which abill isdrawn and the date on which it becomes duefor
paymentiscaled“Termof Bill”.

3. Maturity of Bill

A bill payableon demand, at Sight or presentment becomes due assoon asthebill ispresented
for payment. A bill payableacertain period after date or after sight becomesnominaly dueon the
expiry of such period, but it becomes|egally due 3 days after the nominally due date. These 3
additional daysareknown as” Daysof Grace”.
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Thedatewhich comesafter adding 3 daysof graceto thenominally duedateof abill is
cdled” Dateof maturity”.

4. Days of Grace

For making the payment of hill, the Draweeisalowed T hr eeextradaysafter thenorma due
date. Such 3daysareknownas”Daysof Grace’. If theduedateispublic holiday previousday is
duedate. If theduedateissudden holiday next day isdue date.

5. Holder

The person whoisentitled to havethe possession of thebill and who hasaright to demand
and recelvetheamount due on theinstrument iscalled the“Holder”. The holder may bethedrawer
or theendorsee or the bank.

6. Discounting of Bill

When thebill isencashed from the bank beforeitsdue date, it isknown as Discounting of
Bill. Bank deductsasmall sum of money as discount from the amount of bill and disbursesthe
bal ance amount to the drawer of thebill.

7. Endorsement

Thedrawer may endorseor transfer thebill infavour of another person. Being anegotiable
instrument, the bill of exchange can be endorsed by the drawer infavour of hiscreditor by putting
hissignature onthe back of thebill. The person who makestheendorsement iscalled the* Endorser”
and the person to whom the endorsement of bill ismadeiscalled the* Endorseg’. Theendorseecan
get the payment of the bill from the drawee. If the draweefailsto pay the amount the endorsee can
clamtheamount fromthedrawer.

8. Dishonour of Bill

When the drawee (or acceptor) of thebill failsto make payment of the bill on the date of
maturity, itiscalled* Dishonour of Bill”.
9. Noting Charges

Toobtaintheproof of dishonour of abill, itisre-sent to thedraweethrough alegaly authorized
person called Notary Public. Notary Public chargesasmall feefor providing thisserviceknown as
Noting Charges.

Noting chargesare paid to the Notary Publicfirst by theholder of thebill but are ultimately
recovered from the drawee, because heisthe responsible person for the dishonour.
10. Bill sent for Collection

Itisaprocesswhenthehill issent to the bank withinstructionsto keep thebill till maturity and
collect itsamount from the acceptor on the date of maturity.
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11. Renewal of a Bill

Sometimesthe drawee of abill findshimself unableto meet the bill on duedate. To avoid
dishonouring of bill, hemay request the holder of thebill to cancel theorigina bill and draw anew
bill in placeof old one. If the holder agrees, theold bill iscancelled and anew hill with new termsis
drawn on the drawee and al so accepted by him. thisprocessiscalled “ Renewa of abill”.
12. Retirement of a Bill

When the drawee makesthe payment of thebill beforeitsduedateitiscalled “ Retirement of
bill”. In such acase, holder of thebill usually allowsacertain amount as Rebate to the drawee.
13. Insolvency of Acceptor

When the drawee (or acceptor) of abill isunableto meet hisliabilities on due date, the
drawee becomesan insolvent. In other words, aninsolvent isaperson whoseliabilitiesaremore
than hisassets.

Accounting Treatment for Bills of Exchange

For the convenience of accounting billsareclassified intotwo. They are

(i) Billsreceivable (i) Billspayable

For the person who drawsthebill of exchangeand getsit back after itsdue acceptance, itis
billsreceivable. For the person who acceptsthebill, itishills payable.

Thesamehill isboth aBill Recelvableto the drawer who receivesamount on date of maturity,
and Bill Payableto thedraweewho hasto pay the amount on date of maturity. Billsreceivablesare
assetsand billspayablesareliabilities.

Wheremorenumber of billsaredrawn and accepted, subsidiary bookscalled BillsRecelvable
Book and BillsPayable Book are maintained to record the particulars of thebills. If number of bills
transactionsareless, thebill transactionswill berecorded inthejournal .

1.9.1 Methods of Dealing with a Bill of Exchange by Drawer
Thedrawer hasthefollowing dternativeswith thebill of exchange held by him.

1. Hemayretainor keep thebill in hisown possession till theduedateand realizethe
amount against it on the due date, or

2. Hemay discount thebill with abank beforeitsmaturity, when heisinneed of money,
or

Hemay endor se (transfer) thebill to hiscreditor, or

4. Hemay send thebill tothebank for collection.
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Thefollowing journal entriesareto berecorded inthe books of drawer and drawee under
variousstuations.

Specimen Journal Entries

(Being thebill drawn)

Transaction Inthebooksof Drawer In the books of Drawee
(Acceptor)

la When Goodsaresold/ Debtor (drawee) Alc Dr | Purchases A/c Dr

purchased on credit To SalesAlc To Creditor (drawer) Alc
(Being goods sold on credit) (Being goods purchased on
credit)

Ib. Whenthebill isdrawn BillsReceivableA/c Dr | Creditor (drawer) A/c Dr

/ accepted To Debtor (drawee) Alc To billsPayableAlc

(Being the bill accepted)

Il. ' When Bill isretained

by thedrawer Cash/Bank Alc Dr | BillsPayableA/c Dr

a) Bill ishonoured ToBillsReceivableA/c To Cash / bank Alc
(Being bill amount received from | (Being bill amount paid on
drawee on date of maturity) maturity)

b) Bill isdishonoured DraweeAlc Dr | BillsPayableA/c Dr
TobillsReceivableA/c To Drawer Alc

(Being the bill dishonoured on (Being the hill dishonoured on
the date of maturity ) the due date)

(Being the bill endorsed to a
creditor)

¢) Noting charges are DraweeAlc Dr Noting ChargesAlc Dr
paid by the drawer To Cash/ Bank A/c To Drawer A/c
(Being the noting charges paid (Being the Noting Charges
by the drawer) incurredby the drawer)
1) When Bill isdiscounted Bank A/c Dr
with abank Discount A/c Dr
ToBillsReceivableA/c No Entry
(Being the bill discounted
with abank)
a) Billishonoured BillsPayableA/c Dr
To Cash / bank A/c
No Entry (Being bill amount paid to bank
on date of maturity)
b) Bill isdishonoured DraweeAlc Dr | BillsPayableA/c Dr
ToBankAlc ToDrawer Alc
(Being the discounted hill (Being the discounted hill
dishonoured) dishonoured)
¢) Noting chargesare DraweeAlc Dr | Noting ChargesAlc Dr
paid by the Bank ToBank Alc To Drawer Alc
(Being the noting (Being the Noting Charges
charges paid by the Bank) incurred by the drawer)
IV) When Bill isEndor sed Endorsee A/c Dr
toacreditor ToBillsReceivableAlc No Entry
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Transaction

lin the books of Drawer

In the books of Drawee (Acceptor)

(Being the noting charges
paid by the Endorsee on
dishonour of bill)

a Billishonoured No Entry BillsPayableA/c Dr
To Cash / bank Alc
(Being bill amount paid on
maturity)
b) Bill isdishonoured DraweeAlc Dr | BillsPayableA/c Dr
To Endorsee Alc To Drawer A/c
(Being the endorsed bill (Being the endorsed bill
dishonoured) dishonoured)
¢) Noting charges are DraweeAlc Dr | Noting ChargesAl/c Dr
paid by Endorsee To Endorsee Alc ToDrawerAlc

(Being the Noting Chargesincurred
by the drawer)

V) When Bill issent tothe

Bills Sent for CollectionA/c  Dr

(Being the bill amount collected
by the bank on maturity)

bank for collection ToBillsReceivableA/c No Entry
(Being the bill sent to bank for
collection)
a) Bill ishonoured Bank A/c Dr | BillsPayableA/c Dr
To BillsSent for CollectionA/c To Cash/ bank Alc

(Being hill amount paid on
maturity)

b) Bill isdishonoured

DraweeAlc Dr
ToBillsSent for CollectionA/g

(Being the bill sent to bank for

collection dishonoured)

BillsPayableA/c Dr
ToDrawer Alc

(Being thebill dishonoured on the

due date)

ToBillsReceivableA/c
(Being the bill amount received

c) Noting chargesare DraweeAlc Dr | Noting ChargesAlc Dr
paid by the Bank ToBank Alc To Drawer Alc
(Being the noting charges paid (Being the Noting Charges
by the Bank) incurred by the drawer)
VI) RetiringaBill Cash/Bank Alc Dr | BillsPayableA/c Dr
Under Rebate Rebateon Bill A/c Dr To Cash/Bank Alc

To RebateonBill Alc
(Being the bill amount paid

(Being the interest received

in cash for extended period)

before maturity and rebate before maturity and rebate
allowed) received)
VII) Renewal of aBill
a) For cancellation DraweeAlc Dr | BillsPayableA/c Dr
of OldBill ToBillsRecelvableA/c ToDrawer Alc
(Being theold hill cancelled) (Being theold hill cancelled)
b) For charging interest for DraweeAlc Dr | Interest Alc Dr
extended period To Interest Alc ToDrawer Alc
(Being theinterest charged for (Being the interest payable for
extended period) extended period)
c) For interest received/paid Cash Alc Dr Interest A/c Dr
in cash To Interest Alc To Cash Alc

(Being the interest paid in cash
for extended period)
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Transaction n the books of Drawer In the books of Drawee (Acceptor)
d) For Part Payment Cash/Bank Alc Dr Drawer Alc Dr
Received / Made To DraweeAl/c To Cash/Bank Alc
(Being the part payment received) | (Being the part payment made)
e For New Bill BillsReceivableA/c | Dr DrawerAlc Dr
Drawn / Accepted To DraweeAlc ToBillsPayableA/c

(Being anew bill drawn)

(Being anew bill accepted)

V111) Insolvency of Drawee
a8 When Drweeisinsolvent

DraweeAlc Dr
ToBillsReceivableA/c

(Being the bill dishonoured dueta

insolvency of the drawee)

BillsPayableA/c Dr
To Drawer Alc

(Being the bill dishonoured due

to insolvency)

b) When Nothing could be
recovered

Bad DebtsA/c Dr
To DraweeAlc
(Being amount of bill written-off

Drawer Alc Dr
To Deficiency Alc
(Being the amount of bill

as bad debts) written -off )
¢) When amount isreceived | Cash/Bank A/c Dr | Drawer Alc Dr
partialy Bad DebtsAlc Dr To Cash/Bank A/c
To DraweeAlc To Deficiency Alc

(Being partial amount received
and remaining written-off dueto

insolvency of drawee)

(Being partial amount paidin
settlement of debt, due to

insolvency)

NN Honour of Bills of Exchange

When the drawee (acceptor) of the bill makespayment of thebill onthedate of maturity, itis

caled"honour of ahill".

Illustrations on Bills of Exchange Honoured

I. When the bill is retained in the hands of Drawer till Due date

Illustration -1

On 1* March 2014 Ravi sold goodsfor Rs. 10,000 to Vikason credit and drew abill for 3
monthsfor thesameamount. Vikasaccepted thebill and returnedit to Ravi. Thishill ishonoured on

thedate of maturity.

Passthe necessary journa entriesinthe booksof Ravi and Vikas.
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Solution

Date
2014
March 01

2014
March 01

2014
June 04

Date

2014
March 01

2014
March 01

2014
June 04

Journal Entriesin theBooksof Ravi (Drawer)

Particulars

Vikas Account Dr
To Sales Account

(Being the goods sold on credit)

Bills Receivable Account Dr
To Vikas Account

(Being the bill drawn for 3 monthson vikas)

Cash Account Dr
To Billsreceivable Account

(Being the bill amount received on date of

maturity)

L.F Dr (Rs)

10,000

10,000

10,000

Journal Entriesin theBooksof Vikas(Drawee)

Particulars

Purchases Account Dr
To Ravi Account

(Being the goods purchased on credit)

Ravi Account Dr
To Bills Payable Account

(Being the bill accepted for 3 months)

Bills Payable Account Dr
To Cash Account

(Being the bill amount paid on date of maturity)

LF Dr (Rs)

10,000

10,000

10,000

11. When the Bill is discounted with the Bank

If thedrawer of thebill isin need of money, he may choose the option of discounting thebill
with hisbank beforematurity of thebill. The bank will deduct asmall sum of money asdiscount and
pay theremaining amount to the drawer of thebill.

Cr (Rs)

10,000

10,000

10,000

Cr (Rs)

10,000

10,000

10,000

Thediscount will becalculated at acertain rate of percent per annum ontheamount of bill for
itsunexpired period from the date of discounting upto the date of maturity.

For example, if aBill for Rs. 5,000 drawn on 1% March 2014 payable after 3 monthsis
discounted at 12% per annum on 1% March 2014, the discount will be calculated asunder.
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Rate

Discount = Amount of bill discounted x 100 x unexpired period
12 =

' = S000X —x— =

Discount 100 12 150

Discount = Rs. 150

Theremaining amount to be paid to thedrawer isRs. 4,850

If theabovebill isdiscounted after onemonthi.eon 13 April 2014, then the discount will be
calculated asunder

. 12 2

Discount = 5000 = ——x — = 100
10 12

Discount = Rs. 100

Inthiscase, the remaining amount to be paid to the drawer isRs. 4,900

Illustration — 2

On 1% January 2013, Sankar sold goodsworth Rs. 20,000 to Bhaskar on credit and drew a
bill for 3monthsfor the same amount. Bhaskar accepted the bill and returned it to Sankar. Onthe
sameday Sankar discounted the bill with hisbank at 10% per annum. Onthe duedate, thebill is
honoured.

Passthe necessary journal entriesin the books of Sankar and Bhaskar.
Solution

Journal Entriesin theBooksof Sankar (Drawer)

Date Particulars LF Dr (Rs) Cr (R9)

2013 Bhaskar Account Dr 20,000

January 01 To Sales Account 20,000
(Being the goods sold on credit)

2013 Bills Receivable Account Dr 20,000

January 01 To Bhaskar Account 20,000
(Being the bill drawn for 3 months on
bhaskar)

2013 Bank Account Dr 19,500

January 01 | Discount Account Dr 500

To Bills Receivable Account 20,000

(Being the bill discounted with the bank
Discount = 20,000 X 10/100 X 3/12 = 500)
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Journal Entriesin the Booksof Bhaskar (Drawee)

Date Particulars LF Dr (Rs) Cr (R9)

2013 Purchases Account Dr 20,000

January 01 To Sankar Account 20,000
(Being the goods purchased on credit)

2013 Sankar Account Dr 20,000

January 01 To Bills Payable Account 20,000
(Being the bill accepted for 3 months)

2013 Bills Payable Account Dr 20,000

April 04 To Bank Account 20,000
(Being the bill amount paid to the bank
on the due date)

IMlustration 3

On 1% March 2014 Sumathi purchased goodsfor Rs. 8,000 from Lakshmi and accepted a
bill for the same amount drawn by Lakshmi payabl e after 3 months. Lakshmi discounted the bill
with her bank on 1% April 2014 at 12% per annum. Sumathi met her acceptance on the due date.

Passthe necessary journal entriesin thebooksof Lakshmi and Sumathi.

Solution
Journal Entriesin theBooksof L akshmi (Drawer)
Date Particulars L.F Dr (Rs) Cr (Rs)
2014 Sumathi Account Dr 8,000
March 01 To Sales Account 8,000
(Being the goods sold on credit)
2014 Bills Receivable Account Dr 8,000
March 01 To Sumathi Account 8,000
(Being the hill drawn for 3 months
on Sumathi)
2014 Bank Account Dr 7,840
April 01 Discount Account Dr 160
To Bills Receivable Account 8,000

(Being the hill discounted with the bank
Discount = 8,000 X 12/100 X 2 /12 = 160)
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Journal Entriesin theBooksof Sumathi (Drawee)

Date Particulars
2014 Purchases Account Dr
March 01 To Lakshmi Account

(Being the goods purchased on credit)
2014 L akshmi Account Dr
March 01 To Bills Payable Account

(Being the bill accepted for 3 months)
2014 Bills Payable Account Dr
June 04 To Bank Account

(Being the bill amount paid to the bank

on the due date)

LF Dr (Rs)

8,000

8,000

8,000

III. When the Bill is endorsed in favour of a creditor

Thedrawer may endorseor transfer thebill infavour of another person. Being anegotiable
instrument, the bill of exchange can be endorsed by the drawer infavour of hiscreditor by putting
hissignature on the back of thebill. The person who makesthe endorsement iscalled the* Endorser”
and the person to whom the endorsement of bill ismadeiscalled the* Endorsee’. Theendorseecan
get the payment of the bill from the drawee. If the draweefail sto pay the amount the endorsee can

claimtheamount fromthedrawer.

Cr (R9)

8,000

8,000

8,000

Theendorseemay retainthehill till the due date, discount thebill withthebank if heisinneed

of money before due date or endorsethebill to hiscreditor.

Thefollowing Journa Entriesareto be passed in the Books of Endorsee
Inthebooksof Endorsee

Transaction
1. Whenbill isEndorsed

2. When bill ishonoured on
date of maturity

Bills Recelvable Account
To Endorser Account

Dr

(Being bill received from debtor through endorsement)

Cash / Bank Account

To Billsreceivable Account
(Being the amount received on edorsed bill)

Dr
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Illustration 4

On 1% January 2014 Venkatesh sold goodsworth Rs. 5,000 to Nagarjunaand drew abill
on Nagarjunafor 3 monthsfor the same amount. Nagarjunaaccepted the bill and returnedit to
Venkatesh. On 1% February 2014, Venkatesh endorsed the bill infavour of hiscreditor Prabhakar
in settlement of hisdebt. Thebill washonoured on duedate.

Passthe necessary journa entriesin the booksof Venkatesh, Nagarjunaand Prabhakar.

Solution
Journal Entriesin the Booksof Venkatesh (Drawer)
Date Particulars LF Dr (Rs) Cr (R9)
2014 Nagarjuna Account Dr 5,000
January 01 To Sales Account 5,000
(Being the goods sold on credit)
2014 Bills Receivable Account Dr 5,000
January 01 To Nagarjuna Account 5,000
(Being the bill drawn for 3 months
on Nagarjuna)
2014 Prabhakar Account Dr 5,000
February 01 To Billsreceivable Account 5,000
(Being the bill endorsed to the creditor
prabhakar )
Journal Entriesin the Booksof Nagarjuna (Drawee)
Date Particulars LF Dr (Rs) Cr (Rs)
2014 Purchases Account Dr 5,000
January 01 To Venkatesh Account 5,000
(Being the goods purchased on credit)
2014 Venkatesh Account Dr 5,000
January 01 To Bills Payable Account 5,000
(Being the bill accepted for 3 months)
2014 Bills Payable Account Dr 5,000
April 04 To Cash Account 5,000

(Being the bill amount paid on date of maturity)
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Journal Entriesin the Booksof Prabhakar (Endor see)

Date Particulars LF Dr (Rs) Cr (R9)
2014 BillsreceivableAccount Dr 5,000
February 01, To Venkatesh Account 5,000
(Being the bill received on endorsement
from venkatesh)
2014 Cash Account Dr 5,000
April 04 To Bills ReceivableAccount 5,000

(Being the amount received on endorsed bill)

IV. When the bill is sent to the Bank for collection

When abill issent to the bank with instructionsto keep the bill till maturity and collect its
amount from the acceptor on the date of maturity, itisknown as“Bill sent for Collection”. The
Bank after charging thisservice, creditsthe net proceedsto the customer account. A large number
of billsareusually received by big businesshousesinthe ordinary course of business. They may
forget to present the billson the due date for payment. To avoid therisk they usually utilizethe
servicesof abank by sending all billsreceived to bank for collection purpose.

Illustration 5

On 1% July 2014 Parasuram sold goodsto Ramakrishnafor Rs. 7,000 and drew abill on
him for the sameamount for two months. Ramakrishnaaccepted the bill and returned the sameto
Parasuram. Immediately after itsacceptance, Parasuram sent thebill to hisbank for collection. On
theduedatehill ishonoured.

Passnecessary journal entriesin booksof Parasuram and Ramakrishna.

Solution
Journal Entriesin theBooksof Parasuram (Drawer)
Date Particulars LF Dr (Rs) Cr (R9)
2014 Rama krishna Account Dr 7,000
July 01 To Sales Account 7,000
(Being the goods sold on credit)
2014 Bills Receivable Account Dr 7,000
July 01 To Rama krishna Account 7,000

(Being the bill drawn for 2 months on
Rama krishna)
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2014 Bills sent for collection Account Dr 7,000

July 01 To Billsreceivable Account 7,000
(Being the bill sent to bank for collection)

2014 Bank Account Dr 7,000

Sep 04 To Billssent for collection Account 7,000

(Being the bill amount collected by bank)

Journal Entriesin theBooksof Ramakrishna (Drawee)

Date Particulars LF Dr (Rs) Cr (Rs)

2014 Purchases Account Dr 7,000

July 01 To Parasuram Account 7,000
(Being the goods purchased on credit)

2014 Parasuram Account Dr 7,000

July 01 To Bills Payable Account 7,000
(Being the bill accepted for 2 months)

2014 Bills Payable Account Dr 7,000

Sep 04 To Bank Account 7,000

(Being the bill amount paid on due date)
Illustration 6

Ashok sold goodsto Rajesh on 1% April 2014 for Rs. 10,000 on credit and drew upon him
ahill for the sameamount payableafter 3 months. Ragjesh accepted thebill and returned it to Ashok.
Onthedate of maturity bill was presented to Ragjesh for the payment and he honoured it.

Passthejournal entriesin the booksof Ashok and Rgesh when
Casel: Bill isretained by theAshok till the date of maturity.
Casell: Bill isdiscounted by Ashok with hisbank on the samedate @12% p.a.
Caselll: Billisendorsedinfavour of Santosh on4"May 2014.
CaselV: Bill issent to bank for collection on 1% June 2014.

Alsorecord thejourna entriesinthe books of Santosh.
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Solution

Date

2014
April 01

2014
April 01

Case — |

2014
July 04

Case — ||

2014
April 01

Case —11
2014
May 04

Case — |V
2014
June 01

2014
July 04

Journal Entriesin theBooksof Ashok (Drawer)

Particulars

First two Entrieswill bethesamein all cases

Rajesh Account Dr
To Sales Account

(Being the goods sold on credit)

Bills Receivable Account Dr
To Rajesh Account

(Being the bill drawn for 3 months on Rajesh)

When bill is retained by Ashok till the

date of maturity

Cash Account Dr
To Billsreceivable Account

(Being the bill amount received on due date)

When bill is discounted by Ashok

with his bank

Bank Account Dr

Discount Account Dr
To Billsreceivable account

(Being the bill discounted with bank)

When bill is endorsed in favour of Santosh

Santosh Account Dr
To Billsreceivable Account

(Being the bill endorsed in favour of santosh)

When bill is sent to bank for collection

Billssent for collection Account Dr
To Billsreceivable account

(Being the bill sent for collection to bank)

Bank Account Dr
To billssent for collection Account

(Being the bill amount collected by bank)

LF Dr (Rs)

10,000

10,000

10,000

9,700

10,000

10,000

10,000

Cr (R9)

10,000

10,000

10,000

10,000

10,000

10,000

10,000



B Accountancy-1I

Journal Entriesin the Booksof Rajesh (Drawee)

Date Particulars LF Dr (Rs) Cr (R9)

These3entrieswill bethesamein all four cases

2014 Purchases Account Dr 10,000

April 01 To Ashok Account 10,000
(Being the goods purchased on credit)

2014 Ashok Account Dr 10,000

April 01 To Bills Payable Account 10,000
(Being the bill accepted for 3 months)

2014 Bills Payable Account Dr 10,000

July 04 To Bank/Cash Account 10,000

(Being the bill amount paid on due date)

Journal Entries in the Books of Santosh (Endor see)

Date Particulars L.F Dr (R9) Cr (Rs)
2014 Billsreceivable Account Dr 10,000
May 04 To Ashok Account 10,000
(Being the bill received on endorsement
from Ashok)
2014 Cash Account Dr 10,000
July 04 To billsreceivable Account 10,000

(Being payment received on endorsed bill)

|M B Y Dishonour of Bills of Exchange

A bill of exchange should be presented for payment on the date of itsmaturity. In case, the
drawee of the bill refuses or failsto make payment of the bill on the date of maturity, the bill of
exchangeissaidto bedishonoured. When abill isdishonoured it islegally necessary to provethe
fact of dishonour. To obtain the proof of dishonour of abill, it isre-sent to the draweethrough a
legdly authorized person called“ Notary Public”.

Notary Public presentsthebill to draweefor payment and if money isreceived ,hewill hand
over themoney to the concerned party. But if thebill isdishonoured, hewill notethefact of dishonour
andreturnsthehill to hisclient dong with acertificateto thiseffect. For rendering all these services,
Notary Public will charge someamount whichiscalled as“Noting charges’. Noting chargesare
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paidtotheNotary Publicfirst by theholder of thebill but are ultimately recovered from the drawee,
because heistheresponsible person for the dishonour.

Illustrations on Bills of Exchange Dishonoured

Thefollowingillugrationswill enableto understand theaccounting trestment of billsof exchange
dishonoured under varioussSituations.

I. When the bill in the possession of the drawer is dishonoured

Illustration 7

On 15" March 2014 Suresh sold goodsfor Rs. 3,000 to Naresh on credit. Naresh accepted
thebill of exchange drawn upon him by Suresh payableafter 2 months. Onthedue datethebill was
dishonoured and Suresh paid Rs. 40 as noting charges.

Passthejournal entriesin the books of Suresh and Naresh.

Solution
Journal Entriesin the Booksof Suresh (Drawer)
Date Particulars LF Dr (Rs) Cr (R9)
2014 Naresh Account Dr 3,000
March 15 To Sales Account 3,000
(Being the goods sold on credit)
2014 Bills Receivable Account Dr 3,000
March 15 To Naresh Account 3,000
(Being the bill drawn for 2 months on Naresh)
2014 Naresh Account Dr 3,040
May 18 To Billsreceivable Account 3,000
To Cash Account 40

(Being the bill dishonoured at maturity, noting
charges paid)
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Date

2014
March 15

2014
March 15

2014
May 18

Journal Entries in the Books of Naresh (Drawee)

Particulars

Purchases Account Dr
To Suresh Account

(Being the goods purchased on credit)

Suresh Account Dr
To Bills Payable Account

(Being the bill accepted for 2 months)

Bills Payable Account Dr
Noting charges Dr
To Suresh Account

(Being the amount of the dishonoured bill and
noting charges credited to Suresh A/c)

LF Dr (Rs) Cr (Rs)

3,000
3,000

3,000
3,000

3,000

40
3,040

[1.  Whenthebill Discounted with theBank isDishonoured

Illustration 8

Narayana purchased goodsfor Rs. 15,000 from Ravindraon 1% March 2013. Ravindra
drew upon Narayanaabill of exchangefor the same amount payabl e after two months. Thebill was
immediatdy discounted by Ravindrawith hisbank @ 6% p.a. Ontheduedatethebill wasdishonoured
and Bank paid Rs. 100 as noting charges.

Passthe necessary journa entriesinthe booksof Ravindraand Narayana.

Solution

Date

2013
March 01

2013
March 01

2013
March 01

Journal EntriesintheBooksof Ravindra (Drawer)

Particulars

Narayana Account Dr
To Sales Account

(Being the goods sold on credit)

Bills Receivable Account Dr
To Narayana Account

(Being the bill drawn for 2 months on Narayana)

Bank Account Dr

Discount Account Dr
To Bills Receivable Account

(Being thebill discounted with the bank

Discount = 15,000 X 6/100 X 2 /12 = 150)

L.F Dr (Rs) Cr (Rs)

15,000
15,000

15,000
15,000

14,850

150
15,000
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2013
May 04

Date

2013
March 01

2013
March 01

2013
May 04

Narayana Account Dr 15,100
To Bank Account
(Being the amount of dishonoured bill and

noting charges debited to Narayana A/c)
Journal Entriesin the Booksof Narayana (Drawee)
Particulars L.F Dr (Rs)

Purchases Account Dr 15,000
To RavindraAccount

(Being the goods purchased on credit)

RavindraAccount Dr 15,000
To Bills Payable Account

(Being the bill accepted for 2 months)

Bills Payable Account Dr 15,000

Noting charges Account Dr 100
To Ravindra Account

(Being the amount of dishonoured bill and

noting charges credited to RavindraA/c)

[11.When thebill endorsed in favour of creditor isdishonoured

15,100

Cr (Rs)

15,000

15,000

15,100

When the bill is endorsed, the creditor becomes the endorsee and the drawer becomes
endorser. Theendorseewill bethe holder of the bill onthe due date. Hewill present thebill to the
draweefor payment on theduedate. If the draweefail sto pay theamount of thebill, hecanclaim

theamount of bill alongwith noting charges, if any, incurred by him fromthedrawer.

Thefollowing Journal Entriesareto be passed inthe Books of Endorsee

Transaction

In the books of Endor see

1. When bill isdishonoured Endorser Account
on the date of maturity. To Billsreceivable Account

(Being the endorsed bill dishonoured)

2. When noting charges are Endorser Account
paid by endorsee. To cash Account

(Being noting charges paid on dishonour
of endorsed hill)

Dr

Dr



=]

Accountancy-II

Illustration 9

On 1% January 2013 L eelapurchased goodsfor Rs. 15,000 from Neela. Sheimmediately
made a payment of Rs. 5,000 by cash and for the balance accepted the bill of exchangefor 3
months drawn upon her by Negla. On 25" January 2013 Nedlapurchased goodsworth Rs. 10,000
from Balaand endorsed the abovebill to Bala. Onthe due datethe bill was dishonoured and Bala

paid Rs. 50 asnoting charges.

Passthe necessary journal entriesin the booksof Neela, Leelaand Bala.

Solution

Date

2013
January 01

2013
January 01

2013
January 01

2013
January 25

2013
January 25

2013
April 04

Journal Entriesin theBooksof Neela (Drawer)

Particulars

Leela Account Dr
To Sales Account

(Being the goods sold on credit)

Cash Account Dr
To Leela Account

(Being the amount received from Leela)

Bills ReceivableAccount Dr
To Leela Account

(Being the bill drawn for 3 months on Leela)

Purchases Account Dr
To Bala Account

(Being goods purchased on credit)

BalaAccount Dr
To Billsreceivable Account

(Being the bill endorsed to the creditor Bala)

Leela Account Dr
To Bala Account

(Being the endorsed hill dishonoured by the

drawee noting charges paid by Bala)

Dr (Rs)

15,000

5,000

10,000

10,000

10,000

10,050

Cr (R9)

15,000

5,000

10,000

10,000

10,000

10,050
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Date

2013
January 01

2013
January 01

2013
January 01

2013
April 04

Date

2013
January 25

2013
January 25

2013
April 04

Journal Entriesin theBooksof Leela (Drawee)

Particulars

Purchases Account Dr
To Neela Account
(Being the goods purchased on credit)

Neela Account Dr
To Cash Account

(Being the amount paid)

Neela Account Dr

To Bills Payable Account
(Being the bill accepted for 3 months)
Bills Payable Account Dr
Noting Charges Account Dr
To Neela Account
(Being the amount of dishonoured bill and
noting charges credited to Neela account)

LF Dr (Rs)

15,000

5,000

10,000

10,000

Journal Entries in the Books of Bala (Endorsee)

Particulars

Neela Account Dr
To Sales Account

(Being the goods sold on credit)

BillsreceivableAccount Dr
To Neela Account

(Being the bill received on endorsement from Neela)

Neela Account Dr
To Bills ReceivableAccount
To Cash Account

(Being the amount of dishonoured bill and

noting charges debited to Neela account )

LF  Dr (R

10,000

10,000

10,050

IV. When the bill sent to bank for collection is dishonoured

Illustration 10

Cr (R9)

15,000

5,000

10,000

10,050

Cr (R9)

10,000

10,000

10,000

On 1% June 2014 Jayasold goodsto Suryafor Rs. 8,000 on credit and drew abill on Surya
for theabove amount payable after 3 months. Immediately after itsacceptance Jayasent thebill to
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her bank for collection. On the due datethe bill was dishonoured and the noting chargesamounted

toRs. 70.

Passthe necessary journal entriesin the booksof Jayaand Surya

Solution

Date

2014
June 01

2014
June 01

2014
June 01

2014
Sep 04

Date

2014
June 01

2014
June 01

2014
Sep 04

Journal Entriesin theBooksof Jaya (Drawer)

Particulars

Surya Account Dr
To Sales Account
(Being the goods sold on credit)

Bills Receivable Account Dr
To Surya Account

(Being the bill drawn for 3 months on Surya)

Bills sent for collection Account Dr

To Billsreceivable Account
(Being thebill sent to bank for collection)
Surya Account Dr
To Billssent for collection Account
To Bank Account
(Being the amount of dishonoured bill and
noting charges debited to Surya account)

LF Dr (Rs)
8,000

8,000

8,000

8,070

Journal Entriesin the Booksof Surya (Drawee)

Particulars
Purchases Account Dr
To Jaya Account
(Being the goods purchased on credit)
Jaya Account Dr

To Bills Payable Account
(Being the bill accepted for 3 months)

Bills Payable Account Dr
Noting Charges Account Dr
To Jaya Account

(Being the amount of dishonoured bill and
noting charges credited to Jaya account)

LF Dr (Rs)

8,000

8,000

8,000
70

Cr (R9)

8,000

8,000

8,000

8,000
70

Cr (R9)

8,000

8,000

8,070
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Illustration 11

Sivasold goodsto Pradeep on 1% May 2014 for Rs. 6,000 on credit and drew uponhima
bill for the same amount payabl e after 2 months. Pradeep accepted thebill and returneditto Siva.
Onthedate of maturity, Pradeep failed to make payment of bill.

Passthe necessary journa entriesinthe booksof Sivaand Pradeep in thefollowing cases:
Casel: When Sivaretained thehill till the due date and paid noting charges of Rs. 100
Casell:  When Sivadiscounted the bill with hisbank on 4" June 2014 @12% p.a. and bank

paid noting chargesof Rs. 100.
Caselll: When Sivaendorsedthebill infavour of hiscreditor Rahul on 1% June 2014 and Rahul
paid noting chargesof Rs. 100.
CaselV: When Sivasent thebill to hisbank for collection on 1% June 2014 and bank paid noting
chargesof Rs. 100.
Solution
Journal Entriesin theBooksof Siva (Drawer)
Date Particulars LF Dr (Rs) Cr (R9)
First two Entries will be the same
in all cases
2014 Pradeep Account Dr 6,000
May 01 To Sales Account 6,000
(Being the goods sold on credit)
2014 Bills ReceivableAccount Dr 6,000
May 01 To Pradeep Account 6,000
(Being the bill drawn for 2 months on Pradeep)
Case — | When bill isretained by Siva till date of maturity
2014 Pradeep Account Dr 6,100
July 04 To Billsreceivable Account 6,000

To Cash Account 100
(Being the amount of dishonoured bill and
noting charges debited to Pradeep)
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Case - When bill is discounted by Siva with his bank
2014 Bank Account Dr 5,940
June 04 Discount Account Dr 60
To Billsreceivable account 6,000
(Being the bill discounted with the bank)
2014 Pradeep Account Dr 6,100
July 04 To Bank Account 6,100

(Being the amount of dishonoured bill and
noting charges debited to Pradeep)

Case — Il When bill isendorsed in favour of Rahul

2014 Rahul Account Dr 6,000

June 01 To Billsreceivable Account 6,000
(Being the bill endorsed in favour of Rahul )

2014 Pradeep Account Dr 6,100

July 04 To Rahul Account 6,100

(Being the amount of dishonoured bill and
noting charges debited to Pradeep)

Case — IV When bill is sent to bank for collection

2014 Billssent for collection Account Dr 6,000

June 01 To Billsreceivable account 6,000
(Being the bill sent to bank for collection)

2014 Pradeep Account Dr 6,100
July 04 To Billssent for collection Account 6,000
To Bank Account 100

(Being the amount of dishonoured bill and
noting charges debited to Pradeep)
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Journal Entriesin the Booksof Pradeep (Drawee)

Date Particulars LF Dr (Rs) Cr (R9)

These 3 entries will be the same in
all four cases

2014 Purchases Account Dr 6,000
May 01 To SivaAccount 6,000
(Being the goods purchased on credit)
2014 SivaAccount Dr 6,000
May 01 To Bills Payable Account 6,000
(Being the bill accepted for 2 months)
2014 Bills Payable Account Dr 6,000
July 04 Noting charges Account Dr 100
To SivaAccount 6,100

(Being the amount of dishonoured bill and
noting charges credited to Siva account)

| P4 Renewal of a Bill

When the acceptor (drawee) of abill failsor isunableto honour thebill onthe duedate he
may request thedrawer to cancel theold bill and draw anew bill on himfor another period. Insuch
acasethedrawer may charge someinterest for the delayed payment at amutually agreed rate of
interest. Interest can be either paid in cash or may be included in the new bill. The process of
cancellation of theold bill and drawing afresh bill for the extended period isknown asrenewal of a
bill.

A bill can be renewed in any one of the following ways
1. Whentheacceptor of abill wantsto makeapartial payment at thetime of renewal.

2. Whentheacceptor of thebill wantsto pay only theinterest component for the extended
period at thetime of renewal.

3. Theoldhill iscancelled and anew bill isdrawninitsplacefor theamount of theold bill
including interest thereon for the extended period of the new bill.
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Case I : Partial payment is made by drawee at the time of renewal
Tllustration 12
On 1% September 2014 Hari purchased goodsfor Rs. 12,000 from Sekhar and accepted a
bill for the same amount drawn by Sekhar payable after 3 months. On the date of maturity Hari

offered to pay Rs. 6,000 and requested Sekhar to draw new bill for 3 months for the balance
amount including interest at 12% p.a. Sekhar agreed to thisproposal.

Passthe necessary journal entriesin the books of Sekhar and Hari.

Solution
Journal Entriesin the Booksof Sekhar (Drawer)
Date Particulars L.F Dr (Rs) Cr (Rs)

2014 Hari Account Dr 12,000

Sep 01 To Sales Account 12,000
(Being the goods sold on credit)

2014 Billsreceivable Account Dr 12,000

Sep 01 To Hari Account 12,000
(Being the bill drawn for 3 months on Hari)

2014 Hari Account Dr 12,000

Dec 04 To Billsreceivable Account 12,000
(Being theoriginal bill cancelled for renewal)

2014 Cash Account Dr 6,000

Dec 04 To Hari Account 6,000
(Beiong the partial amount received
from the Hari)

2014 Hari Account Dr 180

Dec 04 To interest Account 180
(Beiong the interest due @12% p.a.
on Rs. 6,000 for 3 months)

2014 Billsreceivable Account Dr 6,180

Dec 04 To Hari Account 6,180

(Being the new bill drawn for the balance
amount including interest for renewal)
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Date

2014
Sep 01

2014
Sep 01

2014
Dec 04

2014
Dec 04

2014

Dec 04

2014
Dec 04

Journal Entriesin theBooksof Hari (Drawee)

Particulars
Purchases Account Dr
To Sekhar Account
(Being the goods purchased on credit)
Sekhar Account Dr

To Bills payable Account
(Being the bill accepted for 3 months)

Bills payable Account Dr
To Sekhar Account

(Being theoriginal bill cancelled for the renewal)

Sekhar Account Dr

To Cash Account

(Being the partial amount paid to Sekhar)

Interest Account Dr
To Sekhar Account

(Being interest due @12% p.a. on Rs. 6,000

for 3 months)

Sekhar Account Dr
To Bills payableAccount

(Being the new bill accepted for 3 months)

LF Dr (Rs)

12,000

12,000

12,000

6,000

180

6,180

Cr (R9)

12.000

12,000

12,000

6,000

180

6,180

Case II : Only interest is paid in cash by drawee at the time of renewal

Illustration 13

Viswanadh sold goodsto Srinivas on 1% April 2014 for Rs. 4,000 and drew abill for 3
monthson srinivasfor thesameamount. Srinivasaccepted thebill and returned it to Viswanadh. On
thedue date Srinivasrequested Viswanadh to draw anew bill for theperiod of 3 months. Srinivas
agreed to pay interest in cash @ 9%p.a. immediately. Viswanadh agreed to this proposa. Thenew
bill was honoured on due date.

Passthe necessary journal entriesinthebooksof Viswanadh and Srinivas.
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Solution
Journal Entriesin theBooksof Viswanadh (Drawer)
Date Particulars L.F Dr (Rs) Cr (Rs)

2014 SrinivasAccount Dr 4,000

April 01 To Sales Account 4,000
(Being the goods sold on credit)

2014 Bills Receivable Account Dr 4,000

April 01 To SrinivasAccount 4,000
(Being the hill drawn for 3 months on Srinivas)

2014 SrinivasAccount Dr 4,000

July 04 To Billsreceivable Account 4,000
(Being the original bill cancelled for renewal)

2014 Cash Account Dr 0

July 04 To interest Account 0
(Being interest received in cash)

2014 Bill ReceivableAccount Dr 4,000

July 04 To SrinivasAccount 4,000
(Being the new bill drawn for 3 months on
Srinivas)

2014 Cash Account Dr 4,000

Oct 07 To Billsreceivable Account 4,000
(Being the new hill amount received on due date)

Journal Entriesin theBooksof Srinivas(Drawee)
Date Particulars LF Dr (Rs) Cr (R9)

2014 Purchases Account Dr 4,000

April 01 To Viswanadh Account 4,000
(Being the goods purchased on credit)

2014 Viswanadh Account Dr 4,000

April 01 To Bills payableAccount 4,000
(Being the bill accepted for 3 months)

2014 Bills payable Account Dr 4,000

July 04 To Viswanadh Account 4,000

(Being theoriginal bill cancelled for renewal)
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Date

2014
July 04

2014

July 04

2014
Oct 07

Particulars

Interest Account Dr
To Cash Account

(Being interest paid @9% p.a. on Rs.

4,000 for 3 months)

Viswanadh Account Dr
To Bills payableAccount

(Being the new bill accepted for 3 months)

Bills payable Account Dr
To Cash Account

(Being the new bill amount paid on the due date)

L.F Dr (Rs) Cr (Rs)

%0
0

4,000
4,000

4,000
4,000

Case IIT : A new bill is drawn for the amount of old bill including interest

Illustration 14

On 1 March 2013 Jagannadham sold goods to Chidambaram for Rs. 24,000 and drew
upon himabill for the sameamount payableafter 3 months. On thedue date Chidambaram requested
Jagannadhamto renew thebill for afurther period of 3monthsat 9% interest per annum. Jagannadham
agreedto thisproposal . Chidambaram accepted anew bill drawn by Jagannadham for the amount
of old bill includinginterest payable after 3 months. On the due date new bill wasdishonoured.

Pass necessary journal entriesin the books of Jagannadham & Chidambaram.

Solution

Date

2013
March 01

2013

March 01

2013
June 04

Journal Entriesin the Booksof Jagannadham (Drawer)

Particulars

Chidambaram Account Dr
To Sales Account

(Being the goods sold on credit)

Bills Receivable Account Dr
To Chidambaram A ccount

(Being the bill drawn on Chidambram

for 3 months)

Chidambaram A ccount Dr
To Billsreceivable Account

(Being the original bill cancelled for renewal)

L.F Dr (Rs) Cr (Rs)

24,000

24.000
24,000

24,000
24,000

24,000



(32 | Accountancy-1I

Date Particulars LF Dr (Rs) Cr (R9)
2013 Chidambram Account Dr 540
June 04 To interest Account 540
(Being interest charged @9% for renewal)
2013 Bills Receivable Account Dr 24,540
June 04 To Chidambaram Account 24,540

(Being the new bill drawn on Chidambram
for 3 months)

2013 Chidambaram A ccount Dr 24,540

Sep 07 To Bills Receivable Account 24,540
(Being the new hill dishonoured on the due date)

Journal Entriesin theBooksof Chidambaram (Dr awee)

Date Particulars L.F Dr (Rs) Cr (Rs)

2013 Purchases Account Dr 24,000

March 01 To Jagannadham A ccount 24,000
(Being the goods purchased on credit)

2013 Jagannadham Account Dr 24,000

March 01 To Bills payable Account 24,000
(Being the bill accepted for 3 months)

2013 Bills payable Account Dr 24,000

June 04 To Jagannadham Account 24,000
(Being the original bill cancelled for renewal)

2013 Interest Account Dr 540

June 04 To Jagannadham Account 540

(Being interest payablefor the additional
period for renewal of abill)

2013 Jagannadham Account Dr 24,540

June 04 To Bills payableAccount 24,540
(Being the new hill accepted for 3 months)

2013 Bills payableAccount Dr 24,540

Sep 07 To Jagannadham Account 24,540

(Being the new bill dishonoured on the due date)
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Retiring a Bill under Rebate

If theAcceptor (Drawee) of the bill getssufficient fundsto makethe payment of abill before
thedate of maturity hemay offer to honour the bill beforeitsdue date provided heisallowed some
rebatefor the earlier payment. Thisconcessionon bill iscalled“ Rebate”. Thebill issaid to have

been retired under rebate. Therebateislossto the holder (drawer) and again to the drawee.
Hlustration 15

On 1% March 2013 Prudhvi sold goodsto Akbar for Rs. 6,000 and drew upon him abill for
the same amount payabl e after 3 months. Akbar accepted thebill and returned it to prudhvi. On 4"
April 2013 Akbar retired the bill under rebate of 12% p.a.

Passthe necessary journal entriesinthe books of Prudhvi and Akbar.

Solution
Journal Entriesin theBooksof Prudhvi (Drawer)
Date Particulars LF Dr (Rs) Cr (R9)
2013 Akbar Account Dr 6,000
March 01 To Sales Account 6,000
(Being the goods sold on credit)
2013 Bills ReceivableAccount Dr 6,000
March 01 To Akbar Account 6,000
(Being the bill drawn for 3 months on Akbar)
2013 Cash Account Dr 5,880
April 04 Rebate on bill Account Dr 120
To Billsreceivable Account 6,000
(Being the amount received on hill
before due date and rebate allowed)
Journal Entriesin the Booksof Akbar (Drawee)
Date Particulars LF Dr (Rs) Cr (R9)
2013 Purchases Account Dr 6,000
March 01 To Prudhvi Account 6,000
(Being the goods purchased on credit)
2013 Prudhvi Account Dr 6,000
March 01 To Bills Payable Account 6,000

(Being the bill accepted for 3 months)
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2013 Bills Payable Account Dr 6,000
April 04 To Cash Account
To Rebate on bill account
(Being the amount paid on bill before due
date and rebate earned)
Illustration 16

5,880
120

On 1% January 2014 Revathi drew abill for Rs. 4,000 on Savithri payable after 3 months.
Savithri accepted thebill and returned it to Revathi. On 4" February 2014 Savithri retired thebill
under rebate of 9%p.a.

Passthe necessary journal entriesin thebooksof Revathi and Savithri.

Solution

Date

2014
January 01

2014
Feb 04

Date

2014
January 01

2014
Feb 04

Journal Entriesin theBooksof Revathi (Drawer)

Particulars L.F Dr (Rs)
Bills Receivable Account Dr 4,000
To Savithri Account
(Being the bill drawn for 3 months on Savithri)
Cash Account Dr 3,940
Rebate on bill Account Dr 60

To Billsreceivable Account
(Being the amount received on bill before
due date and rebate allowed)

Journal Entriesin theBooksof Savithri (Drawee)

Particulars LF Dr (Rs)
Revathi Account Dr 4,000
To Bills Payable Account
(Being the bill accepted for 3 months)
Bills Payable Account Dr 4,000

To Cash Account

To Rebate on bill account
(Being the amount paid on bill before due
date and rebate earned)

Cr (Rs)

4,000

4,000

Cr (R9)

4,000

3,940
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Insolvency of Drawee

When the drawee (or acceptor) of abill isunable to meet hisliabilities on due date, the
drawee becomesan insolvent. In other words, aninsolvent isaperson whoseliabilitiesaremore
than hisassets. When thebill isdishonoured dueto insolvency of the drawee (or acceptor) of the
bill either nothing isrecovered or aportion of theamount (called dividend) infull settlement of the
claimisrecovered. Thebaance of the amount duefrom theinsolvent whichisnot recovered should
be written-off asbad debtsand debited in the books of the drawer. In the books of the draweethe
amount that cannot be paid to the drawer should be credited to deficiency account.

Case I : When nothing is recovered from the estate of drawee
IMlustration 17

Damayanthi sold goodsworth Rs. 9,000 to Jayanthi on 1% June 2014 and drew abill for 2
monthsfor the sameamount. Jayanthi accepted thebill and returned it to Damayanthi. Beforethe
duedateof thehill, Jayanthi became an insolvent and nothing could berecovered from her estate.

Passthe necessary journa entriesin thebooksof Damayanthi and Jayanthi.

Solution
Journal Entriesin the Booksof Damayanthi (Drawer)
Date Particulars LF Dr (Rs) Cr (R9)

2014 Jayanthi Account Dr 9,000

June 01 To Sales Account 9,000
(Being the goods sold on credit)

2014 Bills Receivable Account Dr 9,000

June 01 To Jayanthi Account 9,000
(Being the bill drawn for 2 months on Jayanthi)

2014 Jayanthi Account Dr 9,000

Aug 04 To billsreceivableAccount 9,000
(Being the bill dishonoured due to insolvency
of the drawee)

2014 Bad debts Account Dr 9,000

Aug 04 To Jayanthi Account 9,000

(Being nothing recovered and transferred to
bad debts)
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Journal Entriesin the Booksof Jayanthi (Drawee)

Date Particulars LF Dr (Rs) Cr (R9)

2014 Purchases Account Dr 9,000

June 01 To Damayanthi Account 9,000
(Being the goods purchased on credit)

2014 Damayanthi Account Dr 9,000

June 01 To Bills Payable Account 9,000
(Being the bill accepted for 2 months)

2014 Bills payable Account Dr 9,000

Aug 04 To Damayanthi Account 9,000

(Being the bill dishonoured on the due date
dueto insolvency)
2014 Damayanthi Account Dr 9,000
Aug 04 To deficiency Account 9,000
(Being nothing paid and transferred to
deficiency Account)

Case I1 : When a portion of the amount of bill is recovered from the
estate of drawee

IMlustration 18

Kumar sold goodsworth Rs. 7,000 to Murali on 1% January 2014 and drew upon him abill
for 3monthsfor the same amount. Murali accepted the bill and returned it to Kumar. Onthe due
date murali requested kumar to draw anew bill for the amount due. Kumar agreed to draw anew
bill for 2 monthsbut he charged interest @12%p.a Murai accepted the new bill which wasdrawn
by kumar. Beforetheduedate of thebill, Murali becameaninsolvent and only 50 paiseinarupee
could berecovered from hisestate.

Passthenecessary journal entriesin the books of Kumar and Murali.
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Solution

Date

2014
January 01

2014
January 01

2014
Apr 04

2014
Apr 04

2014
Apr 04

2014

June 07

2014
June 07

Journal EntriesintheBooksof Kumar (Drawer)

Particulars

Murali Account Dr
To Sales Account

(Being the goods sold on credit)

Bills Receivable Account Dr
To Murali Account

(Being the bill drawn for 3 months on Murali)

Murali Account Dr
To BillsrecelvableAccount

(Being theoriginal bill cancelled for renewal)

Murali Account Dr
To interest Account

(Being theinterest charged for renewal of thehill)

Bills Receivable Account Dr
To Murali Account

(Being the new bill drawn for 2 months)

Murali Account Dr
To billsreceivable Account

(Being the bill dishonoured dueto insolvency

of the drawee)

Cash Account Dr

Bad debts Account Dr
To Murali Account

(Being 50 paise per Rupee received from

Murali infull settlement of hisdebt and the

balance transferred to bad debts account)

Dr (Rs)

7,000

7,000

7,000

140

7,140

7,140

3570
3,570

Cr (R9)

7,000

7,000

7,000

140

7,140

7,140

7,140
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Journal Entriesinthe Booksof Murali (Drawee)

Date Particulars LF Dr (Rs) Cr (R9)

2014 Purchases Account Dr 7,000

January 01 To kumar Account 7,000
(Being the goods purchased on credit)

2014 Kumar Account Dr 7,000

January 01 To Bills Payable Account 7,000
(Being the bill accepted for 3 months)

2014 Bills payableAccount Dr 7,000

Apr 04 To Kumar Account 7,000
(Being theoriginal bill cancelled for renewal)

2014 Interest Account Dr 140

Apr 04 To Kumar Account 140

(Being interest due @12%p.a. on
Rs. 7,000 for 2 months)

2014 Kumar Account Dr 7,140

Apr 04 To Bills Payable Account 7,140
(Being the new bill accepted for 2 months)

2014 Bills payable Account Dr 7,140

June 07 To Kumar Account 7,140
(being the bill dishonoured on due date due
toinsolvency)

2014 Kumar Account Dr 7,140

June 07 To Cash Account 3,570

To deficiency Account 3570

(Being 50 paise per rupee paid in full
settlement of the debt and the balance
transferred to deficiency Account)

Summary

Now adaysalarge number of businesstransactionstake place on credit. In case of credit
transactionsthe buyer promisesthe seller that hewill pay the amount of goods purchased after a
certain period. Thebuyer hasto giveapromiseinwritten to pay theamount on acertain date. The
written promisemay beintheform of abill of exchange or promissory note. Billsof exchangeand
promissory notesaretheinstrumentsof credit which facilitatethe credit transactions.
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Thebillsareof twotypesviz., Trade Billsand Accommodation Bills. Trade

billswill bedrawn and accepted for genuinetradetransactions. Accommodation billswill bedrawn
and accepted to meet thefinancial needsof drawer / drawee/ both for temporary period. Thebills
of exchange maybe used for various bus nesstransactions as means of exchange.

Billsof exchange are governed by the NegotiableinstrumentsAct 1881 in our country.

MODEL QUESTIONS

I. Short Answer type questions:

1.

© © N o gk~ wWwDd

What isabill of exchange?

Statethethree partiesinvolvedinabill of exchange.
What isaPromissory Note?

What isduedate of abill?

What aredays of Grace?

What do you mean by Noting Charges?

What ismeant by acceptance of abill of exchange?
What ismeant by discounting of abill?

What isretirement of abill of exchange?

10. What do you mean by renewal of bill of exchange?
11. Whatismeant by ‘ Dishonour of aBill’?

II. Essay type questions

1. De€fineabill of exchange. Explainthemainfeaturesof abill of exchange?

2.  What aretheadvantagesof abill of exchange?

3.  What arethedifferent typesof hillsof exchange?

4. Explainthedifferencesbetween abill of exchange and apromissory note.

5. Explainthedifferencesbetween abill of exchangeand acheque.
Exercises

A) Bills of Exchange Honoured

1

On 1% July 2014 M adhu sold goodsto Pavan for Rs. 5,000 on credit and drew abill of
exchangefor 3 monthsfor the same amount. Pavan accepted thebill and returned it to
Madhu. Pavan met hisacceptance on maturity.
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Passthe necessary Journal entriesin the books of Madhu and Pavan.

On 1* March 2013 Radhikasold goodsto Harikaworth Rs. 9,000 and drew abill for
2monthsfor the sameamount. Harikaaccepted the bill and returned it to Radhika. The
bill ishonoured on thedate of maturity.

Passthe necessary Journal entriesin the books of Radhikaand Harika.

On 25" March 2014 Vinod drew abill for 3 monthson Prakash for Rs.3,000. Prakash
accepted thebill and handed over the bill to Vinod. Thebill ishonoured on the date of
maturity.

Show thejournal entriesinthe booksof Vinod and Prakash.

On 1% January 2014 Rgjendrasold goodsto Narendraworth Rs. 4,000 and drew abill

on Narendrapayableafter threemonths. After securing Narendra sacceptance, Rgendra
discounted the bill with hisbank at 12% p.a. on 1% February 2014. Onthe duedatethe
bill ishonoured.

Pass necessary journa entriesin the books Rajendraand Narendra.
[Discount Rs. 80]

Amar sold goodsfor Rs. 10,000 to Sunder on credit on 1% July 2014. Amar drew abill
of exchange on Sundar for the same amount for three months. Sundar accepted the bill
andreturned it toAmar. Amar discounted thebill with hisbank at 10% per annumonthe
sameday. Sundar met hisacceptance on maturity.

Pass necessary journal entriesin the books of Amar and Sundar.
[Discount Rs. 250]

Sandhyasold goodsfor Rs 14,000 to Rgjeswari on 1% march 2014 and drew upon her
abill of exchange payable after 2 months. Rajeswari accepted the bill and handed over
thesameto Sandhya. Sandhyaimmediately discounted thebill with her bank @12%p.a.
Onthedue date Rgjeswari met her acceptance.

Passthe necessary journal entriesin the books of Sandhyaand Rajeswari.
[Discount Rs. 280]

Satyam sold goods to Sivam worth Rs. 9000 on 1% June 2013 and drew abill for
2monthsfor the sameamount. Sivam accepted thebill and returned it to Setyam. Satyam
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endorsed thebill to hiscreditor sundaram on 1% July 2013. Thebill washonoured on
the duedate.

Pass necessary Journal entriesin the books of Satyam, Sivam and Sundaram.

8. On1*July 2014 Ajay purchased goodsworth Rs. 8,000 from Kiran and accepted the
bill which wasdrawn by kiran payable after three monthsfor the sameamount. Kiran
sent thebill to hisbank for collection. Thebill was honoured on the date of maturity.

Pass necessary journal entriesin thebooksof KiranandAjay.

9. Jayaramsold goodsfor Rs. 20,000 to Sivaram on 15" march 2014 and drew upon him
abill of exchange payableafter two months. Sivaram accepted the bill and returned the
sameto Jayaram. On the due date the bill washonoured.

Passthe necessary journd entriesin thebooksof Jayaram and Sivaraminthefollowing
circumstances.

I.  Whenthebill wasretained by Jayaramtill the date of itsmaturity.
I1.  WhenJayaramimmediately discounted thebill @6%p.a. with hisbank.

I1l. Whenthebill was endorsed immediately by Jayaram in favour of hiscreditor
Seetharam.

IV. Whenthebill was sent by Jayaram to hisbank for collection on 25" April 2014,
[Discount Rs. 200]
B) Dishonour of billsof exchange

10. Kotireddy purchased goodsworth Rs. 12,000 from Rajareddy on 25" March 2014
and accepted abill of exchange drawn upon him by Rgjareddy payableafter two months.
Onthedate of maturity Kotireddy dishonoured thebill. Rgareddy paid Rs. 80 asnoting
charges.

Passthe necessary journal entriesin the books of Rajareddy and K otireddy.

11. Parvathi sold goodsworth Rs. 14,000 to Suneethaon 1% January 2014. Suneethapaid
Rs. 4000 immediately and for the bal ance she accepted abill of exchange drawn upon
her by Parvathi payableafter 3 months. Parvathi discounted thebill immediately with
her bank @10%p.a. On the due date Suneethadishonoured thebill and thebank paid
Rs. 30 asnoting charges.
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12.

13.

14.

Passthe necessary Journa entriesin thebooksof Parvathi and Suneetha.
[Discount Rs. 250]

On 1% January 2014 Hari accepted 3 monthshill for Rs 12,000 drawn on him by Rgju.
Raju discounted the bill with hisbank @9%p.a. onthe Same day. Onthe due date Hari
dishonoured hisacceptance.

Passthe necessary journa entriesin the books of Rguand Hari.
[Discount Rs. 270]

On 25" April 2013 Bhagavan sold goodsfor Rs. 13,000 to L akshman and drew upon
him abill of exchangefor 3 monthsfor the same amount. L akshman accepted the bill
and sent the sameto Bhagavan. Bhagavan endorsed thebill in favour of hiscreditor
Raman. On the due date the bill was dishonoured and Raman paid Rs. 90 asNoting
charges.

Passthe necessary journal entriesin the booksof Bhagavan and Lakshman.

Manga purchased goodsfor Rs. 20,000 from Gangaon 1% February 2013 and accepted
abill of exchangedrawn by Gangafor the sameamount payable after 2 months. On 20"
February 2013 Gangasent the bill to her bank for collection. On the due date Manga
dishonoured the bill and the bank paid Rs. 100 asnoting charges.

Passthe necessary journa entriesin the books of Gangaand Manga.

15. Mohan sold goodsfor Rs. 15,000 to Vinod on 1% January 2014 and drew upon him abill

of exchangefor the same amount payabl e after two months. Vinod accepted thebill and
handed over the bill to Mohan. On the due date the bill was dishonoured.

Passthe necessary journal entriesin the books of Mohan and Vinod inthefollowing
Cases.

[.  WhenMohanretained thebill till the due dateand paid Rs. 150 asnoting charges

[1.  When Mohan discounted the bill @12%p.a. on 4" February 2014 and the bank
paid Rs. 150 as noting charges.

1. When Mohan endorsed the bill immediately infavour of hiscreditor Amar and
Amar paid Rs. 150 asnoting charges.

IV. When Mohan sent the bill to his bank for collection on 25" January 2014 and
bank paid Rs. 150 asnoting charges. [Discount Rs. 150]
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C) Renewal of ahill

16. On 1% July 2013 kalyan sold goodsto Kapil for Rs. 24,000 and drew upon hima hill
for the same amount payabl e after 3 months. Kapil accepted thebill and returnediit to
Kalyan. On due date kapil expressed hisinability to honour thebill and offered to pay
Rs. 12,000in cash and to accept anew bill for the balanceamount including interest at
10% p.a. for 2 months. Kayan agreed to this proposal. On the due date the new bill
was honoured.

Passthe necessary journa entriesin the books of Kalyan and kapil.
[Interest Rs. 200]

17. Anasuyasold goodsworth Rs6000 to Padmaon 1% March 2013 and drew upon her
abill for the same amount payabl e after three months. Padmaaccepted the bill and sent
it back to Anasuya. On the due date, padmaexpressed her inability to honour the bill
and requested Anasuyato cancel theorigina bill andto draw anew hill for threemonths.
Anasuya agreed the proposal provided interest at 12% was paid immediately in
cash.Padma paid such interest in cash and accepted a new bill. The new bill was
dishonoured on the due date.

Pass necessary journal entriesin the books of Anasuyaand Padma

[Interest Rs.180]

18. On 1% May 2014 Akhil sold goodsto Nikhil for Rs. 6,000 on credit and drew abill on
him for three monthsfor the same amount. Nikhil accepted thebill and returned it to
Akhil. On4™" August 2014 Nikhil requested Akhil to draw anew bill for theamount
due. Akhil agreed to draw anew bill for 2 monthsbut he charged interest @12% p.a.
Thishbill washonoured onitsmaturity.

Passnecessary journal entriesinthebooksof Akhil and Nikhil.  [Interest Rs. 120]
D) Retiringof abill under rebate

19. On 1% January 2013 Nagababu sold goods for Rs. 10,000 to Damodhar and drew
upon himabill of exchange payabl e after two months. Damodhar accepted thebill and
handed over the sameto Nagababu. One month beforethe maturity of thebill Damodhar
approached Nagababu to accept the payment against the bill under rebate of 9%p.a.
Nagababu agreed to the request of Damodhar. Damodhar retired the bill under the
agreed rate of rebate.

Passthe necessary Journal entiresin the books of Nagababu and Damodhar.
[Rebate Rs. 75]
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20.

On 1% June 2014 M eghanasold goodsfor Rs. 13,000 to Kaveri and drew upon her a
bill of exchange payable after 3 months. Kaveri accepted the bill and returned it to
Meghana. One month before the maturity of thebill Kaveri approached Meghanato
accept the payment against the bill under rebate of 12% p.a. Meghanaagreed to the
request of Kaveri and kaveri retired thebill under the agreed rate of rebate.

Passthe necessary journa entriesinthe booksof Meghanaand Kaveri.
[Rebate Rs. 130]

E) Insolvency of Drawee

21.

22.

Jayababu purchased goodsfor Rs. 25,000 from Tatababu on 1% February 2014 and
accepted abill of exchange drawn by Tatababu for the same amount. The bill was
payabl e after 2 months. Before the due date of the bill, Jayababu became an insolvent
and nothing could berecovered from hisestate.

Write necessary journal entriesin the books of Tatababu and Jayababu.

Anil sold goodsworth Rs. 17,000 to Sunil on 1% March 2014 and drew upon him abill
for threemonthsfor the sameamount. Sunil accepted the bill and handed over ittoAnil.
Onthesameday Anil discounted the bill @12%p.a. with hisbank. Beforethe duedate
of thebill, Sunil became aninsolvent and only 50 paisein arupee could berecovered
fromhisestate.

Pass necessary journal entriesin the booksof Anil and Sunil. [Discount 510]



Chapter

Depreciation

2.1 Meaningand Definition Meaning and Definition
22 Needfor Depreciation Businessenterprisesmaintain two types of
2.3 Causesof Deprecition assets. They are Fixed Assetsand Current Assets.
2.4 Accounting Treatment Fixed Assets are those assetswhich areused in
2.5 Methodsof Depreciation businessfor morethan oneaccounting year. Fixed

assetstend to reducetheir value oncethey are put

2.6 Sraight Line Method
2.7 Reducing Balance Method

fouse.

Depreciationisthegradua reductionor lossinthe
value of fixed assets like building, plant and
meachinery, furnitureetc. .. If acompany purchases
amachinefor Rs80,000 with 10 years estimated
life, machinewill losevaueof Rs8,000 per year.
Thisreduction or lossin thevalue of the machine
every year iscalled asdepreciation.

Theword* Depreciation” isderivedfroma
Latinword "Depretium”. * D€’ meansdeclineand
pretium means price. It meansdeclinein price or value of asset. “Depreciation” meansdeclinein
thevalueof afixed asset dueto use, passage of time, obsolescence or any other cause.
In order to haveaclear understanding of the concept of depreciationit will beuseful togo
through the definitionsgiven by variousexpertsin accounting.
“Depreciation isthe measure of exhaustion of the effectivelife of an asset from any cause
during agiven period” Spicer and Pegler
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“Depreciationisthe permanent and continuing diminutionin thequality, quantity or thevaue
of anasset” Pickles

“Depreciationisthediminutioninintrinsic value of the asset dueto useand/ or thelapse of
timg’ Ingtitute of Cost and Management Accounting (ICMA, London)

From the above definitions, it can be said that depreciation isapermanent, continuous and
gradua decreasein the book value of an asset dueto various causes.

m Need for Depreciation:

Theneed for providing depreciation arisesdueto thefollowing objectives.

a)

b)

Toascertaintrueprofit or loss: Thetrueprofit or loss can be ascertained only when
the depreciation isdebited to the Profit and L ossAccount along with other revenue
expenseslikesaaries, postage and stationary etc. which areincurred for the purpose of
earning revenue.

Topresent trueand fair financial position: If reasonable depreciation isnot deducted
from thevalue of assets, the Balance Sheet will not reflect thetrueand fair financial
position of the business enterprise. Hence depreci ation should be provided every year
to present trueand fair financia position.

Tohavefundsfor replacement of assets: A portion of profitsisset asideintheform
of depreciation every year. Thisamount accumulatesand will beavailablefor replacement
of theasset at theend of itslifeor whenit isdiscarded.

Toascertain thetruecost of production: For ascertaining the cost of production, it
isnecessary to charge depreciation asanitem of cost of production. If the depreciation
isnot charged, the cost recordswould not present the true cost of production.
Tofulfill thelegal requirements: In caseof joint stock companies, it iscompul sory
to provide depreci ation on Fixed assets. Without providing depreci ation dividends cannot
be declared.

m Causes of Depreciation

Themain causesof depreciationincludethefollowing.

a)

b)

Wear and Tear: When the Fixed assetsare put to usein the business operationsfor
earning revenue, the value of such assetsmay decrease. Such decreasein thevalue of
assetsissaid to be dueto wear and tear.

Physical Forces. Whenthe assetsare exposed to theforces of nature like weather,
winds, rainsetc. the val ue of such assetsmay decrease evenif they are not being put
toany use.
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c) Expiration of Legal Rights: When the use of assetslike Patents, Copyrights,
L easesetc. isgoverned by atime bound agreement, the val ue of such assetsmay
decrease with the passage of time.

d) Obsolescence: Obsolescenceimpliesan existing asset becoming out of dateon
account of theavailability of better type of asset dueto technologica changesor
improvementsin production methods.

e) Accidents: Declineinthe usefulnessof the asset may be caused by accidentsdueto
fire, earthquake, floodsetc.. Accidental |ossis permanent.

f)  Depletion: Assetsof wasting character such asmines, quarries, oil wellsetc. get
depleted with the extraction of raw-material sout of them.

Accounting Treatment

2.4.1 Purchase of Asset

If an Asset ispurchased in the beginning of the year, depreciation isto be calculated for the
full year. If an Asset ispurchased inthemiddle of theyear, depreciationisto becaculated fromthe
date of purchase of such Asset.

For example, if theAsset ispurchased on 1% July and the booksare closed on 31% December,
depreciationisto be calculated for six monthsonly inthat year.

2.4.2 Use of Asset

Thebusinessenterprise may usetheAsset from thedate of itspurchaseor later. If the Asset
isused inthe business, not from the date of purchase but later, depreciation isto be cal culated from
thedate of use only. For example, if theAsset ispurchased on 01-01-2014 but started using from
01-04-2014, and the books are closed on 31% December, Depreciationisto be calculated for 9
monthsonly from 01-04-2014.

2.4.3 Sale of Asset

When anAsset issold in themiddle of the year dueto some reasons, depreciationisto be
calculated up to the date of sale of an Asset. For example, if theAsset issold on 01-07-2014 and
the books are closed on 31% December, depreciation isto be cal culated for 6 monthsonly upto
01-07-2014. The profit or losson sale of an Asset isto betransferred to profit and lossAccount.

The following journal entries are required in this connection
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a)  Forpurchaseof anAsset
Asset account Dr
To Bank/Creditor Account
b)  Forprovisonof depreciation
DepreciationAccount Dr
ToAsset Account
c)  Fortransfer of Depreciation to Profit and LossAccount
Profit and L ossAccount Dr
To Depreciation Account
d) Forsaeof anAsset
Cash/Bank Account Dr
ToAsset Account
€)  Fortransfer of profit on saleof an Asset
Asset Account Dr
To Profit and LossAccount
f) For transfer of losson sale of an A sset
Profit and L ossAccount Dr
ToAsset Account

Methods of providing depreciation

Therearesaverd methodsof providing depreciation. Thefollowing aretheimportant methods
of providing depreciation.
1. StraightLineMethod
Reducing BaanceMethod
Annuity Method
Depreciation Fund Method
Insurance Policy Method
Reva uation Method
Depletion Method
Machine Hour Rate Method
However, inthischapter, thefirst two methodsi.e., Sraight LineM ethod and
Reducing Balance M ethod only are discussed.

O N o a &~ W DN
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m Straight Line Method

Straight Line Method is the simplest and one of the widely used methods of providing
depreciation. Thismethodisalso called asFixed Instal lment Method or Equal | nstallment Method
or Original Cost Method. Under thismethod, depreciationiscalculated at afixed percentage on
original valueof theasset inevery year. Thustheamount of annual depreciationisuniforminevery
yedar.

Theannual depreciationamount and rate of depreciationiscal culated asunder.
Original cost of the Asset — Estimated Residual Value

(Purchase price + Crriage + Installation Expenses) (Scrap Value)

a  Annud Depreciation
Estimated Useful life of theAsset (in years)

Annual depreciation

b)  Rateof Depreciation

X 100
Original cost of the A sset

Merits of Straight Line Method
Sraight Line Method has certain merits which are stated below.
a Itisvery easy tounderstand.
b) Itisvery smpletocaculatedepreciation.
C) Asset can bedepreciated up to the net scrap value or zero value.
d) Thismethodissuitablefor those assetswhose useful life can be estimated accurately.
€) Depreciationwill remain samethroughout thelife of the Asset.
Demerits of Straight Line Method
Theimportant demeritsof thismethod areasunder

a Inthismethod, the depreciation amount will remain samethroughout thelife of the
As=t. Butinredlity depreciation and repairswill belesser intheearlier yearsand gradudly
increaseinthelater part of thelife of theAsset.

b) Itbecomesdifficult to ascertain theamount of depreciation if additionsaremadeduring
theyear.

c) Thismethodisnot recognized by incometax authorities.
d) Noprovisonismadeforinterest on amount invested intheAsset.

e Itisvery difficult to estimatethelifeof theasset with accuracy.
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Illustrations on Straight Line Method

Illustration 1

AnAsset ispurchased for Rs40,000. Theuseful lifeof theassetis10yearsand theresidual
valueisRs4,000.Find out the annual depreciation and the rate of depreciation under straight line
method.

Solution

Origind cost of theAsset —Edtimated Residual Vaue (Scrap Vaue)

a  Annua Depreciation =
Estimated Useful life of theAsset (Inyears)

- 40,000 — 4,000
Annua Depreciation = 0 =Rs. 3,600

Annual Depreciation
b) Rateof Depreciation= x 100
Original cost of the Asset

3600

Rate of Depreciation= x 100 = 9%

Illustration 2

Radha& Company purchased machinery for Rs.45,000 on 01% Jan 2010. Theestimated life
of themachinery is8yearsand residua vaueat theend of itslife periodisRs.5,000. Thebooksare
closed on 31% December every year.

Writejourna entriesand show the Machinery Account and Depreciation Account for 3years
on Straight LineMethod.
Solution

Origind cost of theAsset —Edtimated Residual Vaue(Scrap Vaue)
a  Annua Depreciation=

Estimated Useful lifeof theAsset (Inyears)

_ 45,0008— 5,000 — Rs. 5000

Annua Depreciation = Rs. 5,000
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Date

2010
January 01

2010
Dec 31

2010
Dec 31

2011
Dec 31

2011
Dec 31

2012
Dec 31

2012
Dec 31

Journal EntriesintheBooksof Radha & Company

Particulars

Machinery Account Dr
To Bank Account

(Being the machinery purchased)

Depreciation Account Dr
To Machinery Account

(Being deprecation charged on machinery)

Profit and L oss Account Dr
To Depreciation Account

(Being Depreciation transferred to P& L A/c)

Depreciation Account Dr
To machinery Account

(Being deprecation charged on machinery)

Profit and L oss Account Dr
To Depreciation Account

(Being Depreciation transferred to P&L A/c)

Depreciation Account Dr
To machinery Account

(Being deprecation charged on machinery)

Profit and L oss Account Dr
To Depreciation Account

(Being Depreciation transferred to P& L A/c)

LF Dr (Rs)

45,000

5,000

5,000

5,000

5,000

5,000

5,0000

Cr (R9)

45,000

5,0000

5,000

5,000

5,000

5,000

5,000
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Machinery Account (Straight LineM ethod)

Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2010 | To Bank Account 45,000 | 2010
Jan 01 Dec31| By Depreciation Account 5,000
Dec31| By Baancec/d 40,000
45,000 45,000
2011 2011
Jan01 |ToBalanceb/d 40,000 || Dec31 | By Depreciation Account 5,000
Dec3l | By Baancec/d 35,000
40,000 40,000
2012 2012
Jan01 |ToBalanceb/d 35000 | Dec.31| By Depreciation Account 5,000
Dec. 31| By Baancec/d 30,000
35,000 35,000
2013
Jan01 |To balanceb/d 30,000
Depreciation Account
Dr O
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2010 2010
Dec31 | To Machinery Account 5000 | Dec31 | By Profit & LossAccount 5,000
5,000 5,000
201 2011
Dec3l1 | To Machinery Account 5000 | Dec.31| By Profit & LossAccount 5,000
5,000 5,000
2012 2012
Dec31 | To Machinery Account 5000 | Dec3l | By Profit & LossAccount 5,000
5,000 5,000
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Illustration 3

Vasavi & Co purchased machinery for Rs.80,000 on 1% January 2011. Depreciationis
provided annually at 10 % ontheoriginal cost every year. The booksare closed on 31% December

every year.
Prepare Machinery Account for thefirst 3years.
Solution

Rate of depreciation

Annual Depreciation = Original cost X
100

= 80,000x 10 =Rs 8,000
100

Annud Depreciation=  Rs.8,000

Books of Vasavi & Co

Machinery Account (Straight linemethod)

Dr O
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Jan01 | To Bank Account 80,000 | Dec31 | By Depreciation Account 8,000
Dec31 | By Baancec/d 72,000
80,000 80,000
2012 2012
Jan01 |ToBalanceb/d 72,000 | Dec31| By Depreciation Account 8,000
Dce3l| ByBaancec/d 64,000
72,000 72,000
2013 2013
Jan01 |ToBalanceb/d 64,000 | Dec31 | By Depreciation Account 8,000
Dec31 | By Balancec/d 56,000
64,000 64,000
2014
Jan01 | To balance b/d 56,000
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Illustration 4

Narayanaand Bros purchased aplant for Rs. 2,00,000 on 01 January 2010 and spent Rs.
50,000for itsingtalation. Thesalvagevaueof the plant after itsuseful life of 10 yearsisestimated
to beRs. 20,000. The Books are closed on 31% December every year.

Prepare plant account and Depreciation Account for thefirst 3 yearsusing Straight Line Method.

Solution
Original costof Plant = Purchaseprice+ Installation expenses
= Rs.2,00,000 + Rs.50,000 = Rs.2,50,000

Origind cost of theAssat — Estimated Residual Value(Scrap Vaue)

Annud depreciation =
Estimated Useful lifeof theAsset (Inyears)

250,000
10

Annua depreciation = Rs. 23,000

Books of Narayana and Bros
Plant Account (Straight Line M ethod)

Dr O
Date Particulars JF| Amount | Date Particulars JF | Amount
Rs. Rs.
2010 2010
Jan01 | To Bank Account 200000 | Dec31| By Depreciation Account 23,000
Jan01 |ToBank Account 50,000 | Dec31| By Baancec/d 2,27,000
(Installation Expenses)
250,000 250,000
2011 2011
Jan01 |ToBaanceb/d 227,000 | Dec31| By Depreciation Account 23,000
Dec31l| By Baancec/d 2,04,000
2,27,000 2,27,000
2012 2012
Jan01 |ToBaanceb/d 204,000 | Dec31| By Depreciation Account 23,000
Dec31| By Baancec/d 1,81,000
2,04,000 2,04,000

2013
Jan01 |To balance b/d 1,81,000
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Depreciation Account

Dr (0]

Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.

2010 2010

Dec31 |To Plant Account 23000 | Dec31| By Profit & LossAccount 23,000
23,000 23,000

2011 2011

Dec31 |To Plant Account 23000 | Dec31| By Profit & LossAccount 23,000
23,000 23,000

2012 2011

Dec31 |To Plant Account 23000 | Dec31| By Profit & LossAccount 23,000
23,000 23,000

Illustration 5

Rama Rao and sons purchased a machine for Rs.1,40,000 on 01 July 2011, and spent
Rs.10,000for itsinstallation. Thefirm writes-off depreciation at therate of 10% onorigina cost
every year. Thebooksare closed on December 31% every year.

Prepare M achineAccount and Depreciation Account for threeyears.

Solution

1. Origind costof Machine

2. Annud depreciation

3.  Depreciationfor theyear 2011

Purchase price + Instal lation expenses
= Rs.1,40,000 + Rs.10,000 = Rs.1,50,000
10

= 1,50,000x —— =Rs. 15,000

100
theAsset isused only 6 monthsfrom 01-07-2011.

Depreciation shall be provided only for 6months
i.eRs.7,500
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Booksof Ramarao and sons
MachineAccount (Sraight LineM ethod)

Dr O
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Jul01 | To Bank Account 140,000 | Dec3l1| By Depreciation Account 7,500
(for 6 months)
Jul01 | To Bank Account 10,000 | Dec31 | By Balancec/d 142,500
(Installation Expenses)
1,50,000 1,50,000
2012 2012
Jan01 |ToBaanceb/d 142500 | Dec31| By Depreciation Account 15,000
Dec31| By Baancec/d 1,27,500
142,500 142,500
2013 2013
Jan01 |ToBaanceb/d 1,27500 | Dec31| By Depreciation Account 15,000
Dec31| By Baancec/d 1,12500
1,27,500 1,27,500
2014
Jan01 |To Balanceb/d 1,12500
Depreciation Account
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Dec31 |To Machine Account 7500 | Dec31| By Profit & LossAccount 7,500
7,500 7,500
2012 2012
Dec31 |To Machine Account 15000 | Dec3l | By Profit & LossAccount 15,000
15,000 15,000
2013 2013
Dec31 |To Machine Account 15000 | Dec3l | By Profit & LossAccount 15,000
15000 15,000
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Hlustration 6

On 1% January 2010, Sahithi & Co purchased second hand machine for Rs.80,000 and
spent Rs.4,000 ascarriageinwards, Rs.4000 asrepair chargesand Rs. 2,000 asinstall ation expenses.
Itisestimated that the machinewill haveascrap value of Rs. 5,000 at end of itsuseful lifewhichis
10years. On 31*December 2012 The machinewas sold for Rs. 50,000. The booksareclosed on
318 December every year.

Prepare MachineAccount.

Solution
Booksof Sahithi & Co
MachineAccount (Straight LineM ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2010 2010
Jan01 | To Bank Account 80,000 | Dec31 | By Depreciation Account 8500
Jan01 | To Bank Account 10,000 | Dec3l | By Baancec/d 81,500
(Installation & other
Expenses) 90,000 90,000
2011 2011
Jan01 |ToBaancec/d 81,500 | Dec31 | By Depreciation Account 8500
Dec31 | By Baancec/d 73,000
81,500 81,500
2012 2012
Jan01 |ToBalancec/d 73,000 | Dec31| By Bank Account 50,000
Dec31 | By Depreciation Account 8500
Dec31 | By Profit & LossA/c (Loss) 14,500
73,000 73,000
Working Notes
1. Cdculationof origind cost of machine Rs.
Purchase cost of second hand machine 80,000
Add: Carriage, repairs, install ation expenses 10,000
Origina cost of theMachine 90,000

Original cost of theAsset — Estimated Residual VValue (Scrap Vaue)
2. Annua depreciation=

Estimated Useful life of the Asset (Inyears)

90,000 — 5,000
Annual depreciation = =Rs. 8,500
10

Annual depreciation=Rs. 8,500
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3. Cdculationof Profit or lossonthesaeof Machine Rs.
Origina cost of themachine 90,000
Less. Depreciation for threeyears
For theyear 2010 8,500
For theyear 2011 8,500
For theyear 2012 8,500 25,500
Book value of the machineason 31-12-2012 64,500
Less: Saleproceedsof themachine 50,000
L osson saleof machine (to betransferred to P& L A/c) W

IMlustration 7

Nagargu & Co purchased asecond hand machine on 1% January 2011, for Rs. 45,000 and
spent Rs. 5,000 on repairsand installated the same. Depreciationisprovided at therate of 10%p.a.
under Straight LineMethod. On 1% July 2014 the machinewas sold for Rs. 30,000. Thebooksare
closed on 31% December every year.

Preparethe MachineAccount

Solution
Booksof Nagaraju & Co
MachineAccount (Straight LineM ethod)

Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Jan01 | To Bank Account 45000 | Dec31| By Depreciation Account 5,000
Jan01 | ToBank Account(Repairs) 5000 | Dec31| By Balancec/d 45,000
50,000 50,000
2012 — 2012
Jan01 | To Balanceb/d 45000 | Dec31| By Depreciation Account 5,000
Dec31| By Baancec/d 40,000
45,000 45,000
2013 2013
Jan01 | To Balanceb/d 40,000 | Dec31| By Depreciation Account 5,000
Dec31| By Baancec/d 35,000
40,000 40,000
2014 | 2014
Jan01 |To Baanceb/d 35000 | July 01| By Bank Account 30,000
Dec31 | By Depreciation Account 2500
Dec31 | By Profit & LossA/c (Loss) 2,500
35,000 35,000
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Working Notes
1.  Caculationof Profit or lossonthesaeof Machine
Original cost of the machine (Rs. 45,000 + Rs.5000)

Less: depreciationfor four years
For theyear 2011

For theyear 2012

For theyear 2013

For theyear 2014 (for 6 monthsonly)
Book value of themachineason 01-07-2014

Less: Saleproceedsof themachine

Rs.

50,000
5,000
5,000
5,000

2,500 17,500

32,500

30,000

2,500

L oss on sal e of machine (To betransferred to Profit & LossAccount)

2. Depreciationiscaculated for 6 monthsonly during theyear 2014 upto 1% July

2014 ; 5,000 X 6/12 = Rs.2,500.

Illustration 8

Bhavani traders purchased amachinefor Rs. 50,000 on 01-01-2010. Another machinewas
bought on 01-01-2011 for Rs.60,000 and used from 1% July 2011 onwards. Thedepreciationis
provided at 10% per annum under Straight Line M ethod. The booksare closed on 31% December

every year.
Preparethe machinery account for 3years.
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Solution
Booksof Bhavani traders
Machinery Account (Straight LineM ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2010 2010
Jan01 | To Bank Account 50,000 | Dec31 | By Depreciation Account 5,000
Dec31 | By Baancec/d 45,000
50,000 50,000
2011 2011
Jan01 | To Balanceb/d 45000 | Dec31 | By Depreciation Account 8,000
(Rs.5,000+Rs.3,000 for 6months)
Jan01 | To Bank Account 60,000 | Dec31| By Baancec/d 97,000
(Purchase of 2" Machine)
1,05000 1,05,000
2012 2012
Jan0l1 | ToBalanceb/d 97,000 | Dec31 | By Depreciation Account 11,000
(Rs.5,000+Rs.6,000)
Dec31 | By Balancec/d 86,000
97,000 97,000
2013
Jan01 | ToBaanceb/d 86,000

Working Notes
1. Annua depreciationiscalculated asunder.

10

1¥Machine = 50,000x —— =Rs. 5000
100
10

2“Machine = 60,000x —— = Rs. 6000
100

2. The second machine was purchased on 1% January 2011, but started working from 1%
July2011. Hencethedepreciationiscal culated for 6monthsonly, i.efrom the date of useto

theclosing date of theyear 2011.
6
Depreciation on 2" machine for 6months= 60, 000X —— = Rs. 3000
12
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Illustration 9

On 1% July2011 AnupamaTraders purchased amachinefor Rs. 80,000. On 1% April 2012
thefirm purchased another machinefor Rs. 40,000. On 31 March 2014 the machinewhich was
purchased on 1% April 2012 was sold for Rs. 29,000. Thefirm writes off 10% depreciation on

origina cost. The booksare closed on 31% March every year.

Show the machinery account for threeyears.

Solution
Booksof AnupamaTraders
Machinary Account (Straight LineMethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2012
July 01 | To Bank Account 80,000 | Mar 31| By Depreciation Account 6,000
(for 9 months)
Mar 31| By Balancec/d 74,000
80,000 80,000
2012 2013
April 01| To Balance b/d 74,000 | Mar 31| By Depreciation Account 12,000
(Rs.8000 + Rs.4000)
April 01| To Bank Account 40,000 | Mar31| By Baancec/d 1,02,000
(Purchase of 2" Machine)
1,14,000 1,14,000
2013 - 204
April 01| To Balance b/d 102,000 | Mar 31 | By Bank Account 29,000
(Sale of second machine)
Mar 31 | By Depreciation Account 12,000
(Rs. 8000 + Rs. 4000)
Mar 31 | By Profit and Loss A/c (Loss 3,000
Mar 31 | By Balance c/d 58,000
1,02,000 1,02,000
2014 - |
April 01| To balance b/d 58,000
Working Notes
1. Cdculationof Profit or losson saleof machine Rs
Origina Cost of Machine 40,000
Less: Depreciation
For theyear 2012-13 4,000
For theyear 2013-14 4,000 8,000
Book value of machineason 31 March 2014 32,000
L ess: Sale Proceeds of themachine 29,000
L osson sale of machine (to betransferred to Profit & LossA/C) 3,000
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Ilustration 10

On 1% April 2011 Rajesh transport company purchased 4 trucks at Rs.6,00,000 each. The
company writes-off depreciation @ 10% per annum onoriginal cost. On 1% July 2013 one of the
trucksisinvolved in an accident and completely destroyed. Insurance company paid Rs.3,00,000
infull settlement of the claim. Thebooksare closed on 31% December every year.
Preparetrucksaccount for threeyears

Solution
Booksof Rajesh Transport Company
TrucksAccount (Sraight LineMethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Apr01 |To Bank Account 24,00,000 | Dec31 | By Depreciation Account 1,80,000
(Purchase of 4 trucks@ (for 9 months)
Rs.6,00,000) Dec31| By Baancec/d 22,20,000
24,00,000 24,00,000
2012 - | 2012
Jan01 |To Balanceb/d 22,20,000 | Dec31 | By Depreciation Account 240,000
Dec31| By Baancec/d 19,80,000
22,20,000 22,20,000
2013 2013
Jan01 |ToBaanceb/d 19,80,000 | Jul 01 | By Bank Account 3,00,000
(Insurance claim)
Dec31| By depreciation Account 210,000
(Rs.1,80,000 + Rs.30,000)
Dec3l | By Profitand LossA/c
(loss of truck destroyed) 1,65,000
Dec31| By Baancec/d 13,05,000
19,80,000 19,80,000
2014 EEEEEE——
Jan01 |ToBalanceb/d 13,05,000
Working Notes
1.  Cdculationof lossontruck destroyedin an accident Rs
Origina Cost of truck 6,00,000

Less: Depreciation
For theyear 2011, 10% on Rs.6,00,000 for 9months 45,000
For theyear 2012, 10% on Rs.6,00,000 60,000

For theyear 2013, 10% on Rs.6,00,000 for 6 months 30,000  1,35,000

The Book value of truck ason 1% July 2013 4,65,000
Less: Insurance claimreceived for thetruck destroyed 3,00,000

L oss on truck destroyed due to accident (To be transferred to profit and loss account)  1,65,000
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Reducing Balance Method

Thismethod isalso known as* Diminishing Balance Method” or “Written Down Value
Method”. Under thisMethod, depreciation ischarged at afixed percentage on the book value of
theasset. Since book value keeps on reducing by theannual charge of depreciation, Itisknown as
“Reducing BaanceMethod”.

Theamount of depreciation decreasesyear dfter year. Depreciationisca culated ondiminishing
vaueof the Fixed Asset. Under thismethod, theamount of depreciationislarger intheearlier years
thaninthelater years.

Merits
Themain meritsof thismethod areasunder

a) Thetotal charge (i.edepreciation plusrepairs) remainsuniformyear after year. Sincein
earlier yearstheamount of depreciationismoreand theamount of repairsisless, Whereas
inlater yearstheamount of depreciationislessand theamount of repairsismore.

b) Thismethodislogica inthesensethat asasset growsolder, theamount of depreciation
also goeson decreasing.

c) IncomeTaxAct 1961 accept thismethod for Tax purposes.
d) Thismethod can be used where obsolescencerateishigh.
€) Thismethodissuitablefor those assetswhich havealonger life
Demerits
Themain demeritsof thismethod areasunder
a) Itisdifficult to calculatetherate of depreciation.
b) Thebook value of the asset doesn’t become Zero.
c) Itdoesn’ttakeinto consideration theinterest on amount investedinthe asset.

d) Itdoesn’t providefor thereplacement of the asset ontheexpiry of itslife.
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2.7.1 Difference Between Straight Line Method and Reducing
Balance Method

Straight LineMethod differsfrom Reducing Balance Method in thefoll owing respects

Basis of Difference

Sraight LineMethod

Reducing BalanceM ethod

1. Basisof Caculation

Depreciation iscalculated on
theoriginal cost.

Depreciationiscalculated onthe
Book vaue. (i.eorigina cost less
depreciation chargedtill date).

2. Amount of Depreciation

The amount of depreciation
remainsconstant.

The amount of depreciation
decreasesyear after year.

3. Total Charge against
Profit & LossAccountin
respect of depreciation
andrepairs

Total charge against profit &
loss account in respect of
depreciation and repair
expensesincreasssinlater years
under thismethod.

Depreciation charge declinesin
later years. Therefore total of
depreciation and repair expenses
remains similar or equal every
year.

4. Recognition by Income
Tax Law

Thismethod isnot recognized
by IncomeTax Act.

Thismethodisrecognized by the
Income Tax Act.

5. Suitability

This method is suitable for
assetsinwhich repair charges
are less, the possibility of
obsolescenceislow.

Thismethod issuitablefor assets
which are affected by
Technologicd changesandrequire
more repair expenses with
passage of time.

Ilustrations on Reducing Balance Method

Illustration 11

Nagarjuna& Co purchased plant and machinery for Rs. 70,000 on 1% January 2011 and
spent Rs.10,000 for installation expenses. Depreciation isto be provided at 10% on Reducing
Balance Method. Booksare closed on 31% December every year.

Write the necessary journal entries and prepare Plant and Machinery Account and
Depreciation Account for threeyears.
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Solution

Date

2011
Jan 01

2011
Jan 01

2011

Dec 31

2011

Dec 31

2012

Dec 31

2012

Dec 31

2013
Dec 31

2013
Dec 31

Journal EntriesintheBooksof Nagarjuna& Co

Particulars

Plant & Machinery Account Dr
To Bank Account

(Being the Plant & machinery purchased)

Plant & Machinery Account Dr
To Bank Account

(Being installation expensesincurred)

Depreciation Account Dr
To Plant & Machinery Account

(Being deprecation charged on Plant &

Machinery)

Profit and L oss Account Dr
To Depreciation Account

(Being Depreciation transferred to P& L A/c)

Depreciation Account Dr
To Plant & machinery Account

(Being deprecation charged on Plant &

machinery)

Profit and L oss Account Dr
To Depreciation Account

(Being Depreciation transferred to P& L A/c)

Depreciation Account Dr
To Plant & machinery Account

(Being deprecation charged on Plant & machinery)

Profit and Loss Account Dr
To Depreciation Account

(Being Depreciation transferred to P& L A/c)

L.F Dr (R9)

70,000

10,000

8,000

8,000

7,200

7,200

6,480

6,480

Cr (Rs)

70,000

10,000

8,000

8,000

7,200

7,200

6,480

6,480
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Plant & Machinery Account (Reducing Balance M ethod)

Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
201 2011
Jan01 | To Bank Account 70,000 | Dec31 | By Depreciation Account 8,000
Jan01 | To Bank Account 10,000 | Dec31 | By Balancec/d 72,000
(Installation Expenses)
80,000 80,000
2012 2012
Jan01 |To Balanceb/d 72,000 | Dec31 | By Depreciation Account 7,200
Dec31| By Balancec/d 64,800
72,000 72,000
2013 2013
Jan01 |ToBaanceb/d 64,800 | Dec31 | By Depreciation Account 6,480
Dec31 | By Baancec/d 58,320
64,800 64,800
2014
Jan01 |ToBaanceb/d 58,320
Depreciation Account
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Dec31 | ToRat& MachineryAcoount 8000 | Dec31 | By Profit & LossAccount 8,000
8,000 8,000
2012 2012
Dec31 | ToPat& MachineryAcoount 7,200 | Dec31 | By Profit & LossAccount 7,200
7,200 7,200
2013 2013
Dec31 | ToPat& MachineryAcoount 6,480 | Dec31 | By Profit & LossAccount 6,480
6,480 6,480
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WorkingNote

Calculation of theamount of depreciation Rs
Original cost of the plant & machinery ason 01-01-2011 80,000
Less: Depreciation for theyear 2011 (@10% on Rs. 80,000) 8,000
Book value of plant & machinery ason 01-01-2012 72,000
Less: Depreciation for theyear 2012 (@10% on Rs.72,000) 7,200
Book valueof plant & machinery ason 01-01-2013 64,800
Less: Depreciation for theyear 2013 (@10% on Rs.64,800) 6,480
Book valueof plant & machinery ason 01-01-2014 58,320
Hlustration 12

Sujathaenterprises purchased machinery on 1 April 2011 for Rs. 4,00,000. Depreciationis
calculated @ 10% per annum on Reducing Balance M ethod. Books are closed on 31% December
every year.

Prepare Machinery Account for thefirst threeyears.

Solution
Booksof Sujatha Enterprises
Machinery Account (Reducing Balance M ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Apr 01 | To Bank Account 4,00,000 | Dec31 | By Depreciation Account 30,000
(for 9 months)
Dec3l | By Baancec/d 3,70,000
4,00,000 4,00,000
2012 2012
Jan01l | To Balanceb/d 3,70,000 | Dec 31 | By Depreciation Account 37,000
Dec31| By Baancec/d 333,000
3,70,000 3,70,000
2013 2013
Jan01 |To Balanceb/d 333000 | Dec31| By Depreciation Account 33,300
Dec31| By Baancec/d 299,700
3,33,000 3,33,000
2014
Jan01 |To Balanceb/d 2,99,700
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Working Notes

Calculation of theamount of depreciation Rs

Original cost of the machinery ason 01-04-2011 4,00,000
Less: Depreciation for theyear 2011 30,000
(@10% on Rs. 4,00,000 for 9 months)

Book value of machinery ason 01-01-2012 3,70,000
Less: Depreciation for theyear 2012 (@10% on Rs.3,70,000) 37,000

Book value of machinery ason 01-01-2013 3,33,000
Less: Depreciation for theyear 2013 (@10% on Rs.3,33,000) 33,300

Book value of machinery ason 01-01-2014 2,99,700

Ilustration 13

Kiran enterprises purchased aprinting machinefor Rs.80,000 on 1% July 2011 and spent Rs.
10,000 onitstransport and install ation expenses. Another machinefor Rs. 70,000 was purchased
on 1% January2013. Depreciation ischarged at the rate of 20% on Reducing Balance Method.
Booksare closed on 31% March every year.

Prepare printing MachineAccount for threeyears.

Solution
Booksof Kiran Enterprises
Printing M achinery Account (Reducing Balance M ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
201 2012
Jul01 |To Bank Account 80,000 | Mar 31| By Depreciation Account 13500
Jul01 | To Bank Account 10,000 (for 9 months@20%)
(Installation Expenses) Mar 31| By Balancec/d 76,500
90,000 90,000
2012 2013
AprOl [ToBaanceb/d 76500 | Mar 31| By Depreciation Account 18,800
2013 (15,300+3,500 for 3 months)
Jan01 |To Bank Account 70000 | Mar31| By Baancec/d 1,27,700
(Purchase of 2" Machine)
1,46,500 146,500
2013 2014
AprOl [ToBaanceb/d 1,227,700 | Mar 31| By Depreciation Account 25540
Mar 31| By Balancec/d 1,02,160
1,227,700 1,227,700
2014
AprOl [ToBaanceb/d 1,02,160




Depreciation

[71]

Working Notes
Calculation of theamount of depreciation
Original cost of the printing machineason 01-07-2011
(Rs.80,000+Rs.10,000)
Less: Depreciation for theyear 2011-2012 (for 9 months)
(@20% on Rs. 90,000 for 9 months)
Book value of printing machineason 01-04-2012
Add: Origina cost of new printing machine purchased on 01-01-2013
Book value of machinery ason 01-01-2013
Less: Depreciation for theyear 2012-2013 (15,300+3,500)
(@20% on Rs.76,500+ @20% on Rs.70,000 for 3 months)
Book value of machinery ason 01-04-2013
Less: Depreciation for theyear 2013-2014 (@20% on Rs.1,27,700)
Book value of machinery ason 01-04-2014

Illustration 14

Rs

90,000
13,500

76,500

70,000

1,46,500

18,800

1,27,700

25,540

1,02,160

On 12 July 2010 Venkatesh & Co purchased amachinefor Rs. 40,000. On 30" June 2013
the machinewas disposed off for Rs. 26,000. The books are closed on 31% December every year.

Depreciationisto be cal culated @10% per annum on Reducing Balance method.

Show the machineAccount

Solution
Books of Venkatesh & Co
M achineAccount (Reducing Balance M ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2010 2010 By Depreciation Account 2,000
Jul01 | To Bank Account 40,000 | Dec31 | (for 6 months)
Dec31 | By Baancec/d 38,000
40,000 40,000
2011 2011
Jan01 |ToBaanceb/d 33,000 | Dec31| By Depreciation Account 3800
Dec31 | By Baancec/d 34,200
38,000 38,000
2012 2012
Jan01 |ToBalanceb/d 34,200 | Dec31 | By Depreciation Account 3420
Dec31 | By Balancec/d 30,780
34,200 34,200
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Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2013 2013
Jan01 | To Balanceb/d 30,780 | Jun30 | By Bank Account 26,000
Dec31 | By Depreciation Account 1539
(For 6 months)
Dec31 | By Profit & lossAlc (loss) 3241
30,780 30,780

Working Notes

Caculation of Profit or losson the sale of machine Rs
Original cost of the machineason 01-07-2010 40,000
Less: Depreciation for the year 2010 (@10% on Rs. 40,000 for 6 months) 2,000
Book value of machineason 01-01-2011 38,000
Less: Depreciation for theyear 2011 (@10% on Rs. 38,000) 3,800
Book value of machineason 01-01-2012 34,200
Less: Depreciation for theyear 2012 (@10% on Rs. 34,200) 3,420
Book value of machineason 01-01-2013 30,780
Less: Depreciation for the year 2013 (@10% on Rs. 30,780 for 6 months) 1,539
Book value of machinery ason 30-06-2013 29,241
L ess. Sde proceeds of machine 26,000
Losson saleof machine (to betransferred to profit & |0ssA/c) 3,241
Ilustration 15

On 1% January 2011, Bhargavatraders purchased machinery for Rs. 40,000. On 12 July in
the same year the firm purchased additional machinery for Rs. 20,000. On 1% July 2013, The
machinery purchased on 1% January 2011 having become obsolete, it was sold for Rs. 32,000. The
booksare closed on 31% December every year.

Prepare Machinery Account for three yearsproviding depreciation @10% p.a. on Reducing
Baance Method.
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Solution:
Booksof Bhargava Traders
Machinery Account (Reducing Balance M ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2011 2011
Jan01 | To Bank Account 40,000 | Dec31 | By Depreciation Account 5,000
(Rs.4,000+Rs.1,000)
Jul01 | To Bank Account 20000 | Dec31| By Baancec/d 55,000
(Additional Machinery)
60,000 60,000
2012 2012
Jan01 | To Balance b/d (36000 + 19000 55,000 | Dec31| By Depreciation Account 5500
(Rs.3600 + Rs.1900)
Dec31 | By Balancec/d 495500
55,000 55,000
2013 2013
Jan01 | To Balance b/d (32400 + 17100 49500 || Jul 01 | By Bank Account 32,000
Dec31 |To Profit & LossA/c (Profit 1220 | Dec31 | By depreciation Account 3330
(10%on 17100+ 10%o0n 32,400
for 6months = Rs.1710+Rs.1620)
Dec31 | By Baancec/d 15390
50,720 50,720
2014
Jan01 |To Balanceb/d 15390
Working Notes
Calculation of Profit or losson the sale of machinery Rs
Original cost of the machinery ason 01-01-2011 40,000
Less: Depreciation for theyear 2011 (@10% on Rs. 40,000) 4,000
Book value of machinery ason 01-01-2012 36,000
Less: Depreciation for theyear 2012 (@10% on Rs. 36,000) 3,600
Book value of machinery ason 01-01-2013 32,400
Less: Depreciation for theyear 2013 (@10% on Rs. 32,400 for 6months) 1,620
Book value of machinery ason 01-07-2013 30,780
Less: Saleproceedsof machinery 32,000
Profit on sale of machinery (to betransferred to profit & lossA/c) 1,220
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Ilustration 16
On 1% January 2010, Manjula & Co purchased a plant for Rs.30,000. The company

purchased another plant on 1% January 2011 for Rs. 28,000 and spent Rs.2,000 towardsinstallation
expenses. The booksare closed on 31% December every year.

Show the plant account for first three yearsproviding depreciation at 10% onfirst plant and
15% on second plant on Reducing Balance Method.

Solution
Booksof Manjula& Co
Plant Account (Reducing Balance M ethod)
Dr Cr
Date |Particulars JF| Amount | Date | Particulars JF | Amount
Rs. Rs.
2010 2010
Jan01 | To Bank Account 30,000 | Dec31 | By Depreciation Account 3,000
(Purchase of 1% plant) (10% on Rs. 30,000)
Dec31 | By Baancec/d 27,000
30,000 30,000
2011 2011
Jan01 |ToBalanceb/d 27,000 | Dec31 | By Depreciation Account 7,200
(10% on Rs. 27,000 + 15% on
Rs. 30,000)
Jan01 | To Bank Account 28000 | Dec31| By Baancec/d 49,800
(Purchase of 2™ machine)
Jan01 | To Bank Account 2,000
(Installation expenses)
57,000 57,000
2012 2012
Jan01 |To Balanceb/d 49800 | Dec31 | By Depreciation Account 6,255
(10%on Rs. 24,300 + 15%o0n
Rs. 25,500)
Dec31 | By Baancec/d 43545
49,800 49,800
2013
Jan01 |ToBalanceb/d 43545
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Summary

Assetsareclassified asFixed Assetsand Current Assets. Depreciationisprovided on Fixed
Asstsonly likeplant & machinery, furnitureand vehiclesetc..Depreciation ispermanent, continuous
and gradud decreaseinthebook valueof anAsset dueto variouscauses. Main causesof depreciation
arewear and tear, physica forces, expiration of legal rights, obsolescence and accidents.

We can ascertain thetrue profit or loss of business operationsand know thetrueand fair
financia position of thefirm by providing depreciation on Fixed Assets.

Thereare severa methods of providing depreciation on the assets. Out of these methods
most commonly employed methodsinindustria and commercia enterprisesarethe Straight Line
Method and Reducing Balance Method. Straight Line Method isssimple and issuitablefor those
assatsinwhichrepair chargesarelessand the possibility of obsolescenceislow. Reducing Balance
Method issuitablefor those A ssetswhich are affected by technological changesand requiremore
repair expenseswith passage of time. The Reducing Balance M ethod i srecognized by thelncome

Tax Authorities,
MODEL QUESTIONS

Short Answer type Questions

What isdepreciation?

What arethe causes of depreciation?

Wheat is obsol escence?

Wheat isdepletion?

Writedifferent methods of providing depreciation.
What isStraight Line Method?

What is Reducing Balance M ethod?

[I. Essay type Questions

N o O~ wpN P

1. Definedepreciation. What arethemain causesof depreciation?
Definedepreciation. Explaintheneed of providing depreciation.
Explainthemeaning, meritsand demeritsof Straight LineMethod.
Explainthemeaning, meritsand demeritsof Reducing Balance Method.
What arethe differences between Straight Line M ethod and

Reducing Balance Method?

o A~ W
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Exercises

Sraight LineMethod or Fixed I nstallment M ethod

1

Praveen traderspurchased machinefor Rs. 80,000. Thelifeof themachineis estimated at
10yearsand theresidua valueisRs. 10,000. Cal culate the annual amount of depreciation
according to Straight Line Method. [Ans. Rs. 7,000]

A machineispurchased for Rs. 40,000. It isestimated that the useful life of themachineis9
yearsand residual valueisRs.4,000. You arerequired to find out the annual amount of

depreciation and therate of depreciation under the Straight Line Method.
[Ans. Rs. 4,000 and 10%]
A truck ispurchased for Rs. 50,000. It isestimated that the useful life of thetruck is10years

and residua valueisRs. 5,000. Cal culate the annua amount of depreciation and therate of

depreciation under the Straight Line method. [Ans. Rs. 4,500 and 9%]

On 1¢ April 2010 Anand traders purchased amachinefor Rs. 2,60,000 and spent Rs.40,000
onitsinstallation. It isestimated that working lifeis10 yearsand after 10 yearsitsscrap
valuewill beRs. 20,000. Booksare closed on 31 March every year.

Write necessary journal entriesand prepare machine account for thefirst three yearsinthe

books of Anand tradersaccording to the Straight Line Method

[Ans. Balance Rs. 2, 16,000]
On 1% July 2011, Neeharika& Co purchased aprinting machinefor Rs. 2,16,000 and spent
Rs. 24,000 onitsinstallation. It was estimated that the effective useful life of the printing

machinewill be 12 yearsand its scrap value will be Rs. 24,000. The books are closed on

31% December every year.

Prepare printing machine account and depreciation account for first threeyearsaccording to

the Straight LineMethod [Ans. Balance Rs. 1, 95,000]

Madan & Company purchased machinery on 1% January 2011 for Rs. 80,000 and spent Rs.
4,000for itsingtalation. Theestimated life of themachinery is10yearswith ascrap value of

Rs. 4,000. Booksare closed on 31% December every year.
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Cd culateamount of annua depreciation under the traight linemethod and prepare machinery

account for first threeyears.
[Ans. Annual Depreciation Rs. 8,000: Balance Rs 60,000]

7. On 1% January 2011, Raghavendratraders purchased Furniturefor Rs. 60,000. Depreciation
isto becalculated at therate of 10% p.a. on Straight Linemethod. Thebooksare closed on
31% December every year. Write necessary journa entriesand prepare Furniture A ccount
for first four years. [Ans. Balance Rs. 36,000]
8.  On1*October 2011 Jagannadham & Sonspurchased amachinefor Rs. 90,000 and spent
Rs. 10,000 for itsinstallation. The books are closed on 31 March every year. Thefirm
writes-off depreciation at therate of 10% onoriginal cost every year.
Prepare MachineAccount and Depreciation Account for first three years.

[Ans. Balance Rs. 75,000]

9.  Venugopal traderslimited purchased machinery on 1% July 2010 for Rs. 50,000 and spent
Rs. 2,000 onitsingtallation. Depreciationisto be provided @10%p.a. under Straight Line

Method. Books of account are closed on 31% December every year.

Show the machinery account for thefirst threeyears. [Ans. Balance Rs. 39,000]

10. On 1% January 2011 Sumapurchased Furniturefor Rs. 80,000. Depreciationisto beprovided
annually at 10% under Straight Line Method. On 31% December 2013 furniturewassold for
Rs. 40,000.
Show the Furniture Account assuming that the books are closed on 31% December every
yedar. [Ans. Loss on sale of Furniture Rs. 16,000]

11. Suneethatraders purchased asecond hand machinefor Rs. 72,000 on 1% January 2011
and spent 8,000 on repairsand installed the same. Depreciation iswritten-off at 10% p.a. on
the Straight Line method. On 30" June 2013 the machinewas sold for Rs. 50,000.
Prepare machinery account assuming that the accountsare closed on 318 December every

yedr.

[Ans. Loss on sale of Machine Rs. 10,000]
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12.

13.

14.

15.

16.

Ranadheer & Co purchased amachinefor Rs. 60,000 on 1% January 2011. Depreciationis
caculated @10% on Straight Line Method. On 1% April 2013 the company sold themachine
for Rs. 36,000.

Prepare machine account assuming that the accounts are closed on 31% December every

year. [Ans. Loss on sale of Machine Rs. 10,500]

On 1% January 2011, Sivatraders purchased a second hand machinefor Rs. 40,000 and
spent Rs. 5,000 onrepairsand installed the same. It isestimated that theworking life of the
machineis 10 yearsand scrap valueisRs. 2,500. On 31% December 2013 themachinewas
sold for Rs. 25,000.

Prepare machine account assuming that the books are closed on 31 December every year

according to Straight LineMethod. [Ans. Loss on sale of Machine Rs. 7,250]

Manoj & Company purchased asecond hand machinefor Rs. 18,000 on 1% April 2011 and
spent Rs. 2,000 on repairsand installed the same. Depreciationiswritten-off at10% p.a. on
Straight Line Method. On 30" June 2013 it was sold for Rs.13,000.

Prepare machine account assuming that the accounts are closed on 31%December every
yedar. [Ans. Loss on sale of Machine Rs. 2,500]

Ramesh & Co purchased machinery on 1% January 2011 for Rs. 3,00,000. On 1% September
2011, another machine was purchased for Rs. 4,20,000. Depreciation is provided on
machinery at 10%p.a. on Straight Line method. Books are closed on 31 December every
year. Prepare machinery account for threeyears. [Ans. Balance Rs. 5,32,000]

AndhrasugarsLtd purchased aplant for Rs. 1,00,000 on 1% January 2011. On 1% July inthe
sameyear additional plant was purchased for Rs. 50,000. On 1% October 2013 the plant
purchased on 1% January 2011 having become obsol ete, was sold for Rs. 60,000. On the
samedateafresh plant waspurchased for Rs.1,25,000. Depreciationisprovided at 10%p.a.
on Straight LineMethod.

Prepare plant account for three yearsassuming that theaccountsare closed on 31 December

every yeda. [Ans. Loss on sale of plant Rs. 12,500; Balance Rs. 1,59,375]
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17.

18.

On 1% July2010 Ganga& Co purchased second hand machinefor Rs. 40,000, and spent
Rs. 6,000 on repairs. On 1% January 2011 anew machine was purchased for Rs. 24,000.
On 30" June 2012 the machine purchased on 1% January 2011 was sold for Rs. 16,000 and
another machinewasingalled at acost of Rs. 30,000. The company writes-off depreciation
@ 10% p.a. onoriginal cost every year on 31 March.
Show the machinery account for three years.
[Ans. Loss on sale of machine Rs. 4,400; Balance Rs. 61,100]

Ramatransport company purchased 6 trucksat Rs. 5,00,000 eachon 1% January2011.The
company writes-off depreciation @10%p.a. on original cost. The books of account are
closed on 31% December every year. On 1% July 2013 oneof thetrucksisinvolvedinan
accident and completdly destroyed. A sumof Rs. 2,50,000isrece ved frominsurance company
infull settlement. Prepare TrucksAccount for first threeyears

[Ans. Losson truck destroyed Rs. 1,25,000; Balance Rs. 17,50,000]

Reducing BalanceMethod

19.

20.

Kushal textilemills purchased machinery on 1% April 2011 for Rs. 4,00,000 and spent Rs.
20,000for itsingtdlation. Depreciationisprovided @10% p.a on Reducing Balance Method.
Booksare closed on 31% March every year.
Write necessary journal entriesand prepare M achinery Account and depreci ation A ccount
for first threeyears

[Ans. Balance Rs. 3,06,180]
On 1% July 2010 Pradeep & Co purchased machinery for Rs. 50,000. Depreciation iswritten-
off at therate of 10% p.a. under Reducing Balance Method. Show the Machinery Account

for 3 yearsassuming that the books are closed on 31% December every year.

[Ans. Balance Rs. 38,475]
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21.

22.

23.

24.

On 1% January 2012 Siva& Co purchased a second hand machinery for Rs.34,000 and
spent Rs. 6,000 onitsrepairsand installed the same. On 31% December 2014 the machinery
wassold for Rs. 26,000. The books are closed on 31% December every year. Depreciation
isprovided @10% p.a. on Reducing Balance Method. Show the Machinery Account
[Ans. Losson sale of machinery Rs. 3,160]

On 1% January 2011 Geethatraders purchased a printing machinefor Rs.3,00,000. On 1%
July 2013 the printing machinewassold for Rs. 1,30,000. Depreciationisprovided @10%p.a.
on Reducing Balance Method. The books are closed on 31% December every year.
Prepare Printing MachineAccount

[Ans. Loss on sale of Printing machine Rs. 1,00,850]
Sravanthi enterprises purchased amachinefor Rs. 40,000 on 1% July 2011 and spent Rs.
5,000 onitsinstallation. Another Machinefor Rs. 35,000 was purchased on 1% January
2013. Depreciationischarged @20% p.a. on Reducing Balance M ethod. Booksare closed
on31*Marchevery year.
Prepare Machinery Account for threeyears

[Ans. Balance Rs. 51,080]
On 1% January 2012 Swathi & Co purchased plant for Rs 3,00,000. On 1% October 2012
another plant was purchased for Rs. 1,00,000. Depreciation is charged @10% p.a. on
Reducing Balance Method. On 1% October 2013, thefirst plant was Sold for 2,20,000.
Prepare plant account for threeyearsassuming that theaccountsare closed on 31% December
every yed.
[Ans. Loss on sale of Plant Rs. 29,750; Balance Rs. 78,975]
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3.10 Assignment problems with hints

Parties to the Consignment

3.1

Introduction

Theword consignment isoriginated from
the French word ” consigner” which means*to
hand over or transmit”. “To consign” means*“to
send” and therefore consignment means sending
goodsto another person.

In case of consignment, goods are sent by
the owner of goodsto the agent for the purpose
of sde. Theownership of thesegoodsremainswith
the sender. The agent sellsthe goods on behalf of
thesender, according to hisingructions. The sender
of goodsisknown asconsignor andtheagent is
known asthe consignee.

Therearetwo partiesinthe Consignment. They are

1.

Sender of the Goods (Consignor): The person who sendsthe goodsisknown asthe

Consignor. In other words, consignor isthe personwho“ Consigns’ thegoods. Heis
the owner of the goods. He sendsgoodswhereinthephysical ddlivery isdeliveredto
thereceiver without transfer of ownership. That means, even after sending thegoodsto
therecipient, hetill continuesto betheowner.



Recipient of the Goods (Consignee): The person who receivesthe goods sent by
the Consignor isknown asthe Consignee. In other words, Consigneeisthe personwho
actsasan Agent of the Consignor. Hereceivesthe goods on behalf of the consignor,
storesthem, incurs expenses and sellsthe goods as per the specifications of consignor
for aconsideration called “Commission”. Heremitsthe amount of sale proceeds after
deducting hisexpensesand commission.

m Characteristics/Features of Consignment

1
2)

3)

4)
5)

6)

Parties. Therearetwo partiesin consignment they are consignor and consignee
Relationship : Relationship between consignor and consigneeisthat of principa and
agent

Owner ship: Ownershipisvested with consignor only. In consignment only goods
transferred from consignor to consignee but consignor isalways owner of such goods.
Risk: Inconsgnment businessall therisk borneby only consignor

Expenses: All theexpensesrelated to consignment are borne by consignor only. Even
the expensespaid by consignee also reimbursed by consignor

Closing Stock: Any unsold stock | eft with consignee bel ongsto consignor only

m Difference between consignment and sale

Basis Consgnment Sale

1. Ownership of goods | Theownership of goodsremainwith | Theownership and possession of

theconsignor and the possessionis | goods, both aretransferred tothe
transferred to consignee buyerimmediately

2. Parties

Thetwo partiesinvolved areknown | The two parties involved are
asconsignorsand consignee known asbuyer and seller

3. Relation between | Therdationbetweenthemisthat of | Therelation between them is of

parties a principal and agent which | buyer and seller, which ends
continues for long period till it is | immediately after theddivery and
ended payment for of the goods

4. Risk Therisk of lossor damageisof the | The risk passes with the
owner (consignor) ownershiptothebuyer

5. Consideration The consignee sells goods for | The goods are sold for profit
commission againgt theprice

6. Expenses The expenses are borne by the | After sales, the expenses are

conggnor borne by the buyer
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7.Account sales Consignee sends to consignor | The buyer doesnot needsto send
account salesfromtimetotime | any account salesto seller

8. Profitor Loss Theprofit or losson consignment | The profit or losson salesbelongs
bel ongsto the consignor tothesdler

m Important Documents

3.4.1 Proforma Invoice

Along with thegoods, astatement isusually forwarded by the consignor to the consignee,
giving adescription of the goods consigned, theweight, quantity, priceand other relevant details.
Thestatement isknown asaproformainvoice. It resemblesasalesinvoicein appearance, but its
purposeisquitedifferent. A salesinvoiceisadocument sent by aseller to abuyer which chargesthe
buyer with the value of the goods. A pro-formainvoice sent by aconsignor to the consignee, does
not chargethe consignee with thevalue; it isintended asan evidence record of consignment and
asoasanindication of the priceat or abovewhich the consignor intendsthe goodsto be sold. The
price mentioned in the pro-formainvoiceiscalled the pro-formainvoice price. The pro-forma
Invoice pricemay bethecost priceof thegoodssent, though usualy it representsthe selling priceor
the minimum priceat which the consigneeisexpected to sall the goods sent to him.

3.4.2 Account sales

Account salesisadocument or astatement sent by the consigneeto the consignor fromtime
totime. Sincethe consignee sellsthe goods on behal f of the consignor, so he hasto send aproper
statement either on sale of goodsor at theend of aparticular period. In account sales, theconsignee
showsthe details of the gross sales proceeds of the consignment. The various expenses, charges
incurred by him and the commission dueto himisdeducted. Any advance payment to the consignor
Is deducted from the total amount due and the net amount payable is shown. The net amount
payableis sent to the consignor by abank draft or billsof exchange, asagreed.
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Chakravarthy & Co sent a account sales to Ganesh for receiving of 200 radios

Date Particulars Rs. Rs.
2015 March 31% | Gross Proceedsfrom sale of 200 radios @
Rs.400 each 80,000
Less Freightinwards 500
Insurance 2,000
Warehouse charges 1,000
Commission 10%onsales 8,000 11,500
68,500
Less: Advance (cash, bank are billspayable) 18,500
Balanceremitted with bank draft 50,000
E& OE For Chakravarthy & Co
Manager

B¥Y Commission

The consigneeisremunerated by acommission whichisusually calculated asan agreed
percentage of the gross proceeds of sale. Commission payableto consignee can bedividedinto 3
types.

a Ordinary Commission

b) De CredreCommission

c) OveridingCommisson

3.5.1 Ordinary Commission

Ordinary commissionisthe commission generally paid by the consignor to theconsignee. It
iscalculated asafixed percentage on the gross sal es proceeds, such acommission doesnot provide
any security to the consigner from bad debts.

3.5.2 Del Credre Commission

The Consignee may sell some part of the goods on credit. When goods are sold on credit,
thereisawaysarisk of someamount of bad-debts. In order to avoid therisk of Bad-debtsthe
consignor providesan additional commission known as* Del-credere commission to theconsignee
who guaranteesfor the payment in case of credit sale. Del-Credere Commissionispaid at pre-
determined percentage of Gross Sales proceeds.
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However, asregardsto payment of del-credere there may be aseparate agreement for its
payment.

When del-credere commissionisgiven to consignee and heisunableto recover someamount
from thedebtors, then the amount which isnot realized by the consigneeistreated asbad debts, No
record for thisbad debtsis madein the books of consignor, because he can recover thewhole
amount from consignee. Thisbad debtsisredly lossto the Consignee. Consigneetransfersthisbad
debtsto CommissionAccount in order tofind out hisrea profit or loss. DebtorsAccount isopened
in consignee' sbooks.

3.5.3 Over- Riding Commission

Itisan extracommisson alowed over thenorma commission. Thiscommissonisgeneraly
offered when an agent isrequired to work hard either to introduce anew product in the market or
to handle thework of supervising the performance by other agentsin aparticular area. It isthe
commission paid by the consignor to the consigneefor executing saleson consignment on aprice
higher than the pricefixed by theconsignor. In other words, it isthesurpluscommission alowedto
theconsignee, calculated onthe surpluspriceredized by him.

Accounting Treatment in the Books of Consigner

Generdly inorder to record each and every consignment transactions consignor maintains
thefollowing accounts:

They are

1. ConggnmentAccount

2. ConsigneePersond Account

3. Goods Sent on Consignment Account

3.6.1 Consignment Account

Thisaccountisanomina account. Thisaccount isopened to find out the profit or lossmade
on each consignment. Generally consignor sent the goods on consignment to difference consignees
todifferent places. Tofind out profit or losson each of such consignment, the consignor maintains
aseparate consignment account for each consignment. For exampleif consignor send goodsto
Guntur and Hyderabad then he will maintains Guntur Consignment Account and Hyderabad
Consignment Account.

3.6.2 Consignee Personal Account

Thisaccount isapersona account. Thisaccount isprepared in order to find out balancedue
to or duefrom Consignee.
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3.6.3 Goods sent on consignment Account

Thisaccountisarea account. Thisaccount iscredited when goodsare sent to the consignee
andisdebited when goodsreturned by consignee. Thisaccount isclosed by transferring thebaance
to thetrading account or purchases account.

Journal entries in the Books of Consignor

Date Particulars LF Dr (Rs) Cr (R9)

1 When goods are sent on consignment
ConsgnmentA/c Dr XXXX
To Goods sent on Consignment A/c XXX
(Being the goods sent on consignment)
2 When expensesareincurred by the consignment
CondgnmentA/c Dr XXXX
ToBank/CashAlc XXX
(Being the expensesmet by Consignor)
3 When advanceisReceived
Cash/Bank / BillsreceivableAccount Dr XXX
To Consignee' sAccount XXX
(Being the advancereceived)
4 When thebill isdiscounted with bank
Bank Account Dr XXX
Discount Account Dr XXX
ToBillsreceivableAccount XK
(Being theBill discounted with the Bank)
5 For expensesincurred by the consignee
Conggnment Account Dr XXXX
To Consignee’ sAccount XXXX

(Being the expensesincurred by the consignee)
6 For salesreported by Consignee

Consignees Account Dr XK
To Consignment Account XXXX
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Date

7

10

11

12

Particulars

For commission payableto Consignee

Consignment Account Dr

To Consignee’ sAccount

(Being thecommission paid to consignee)

For unsold stock remaining with Consignee

Consignment stock Account Dr
To Consignment Account

(Being thestock transferred to consignment A/c)

For transferring profit to Profit & LossAccount

Conggnment Account Dr
To Profit & LossAccount

(Beingthe profit transferred to consignment A/c)

For transferringlossto Profit & LossAccount

Profit & LossAccount Dr
To Consignment Account

(Being the Losstransferred to consgnment A/c)

For the settlement of account with the Consignee

Cash/Bank / BillsReceivableAccount Dr
To Consignee' sAccount

(Being the balancereceived from consignee)

For closing the Goods Sent on

Consgnment A ccount

Goods sent on consignment A ccount Dr
To TradingAccount/ PurchaseAccount

(Being the goods sent on consignment

transferredto Trading/ PurchasesA/c)

L.F

Dr (Rs)
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Proforma of Consignment Account

Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Goods Sent on Consignment XXXX By Consignee A/c
(value of goods sent to this (Sales made by him) xxx
particular consignment)
To Cash / Bank Alc
(Expensesincurred by Consignor)  Xxxx By consignment Stock A/c | XXXX
To Consignee A/c
(Expensesincurred by Consignee) XXXX
To ConsigneeA/c (Commission) | XXxX
To Profit & LossA/c (Profit) XXXX By Profit & LossAlc
(Loss) XXXX
XXXX XXXX
Proforma of Consignees Personal Account
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
ToConsgnmentA/c
(For salesmade by him) XXX By Cash/Bank/Bills XXX
ReceivableA/c
(Advancepaid by him)
By ConsgnmentAl/c XXX
(Expensesincurred by him)
By consgnmentA/c XXX
(Commission Payable)
By Cash/Bank/Bills XXX
ReceivableA/c
(Payment received from
condgneefor settlement of A/C)
XXX XXX
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Goodssent on Consignment Account

Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
ToTradingAlc XXX By consignmentA/c XXX
XXX XXX

Accounting Treatment in the books of Consignee

Goodsrecei ved by the consignee on account of consignment cannot betreated as purchases
becausethelega ownership of thegoodsisnot transferred to him. Thus, noentry ispassedin his
bookson therecei pt of goods. He maintainsonly consignor’saccount and astock register.

Journal Entriesin the books of Consignee

Date Particulars LF Dr (Rs) Cr (R9)

When the goods are received from Consignor
No Entry ismadeinthe booksof consignee
For the Expensesincurred by the Consignor
No Entry ismadein the books of Consignee
For Advance sent to Consignor

Consignor Account Dr XXX
To Cash/ Bank / Bills Payable account XXX
(Being theadvance paid)
For the Expensesincurred by Consignee
Conggnor Account Dr XXXX
To Cash/Bank
(Being the expensesincurred by Consignee) XXX

When Consignee sellsgoods
a. For cash sales
Cash / Bank Account Dr XXX
To Consignor’sAccount
(being the salesmade) XXXX
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Date

Particulars

b. For Credit sales
DebtorsAccount

To Consignor’sAccount
(being the Credit salesmade)
When thecommission on Salesisdue

Consignor’s Account

To CommissionAccount

(Being thecommission due)

LF Dr (Rs)

Dr XXX

Dr XXX

For thefina remittance sent to consignor

Consignor’sAccount

ToBank/BillsPayableA/c
(Being the Find balanceremitted)

For unsold stock with the consignor

No Entry

Dr XXX

3.7.1 Proforma of Consignors Account

Dr.

Cr (R9)

Cr.

Date

Particulars

Amount
Rs.

Date Particulars

Amount
Rs.

To Cash /Bank/Bills Payable A/c
(Amount of salesrealized)

Payable A/c
(Advance paid to Consignor)
To Bank A/c
(Expensesincurred by Consignee)
To CommissionA/c

To Bank A/c (Balance remitted)

XXX

By Bank A/c

By Debtors A/c

Credit Sales

XXX

XXX
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Illustration 1:

When consignee sold total goods

Sri Manikantaof Guntur consigned goods of the value of Rs.1,00,000 to their agent Sri
Ramaof Hyderabad. Sri Manikantapaid loading, insurancein transit Rs.5,000. Onreceiving the

consignment Sri Ramasent Rs.50,000 worth of Bank draft asadvance.

Sri Ramasent account saleswhich showsthefollowing particulars

Gross SalesRs.2,00,000

Godown RentsRs.1,000

Advertisements Rs.2,000

Commission 10% onsaes

Sri Ramaattached abank draft for the balance dueto Sri Manikantayour required to pass
journa entriesand prepare necessary ledger accountsin thebooksof Sri Manikantaand Sri Rama.

Date

Booksof Sri Manikanta (Consignor)
Journal entries

Particulars LF Dr (Rs)

Consignment to Hyderabad A/c Dr 1,00,000
To Goods sent on consignment A/c
(Being thegoods sent on consignment)
Consignment to Hyderabad A/c Dr 5,000
To Cash/Bank A/c
(Being ExpensesPaid)
BankA/c Dr 50,000
To Sri RamaA/c
(Being Advancereceived)
Sri RamaA/c Dr 2,00,000
To Consignment to Hyderabad A/c
(Being goods sold by Sri Rama)
Consignment to Hyderabad A/c Dr 3,000
To Sri RamaA/c (Being the
expenses payableto Sri Rama)

Cr (R9)

1,00,000

5,000

50,000

2,00,000

3,000



Consignment to Hyderabad A/c Dr
To Sri RamaA/c
(Commission =2,00,000 x 10/100)
(Being commission payableto Sri Rama)
Consignment to Hyderabad A/c Dr
To Profit & LossAlc
(Being profit on Hyderabad consignment
transferred to General profit & lossA/c)
Bank A/c Dr
To Sri RamaA/c (Being full andfind
Settlement received from Sri Rama)
Goods Sent on consignment A/c Dr
ToTradingA/c (Being balancein goods
sntonconsgnmentA/ctrandferredto Trading A/c)

20,000

72,000

1,27,000

1,00,000

20,000

72,000

1,27,000

1,00,000

Dr.

Hyderabad Consignment Account

Cr.

Date

Particulars

Amount
Rs.

Date

Particulars

Amount
Rs.

To Goods Sent on Consignment
(value of goods sent to this
particular consignment)
To Cash / Bank A/c
(Expensesincurred by Consignor)
To Consignee Alc
(Expensesincurred by Consignee)
To Consignee Alc
(Commission)
To Profit & LossAlc

(Profit)

1,00,000

5,000

3,000

20,000

72,000

2,00,000

By Consignee A/c
(Sales made by him) xxx

2,00,000

2,00,000
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Dr. Sri RamaAccount Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Consignment A/c 2,00,000 By Cash / Bank/ Bills 50,000
(For sales made by him)
Receivable A/c
(Advance paid by him)
By Consignment A/c 3,000
(Expensesincurred by him)
By consignment A/c 20,000
(Commission Payable)
By Bank / (Payment 1,27,000
received from consignee
for settlement of A/c)
2,00,000 2,00,000
Dr. Goods sent on Consignment Account Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
ToTradingAlc 1,00,000 By consgnmentA/c 1,00,000
1,00,000 1,00,000
Booksof Sri Rama (Consignee)
Journal Entries
Date Particulars LF Dr (Rs) Cr (R9)
Sri ManikantaA/c Dr 50,000
ToBank Alc
(Being advance send to Sri Manikanta) 50,000




Bank A/c Dr 2,00,000
To Sri ManikantaA/c 2,00,000
(Beinggoodssold on
behaf of Sri Manikanta)
Sri ManikantaA/c Dr 3,000
To Cash/ Bank Alc 3,000
(Being expenses
paid on behalf of Sri Manikanta)
Sri ManikantaA/c Dr 20,000
To CommissionA/c 20,000
(Beingcommissonreceivable)
Sri ManikantaA/c Dr 1,27,000
ToBank Alc 1,27,000
(Beingfull andfina settlement on
consignment send to Sri Manikanta)
Sri ManikantaAccount
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Bank A/c (Advance paid to 50,000 By Bank A/c 2,00,000
Consignor) (Amount of salesredlized)
To Bank A/c 3,000
(Expensesincurred by Consignee)
To CommissionA/c 20,000
To Bank A/c 1,27,000
(Balance remitted) ]
2,00,000 2,00,000
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Illustration 2:

Bhaskar of Rajahmundry consign 500 radio sets each at Rs.600 to Prasad of Tenali on
consignment. Bhaskar paid Rs.12,000 asfreight and insuranceintransit. Bhaskar drawn abill on
Prasad for 3 monthsfor Rs.1,00,000.

Prasad send account saleswhich showsthefollowing particulars.
Grosssale proceeds are Rs.4,50,000
Unloading and godown rent Rs.10,000

1
2)
3)

Commission 5% on Grosssaes

Prasad send abank draft for the balance due to Bhaskar.
You arerequired to prepare necessary ledger accountsin the books of Consignor and Consignee.
Solution:

Booksof Bhaskar (Consignor)

Tenali Consignment Account

Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Goods Sent on Consignment | 3,00,000 By Prasad Alc 450,000
(500 radios each at Rs.600)
To Cash / Bank A/c 12,000
To Prasad Alc 10,000
ToPrasad A/c (Rs.4,50,000 x 5%) 22,500
To Profit & Loss A/c (Profit) 1,05,500
4.50,000 4,50,000
Prasad Account
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Consignment A/c 450,000 By BillsReceivableA/c| 1,00,000
By Consignment A/c 10,000
By consignment A/c 22,500
By Bank 3,17,500
4,50,000 4,50,000




Goods sent on Consignment Account

Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Trading A/c 3,00,000 By consignment A/c 3,00,000
3,00,000 3,00,000
Booksof Prasad (Consignee)
Bhaskar Account
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Bills Payable A/c 1,00,000 By Bank A/c 450,000
ToBank A/c 10,000
To CommissionA/c 22,500
ToBank A/c 3,17,500
4,50,000 4,50,000

m Valuation of Unsold Stock

At the end of the accounting period the unsold goods | eft with the consignees, should be
valued properly. Otherwise, true profit cannot be ascertained. Unsold stock isvalued either at
market priceor cost pricewhichever isless. Cost price of thegoodsfor this purpose doesnot mean
only the cost at which the consignor purchased the goods. But the proportionate nonrecurring or
direct expensesincurred by the consignor aswell asby the consignee should be added to the cost
price. All expensesincurred to bring the goodsto the godown of the consignee aretreated asnon-

recurring or direct expenses. Theseexpenseswill increasethevalue of thegoods. Therefore, while

valuing thestock, they should be added to cost of the goods. Some Examplesfor het non-recurring
expensesincurred by the consignor and consignee are given below:
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Non-recurring expenses incurred

Non recurring expenses incurred by

7. CustomsDuty

consignor consignee
1. Freight 1. Unloading Charges
2. Carriage or Cartage 2. Freight
3. Insurance 3. Dock Dues
4, Packing 4. CustomsDuty
5. Dock Dues 5. Octroi
6. Loading Charges 6. Carriage to his Place

All the expensesincurred by the consignee after the goodsreach the godown aretreated as
recurring expenses or indirect expenses. These expenses do not increase the value of goods.
Therefore, in the valuation of the unsold stock they should not be considered. Some of the non-
recurring expensesincurred by the consignor and consignee are given below:

Recurringexpensesincurred

Recurring expensesincurred by

consignor consignee
1. Bank chargesfor discounting thebills 1. Godown Rent
or cheguereceived

2. Expenseincurred on damaged goods 2. Godown Insurance
3. Sdarytosdesmen
4. Advertisement Charges
5. Sdling Expenses
6. Commisson

If detail of expensesarenot given, expensesincurred by the consignor should beincludedfor
valuing the unsold stock and expensesincurred by the consignee should beignored.

Illustration 3:

Kishore of Guntur send 200 bicycles costing Rs.1,20,000 to Pavan of Vijayawada on
consgnment. Kishore spend Rs.6,000 towardsfreight and insurancein trangit. Pavan spent unloading
chargesRs.1,200 godown rent Rs.800. consignee sold 180 bicyclesat Rs.2,00,000. Calculatethe

vaueof closng stock:



)

Solution:
Particulars Amount Amount
Cost of 200 bicycles 1,20,000
Add 1: Nonrecurring expensesincurred by 6,000
Kishore(Consignor)
2: Non recurring expensesincurred by Pavan 1,200 7,200
(Consignee) (Unloading Charges)
Value of 200 bicycles W

Tota bicycles = 200
Less. Sold = 180
Unsold 20
: 1,27,200
Vaueof unsold bicycles = 20x——— =Rs.12,720

200

Note: Godown rent paid by consigneeisrecurring expenses. Hence godown rent not included in

vauation of closing stock.

lllustration 4:

X send 500 radios costing Rs.1,000 each toY on consignment. X spend Rs.50,000 towards

expenses. Y spent Rs.12,000 as advertisement. consignee sold 400 radios each at Rs.1,200.

Calculatethevaueof closing stock:
Solution:
Particulars Amount Amount
Cost of 500 radios (500 x Rs.1,000) 5,00,000
Add 1: Nonrecurring expensesincurred by X (Consignor) | 50,000
2 : Nonrecurring expensesincurred by Y (Consignee) 50,000
Valueof 500 radios 5,50,000 |

Totd radios = 500
Less Sold = 400
Unsold 100
i 5,50,00
Vaueof unsoldradios = 100x = Rs.1,10,000

500
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Note: Advertisement paid by consigneeisrecurring expenses. Hence advertisement not includedin
vauation of closing stock.

Illustration 5:

Murali and Co of Warangal consign 500 radio setsto Hari and Co of Hyderabad. The cost
of each radio Rs.500. Murali and Co paid insurance Rs.10,000 and freight Rs.15,000. A ccount
sdleswasreceved from Hari and Co showing thefollowing particulars.

1. 400radio setssold each at Rs.600
2. Advertisement expenses Rs.20,000
3. Commission 10%onsales
Hari and Co send abank draft for the balance dueto consignor.

Show journd entriesand ledger accountsin the books of Both the parties.

Solution:
Booksof Murali & Co of Warangal (Consignor)
Journal Entries
Date Particulars LF Dr (Rs) Cr (R9)
Consignment to Hyderabad A/c Dr 2,50,000
To Goods sent on consignment A/c 2,50,000

(Being the goods sent on consignment)
Consignment to Hyderabad A/c Dr 35,000
To Cash/ Bank A/c (Being Expenses Paid) 35,000

Hari & CoAlc Dr 2,40,000

To Consignment to Hyderabad A/c 2,40,000
(Being goods sold by Sri Rama)
Consignment to Hyderabad A/c Dr 20,000

ToHari & CoAlc 20,000
(Being the expenses payableto Sri Rama)
Consignment to Hyderabad A/c Dr 24,000

ToHari & CoAlc 24,000
(Commission = 2,40,000 x 10/100)
(Being commission payableto Sri Rama)
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Stock on consignment A/c Dr 57,000
To Consignment to Hyderabad A/c 57,000
(Being unsold stock taken into account)
Consignment to Profit & LossA/c Dr 32,000
To Consignment to Hyderabad A/c 32,000
(Being Losson Hyderabad consignment
transferred to General profit & 0ssA/c)
Bank A/c Dr 1,96,000
To Hari & CoAlc 1,96,000
(Beingfull andfind settlement received from Sii Rama)
Goods Sent on consignment A/c Dr 2,50,000
ToTradingAlc 2,50,000
(Being balancein goods sent on consignment
Alctransferredto Trading A/c)
Hyder abad Consignment Account
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Goods Sent on Consignment| 2,50,000 By Hari Alc 2,40,000
To Cash / Bank Alc 35,000 By Stock on Consignment A/ 57,000
To Hari & CoAlc 20,000 By profit & LossAlc 32,000
To Hari & CoAlc 24,000
3,29,000 3,29,000
Hari & CoAccount
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Consignment A/c 2,40,000 By Consignment A/c 20,000
By consignment A/c 24,000
By Bank A/c 1,96,000 |
2,40,000 2,40,000
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Goodssent on Consignment Account

Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Trading Alc 2,50,000 By consignment A/c 2,50,000
2,50,000 2,50,000
Working notes:
Computation of Closing stock
Particulars Amount Amount
Cost of 500 radios (500 x Rs.500) 2,50,000
Add 1 : Non recurring expenses incurred by Murali & 35,000
Co (Consignor)
2: Non recurring expenses incurred by Hari & _ 35,000
Co (Consignee)
Value of 500 radios 2,85,000

Tota radios = 500
Less Sold = 400
Unsold 100
) 2,85,00
Vaueof unsoldradios = 100x = Rs.57,000

Note: Advertisement paid by consigneeisrecurring expenses. Hence advertisement not included

invauation of closing stock.
Booksof Hari & Co (Consignee)
Journal Entries
Date Particulars LF
Bank A/c Dr

To Murali & CoAlc
(Being goods sold on behalf of Murali & Co)

Dr (Rs)

2,40,000

Cr (R9)

2,40,000
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Murali & CoAlc Dr 20,000
To Cash/ Bank A/c 20,000

(Being expensespaid on behalf of Murai & Co)
Murali & CoAlc Dr 24,000

To Commission A/c 24,000
(Being commission receivable)
Murali & CoAlc Dr 1,96,000

To Bank A/c 1,96,000
(Being full and final settlement on

consignment send to Murali & Co)

Murali & CoAccount

Dr. Cr.
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Bank A/c 20,000 By Bank A/c 2,40,000
To CommissionAlc 24,000
ToBank A/c 1,96,000
2,40,000 ©2,40,000 |

m Loss of Stock-types

Sometimes, |losses may occur to the stock sent on consignment either inthetransit or after
they reach the consignee. Onthe basisof their nature, |osses can be classified into two categories,
namdy:.

1. Normad Loss
2. Abnormal Loss
3.9.1 Normal Loss

Inthe case of certain the goods, even after taking all precautions, somelossof quantity is
bound to take place. Thereforethelosswhich isunavoidable, natural and isdueto theinherent
nature of goodsiscalled asnormal |oss. For exampleif cod isconsigned, asmall portion of coal is
boundto belogt, whileof loading and unloading. Similarly, in case of oil and petroleum products, a
portion may belost dueto evaporation and |eakage when they are stored.
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Normal lossisunavoidable, therefore, forms part of the cost of the consignment. Sincethis
lossisusua, no separatejourna entry ispassed in the books of the consignor and consignee. But
normal lossisto be considered, while cal culating the cost of unsold stock |eft with the consignee.
Normal losshasto spread over theremaining stock. Therefore, for cal culating the value of unsold

stock, thefollowing formulacan be applied.
quantity of unsold stock
Value of unsold stock = Total cost of goods consigned x

total quantity of goods sent less
normal lossin quantity

Ilustration 6
A dealer in apple consign 1,000 tonnes of applesat acost of Rs.10,000 and paid Rs.2,000

towardsfreight and insurance. Consignee received 950 tonnes of apples. Consignee sold 500
tonnes of apples. 50 tonnes of applestreated as unavoidableloss. Cal culate val ue of unsold stock.

Solution
Cost of 1,000 tonnes of apples =Rs.10,000
Add: Consignor expenses = Rs.2,000
Rs.12,000
Total quantity of goodslessnormal lossin quantity = 1,000 —50 = 950 tonnes
Stock of unsold goods =950 — 500 = 450 tonnes

quantity of unsold stock

Thereforevaueof unsold stock = Total cost of goods consigned x
total quantity of goods sent

lessnormal lossin quantity

450
Value of unsold stock =12000 x——=Rs. 5,684.21 = Rs.5,684.21 are 5684
950
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MODEL QUESTIONS

Short Answers

What do you mean by consignment

Briefly explain about consgnor and consignee
What isaproformainvoice

Wheat isaAccount sales

What isCommission

What isDel Credere Commission
Whatisover riding Commission

Briefly explain about recurring expenses and non recurring expenses

© oo N o g M~ w D F

Explaintheprocedurefor val uation of unsold stock in consignment

'_\
o

Explaintheterm of normal loss
11.  Accounting treatment for normal loss
Essay Questions

1 What do you mean about consignment? Explain the difference between consignment and
sde

2. What isan account Sales? Give aspecimen copy of account sales

3. What ismeant by Commission? Explain different typesof Commission
Exercises

1. On 1% January, 2009, Sudhaof Srinagar consigned goodsvalue of Rs.20,000to Indiraof
Warangal. Sudhapaid cartage and other expensesRs.1,500. On 1% April, 2009, Indirasent
onaccount saleswith followinginformation.

a) 1/2of thegoodssoldfor Rs.15,000
b) Indiraincurred expensesof Rs.750

¢) Indiraisentitledto receivecommission @5% onsales.
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Bank draft was enclosed for heba ance due. Prepare necessary L edger accountsinthe
books of Sudha

Hint:

Profit 750

Closing stock 10,750
Bank Drafts 13,500

2. On1%January 2012, Gopi of Hyderabad consigned goodsvalued at Rs.30,000 to Sudheer
of Madras. Gopi paid cartage and other expensesRs.2,000 on 1% April 2012. Sudheer sent
theaccount sdleswith thefollowinginformation:

a 50% of thegoodssoldfor Rs.22,000
b)  Sudheer incurred expensesamountingto Rs.1,200
c) Sudheerisentitled toreceive commission @5% on sales.

Bank draft wasenclosed for the balance due. Prepare the necessary ledger accountsinthe
books of Gopi.

Hint:

Profit 3,700

Closing stock 16,000
Bank Draft 19,700

3. Sa andCo., of Chennai consigned 100 Radiosto Deepthi and Co. of Hyderabad. The cost
of each Ratio was Rs.500. Sai and Co paid insurance Rs.500; Freight Rs.800. Account
saleswasreceived from Deepthi and Co., showing the sale of 80 Radios at Rs.600 each.
Thefollowing expenseswere deducted by them.

Carriage Rs.20
SHlingexpenses  Rs.130
Commission Rs. 2,400

Sal and Co., received abank draft for the balance due. Prepareimportant L edger accounts
inthe books of Deepthi and Co.,

Hint:

Profit 4,416
Closing stock 10,264
Bank Draft 45,450
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Ra of Bandar sends 200 T.V. setseach costing Rs.15,000 to Rani of Guntur to be sold on
consignment basis. Heincurred the following expenses. Freight Rs.2,000; Loading and
unloading charges Rs.2,000 and Insurance Rs.5,000.

Rani sold 185 TV sfor Rs.30,00,000 and paid Rs.10,000 as shop rent whichisto be borne
by Raj asper termsand conditions of consignment. Consigneeisentitled for aCommission
of Rs.200 per T.V. sold. Assuming that Rani settled the account by sending bank draft to Rg.
Preparethe necessary L edger Accountsin the booksof Rg.

Hint:
Profit—1,69,675
Closing stock 2,25,675
Bank Draft —29,53,000

Vishnu of Vijayawadaconsigned goodsva ue of Rs.50,000 to Shiva; of Secundrabad. Vishnu
paid transport charges Rs.4,000 and drew abill of two monthson Shivafor Rs.30,000 as
advance. Thebill wasdiscounted with bankersfor Rs.29,500. Shivasent the account sales
of the consignment stating that the entire stock was sold for Rs.72,000; Cartage 2,000;
Commission 3,000 and aBank Draft for the balance.

Prepare necessary accountsin the booksof Vishnu.
Hint:

Profit—13,000

Bank draft— 37,000

Laxmi of Vijayawada consigned goodsworth Rs.20,000 to hisagent Saraswathi of Kodad
on consignment. Laxmi spent Rs.1,000 on transport, Rs.500 on insurance: Saraswathi sent
Rs.5,000 asadvance. After two months, Laxmi received the account salesasfollows:

a) Half of thegoodswere sold for Rs.24,000
b) SdlingexpenseswereRs.1,200.

¢ 10%commissononsaes

Giveledger accountsin thebooksof Laxmi.
Hint:

Profit—9,650

Balance Due—15,400
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7.

Robert consigned goodsto Rahim value at Rs.5,000 to be sold on 5% commission basis.
Robert has paid Rs.500 freight and Rs.550 towardsinsurance.

Robert received account salesand adraft for the balancefrom Rahim showing thefollowing
particulars

Rs.
GrossSales 7,500
Sdling Expenses 450
Commission 375
Pass necessary entriesjournal inthe and prepareledger accountsin the books of both the
parties.
Hint:
Profit 625
Amount Due 6675

Krishnaof Mumbai and Gopa of Chennai arein consignment business. Gopa sent goodsto
Krishna Rs.10,000. Gopal paid freight Rs.500. Insurance Rs.1,500 Krishna met sales
expensesRs 900, Krishnasold theentirestock for Rs.20,000 and heisentitled toacommission
of 5% on sales.

Writethe necessary entriesin the books of Gopal & Krishna
Hint:

Profit 6,100

Balancedue 18,100

Manikantaof VijayawadaCons gned goodsof vaueof Rs.20,000 to Ayyappaof Ahmedabad.
Manikantapaid forwarding chargesRs.1,000 and drew abill of two monthson Ayyappafor
Rs.10,000. Thebill was discounted with bankersfor Rs.9,500. Ayyappa sent received the
account sales of the consignment stating that the entire stock was sold for Rs.28,000 agents
commission Rs.2,000 and abank draft for the balance. Prepare necessary accounts.
Hint:

Profit 5,000

Baancedue: 16,000
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10.

11.

12.

Mrs. Murali sent 50 Bicycleson consignment to Mr.Deepthi invoiced at Rs.800 each on Jan
1% 2009. Shehaspaid thefollowing expenses Rs.1,350 freight, Rs.600 — I nsurance Rs.1,500
other expenses. On 5" January, shereceived abill from Deepthi for Rs.40,000. On Feb 20"
Deepthi sent an account sales showing that the bicycleshaverealized Rs.1,000 each: He
incurred expenditure on carriage Rs.500, warehousing Rs.460 and Rs.300 miscellaneous
expenses. He charged commission at 10% on sales. Prepare the books of consignor and
consignee.

Hint:
Profit 5,290
BaanceDue: 8,740

M/s. Robert & Co. of Bangalore consigned 100 cases @ 50 each to Mahathi & Co., of
Cdcutta. M/s. Robert & Co., spent Rs.700 Carriage and paid insurance Rs.250.

In due course account saleswasreceived with thefollowing details:

Rs.
Grosssaleproceeds100x 75 7,500
Less: Cartage 10
Godown 40
Commission @ 5% 7,500 x 5/100 375 425
Bank draft enclosed for thebalance 7,075
Pass necessary entriesin the books of both of the parties
Hint:
Profit 3,865

BaanceDue 7,075

A & Co., of Hyderabad consigned 100 Video Gamesto B & Co., of Delhi to be sold on
consignment @ Rs.500 each. He paid transport Rs.2,000 warehouse charges Rs.3,000.

B & Co., sent account sales stating that
100 Video Gamessold at100 x 700 Rs.70,000

Less Cartage 200
Godown Rent 100
Insurance 300
Commisson@10% 7,000 7,600

62,400
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13.

14.

(-) Bill accepted asadvance 20,000
Bank draft enclosed for thebalance 42,400
Prepare necessary ledger accountsof both the books
Hint:

Profit 7,400

Balance Due: 42,400

X of Chiralaconsigned 200 bales of Tobacco @ 250 per baletoV of Vijayawada. X paid
cartage of freight etc., Rs.1250. X drew abill onV for 3 monthsfor Rs.30,000. V sold the
entire consignment and rendered account sal es showing that the goodsrealized Rs.60,000
out of which he deducted hischargesamounting to Rs.400 and commission at 5% on sales.
Make entriesin thejournal and show necessary ledger accountsin the books of both the

parties.

Hint:

Profit 5,350

Balance Due 26,600

Amar consgned 100 baesof clothtoAkbar at Rs.5,000 per bale. Amar incurred thefollowing
expenses.

Packing and Forwarding Charges Rs. 500

Insurancein Trangt Rs.2,000

Akbar received the consignment and sold 80 bales at Rs.8,000 per bale. They incurred the
following expenses:

Freight and Cartage Rs.3,000
Insurance of godown Rs. 400
Sdesmen'sSdary Rs.1,600

Ascertain thevalue of on consgnment.
Hint:

Valueof unsold Stock Rs. 1,01,100
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15.

On January 15, 2009 Dharani of Hyderabad sent 400 Bicyclesto be sold on consignment to
Dheergj of Warangal. The Bicycleswereinvoiced at Rs.1,000 per piece carriage and other
expensesamounted to Rs.6,000. Dharani received thefollowing account sales.

15" March 100 Bicycleswere sold at Rs.1,450 per piece on which 5% commission was
charged and Rs.3,750 were deducted as expenses.

10" April —150 Bicycleswere sold at Rs.1,400 per piece on which 5% commission was
charged and Rs.2,900 were deducted as expensesincurred after 15" March.

Prepare consignment A ccount and A ccount inthe books of Dharani.
Hint:

Profit 76,850

Stock on consignment 1,52,250

Passthe necessary journal entriesinthebooks of Bhagavan and Lakshman.
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Not-For-Profit Organization

Meaning and Definition of Not —
For — Profit Organizations.
Characteristics of Not — For —
Profit Organizations.

Capital and Revenue Transactions
Distinguish between profitable and
Not—For—Profitable Organizations.
Formation of Not-for-Profit
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Preparation of Receipts and
Payments Accounts

Preparation of Income and
Expenditure Account:

Treatment of Important Items

4.10 Balance Sheet

Introduction

Thesoletrader concern, partnershipfirmand
other types of organizationscommence business
with aview to earn profits. They areknown as
trading concerns. But, there are certain
Organisations like schoals, colleges, libraries,
athletic clubs, hospitals, charitabletrusts, welfare
societies, co-operative societies, clubs, etc. are
established for providing serviceto itsmembers
or tothepublic. Themain objectiveof thistype
of organizationsisto do servicerather thanearning
profitsby doing business. Theseorganizationsare
managed by trustees.

Not-For-Profit Organisations refer to the
organisationsthat are used for thewelfare of the
society and are set up as charitable institutions

which function without any profit motive. Their main objectiveisto provide serviceto aspecific
group or the public at large. Normaly, they do not manufacture, purchase or sell goodsand may not
have credit transactions. Hencethey need not maintain many books of account like Trading and
Profit and LossAccount. The major sources of their income usually are subscriptions of their
members, donations, grants-in-aid, incomefrom investments, etc. Themain objective of keeping
recordsin such organisationsisto meet the statutory requirement and hel p themin exercising control
over utilisation of their funds. They aso haveto preparethefinancia statementsat theend of each
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accounting period (usually afinancial year) and ascertain their income and expenditure and the
financia position, and submit themto the statutory authority called Registrar of Societies.

Characteristics

1.

Wor king with out profit motiveand servicemoto : Not-For-Profit organizations
areformedfor providing serviceto aspecific group or public at large such aseducation,
recreation, health and so on. Itssoleaimisto provide service either free of cost or at
normal cost and not to earn profit.

Organized bodies. Theseare organized ascharitabletrusts; societiesand subscribers
to such organizationsare called Members.

Sour ceof Income: The main source of income of such organizationsare(1)Donations
(2)Legacies(3)Grant-in-aid (4)Subscriptions (5)Incomefrom investmentsetc.
Elected management: These organization affairsare usually managed by Managing
committee or executive committee e ected by members.

Nodiffusion of surplus: Thesurplusgenerated intheform of excessof incomeover
expenditureisnot distributed amongst themembers. It isadded to capital fund.
Reputation by contribution: TheNot-for-profit organizationsearntheir reputationon
thebasisof their contributionto thewelfare of the society.

Accounting I nfor mation: Theaccounting information provided by such organizations
Ismeant for present and potential contributorsand to meet the statutory requirement.

Capital and Revenue Transactions

Transactionsin Not-For-Profit organi zationsmay be classified into Capital Transactions

and Revenue Transactions

1.

Capital Transactions. Thetransactionswhich provide benefitsor supply servicesto
the businessin it for more than one year are known as capital transactions. These
transactionsare known as Capital Expenditure and Capital Receipts.

a. Capital Expenditure: Capital expenditureisthat expenditurewhichisgenerally
incurred for the acquisition of assetsand to increase the earning capacity of the
bus nessfirm. Theexpendituregivesbenefit for number of years. Example: Purchase
of tangibleand intangible assetslike machinery, furniture, buildings, patents, trade
marks, goodwill etc.

b. Capital Receipts: Any amount received asinvestment by owners, or raised by
theway of loansand sale of fixed assets are known as capital receipts. These
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amountsliesin hugeamounts. Thesearenon-recurringin nature. All theitemsof
capital receiptsareto beshown ontheliabilitiesside of the balance sheet.

2. RevenueTransactions: Thetransactionswhich providebenefitsto abusinessunit for
one accounting period only are called as Revenuetransactions. Thetransactionsare
classifiedinto two, they arerevenue expenditure and revenuereceipts.

a. RevenueExpenditure: Any amount spent to earn revenue or profitsiscalled
revenueexpenditure. Theseexpensesarehaving recurringin nature. Itsuseful
lifeasowould belessthan oneyear. Example: Salaries, rent, wages, el ectricity,
insurance, repairsetc.

b. RevenueReceipts. Any amount received in the normal course of businessis
called asrevenuereceipts. Whichisarecurringinnature. Likesales, interest,

discount, commission, rent received etc.

Distinction Between Profitable And Not-for-profit

4.4 N
Organizations
Basis of Profitable Organizations Not-For-Profit
Digtinction Organizations
1. Motive Themain mottoisto earn profit | The Main motive isto render service
to its members and society
2. Funds Funds are represented by capital | Funds are represented by capital fund
contributed by proprietors Comprising intheform of surplus,
Legacies, life membership fees etc.,
3. Financia Thereinclude manufacturing They include Receipts and Payments
statements account Trading and Profit and Accounts, Income and Expenditure

Loss a/c and Balance Sheet.

Account and Balance Sheet.

4. Surplus/ Profit

The balance of profit and loss a/c

is either Net profit or Net Loss.

The balance in the income and

expenditurealciseither surplusor deficit.

Formation of Not-For-Profit organizations

Generally these organizationsare registered under societies Registration act. But registration
isnot compul sory. Theseorgani zations should prepareits Memorandum of Association andArticles
of Association and other necessary documentsand submit these documentsto Registrar of Societies
alongwith proscribed fees.
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Accounting Records to be maintained in
4.6 ..
Not-For-Profit Organizations

4.6.1 During the Accounting Period

Themain source of their incomeis subscriptionsfrom the members, donations, financial
assi stance from governmentsand incomefrominvestments. Most of their transactionsarein cash
or through bank. Inorder to avoid the chances of misappropriation of money they usedto maintain
cash book inwhich all recei ptsand paymentsare duly recorded. At theend of theyear the cash
book issummarized under suitable heads and the summary thus prepared is called Receiptsand
PaymentsAccount. They maintain stock register to keep completerecord of al fixed assetsand
consumablesand maintain aledger containing all incomesand expenses, assetsand liabilities.

4.6.2 At the end of the Accounting Year

Thetrading organizations prepare Trading and Profit and L ossAccount and Balance at the
end of theAccounting Period. The method of preparing final accounts of these organisationsis
different from trading organisations. Astheseorganizationsarenot dealing with goodsliketrading
organi zations, they cannot prepare atrading and profit and lossaccount. Attheend of theyear
these organi zations prepare Recei pt and paymentsaccount, |ncome and expenditure account and a
balance sheet in order to ascertain cash in hand or at bank, surplusor deficit and various assetsand
ligbilitiesand capital fund respectively. Thefina accountsin not-for-profit organizationsconsst the
following:

1. Receiptsand PaymentsAccount

2. Incomeand ExpenditureAccount

3. Bdanceshest

Preparation of Receipts and Payments Account

Receiptsand paymentsaccount isameresummeary of Cash Book for ayear. Itismaintained
prepared by the not-for-profit organizationsislieu of cash book. Like cash book, receiptsof cash
arewritten on debit sideand paymentson credit side. All receiptsand paymentswhether they are
relating to current, proceeding, succeeding period or al thereceipts& paymentsare capital or
revenuenature arewrittenin thisaccount. Closing balance of thisaccount had shownthecashin
hand /at bank at the end of accounting period. No distinctionis made whether the payment has
been madein cashor cheque. Asall typesof accountsi.e., Personal, Real and Nominal arewritten
inthisaccount, it isnot necessary to prepare Balance Sheet a ong with thisaccount. No adjustments
aremadein thisaccount asit is presented on cash basis of accounting. Moreover, it does not
include any unpaid expenditure and any unrealized incomerelating to the period under review.
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4.7.1 Distinction between Receipts and Payments Account and Cash Book

Basisof Distinction| Receiptsand paymentsa/c Cash book

1. Cash Transactions | Itisasummary of cash book all All cashtransactionsarerecorded

cash transactions are recorded

2. Period It is prepared at the end of Itiswrittendaily

accounting year.

3. Chronological order | Transactions are not written Transactions are writtenin

date wise. chronological order.

4.7.2 Features of Receipts & Payment Account

Itissummary of cash book.

All theamountsof receipts& paymentsirrespective of period are recorded.
Irrespectiveof capita or revenue natureall therece ptsand paymentsare recorded.
Non-cashitemsi.e., depreciationsout standing expenses, etc., arenot showninthisaccount.

It beginswith opening balance of cash in hand and cash at bank or Bank Over Draft and
closeswith theyear end balance of cashin hand/ cash at bank or Bank Over Draft

L A

4.7.3 Steps in Preparation of Receipts & Payments A/C

1. Taketheopening baancesof cashin hand and cash at bank and enter them on the debit
side. In case of bank overdraft at the beginning of theyear enter thesameon credit side
of thisaccount.

2. Show thetotal amountsof al recel ptson debit Sdeirrespective of their nature—whether
capital or revenue and whether they pertain to past, current and future periods.

3. Neither of thereceivableincome nor payable expenseisto be entered inthe account as
they do not involveinor outflow of cash.

4. Findout thedifferencebetween total debit sideand total credit side of the account. |f
thetotal of creditismorethanthetotal of debit side, show thedifference onthe debit
sideasbank or over draft and vice-versaand closethe account.
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Receiptsand PaymentsAccount (For mat)
For theyear ended
Dr. Cr.
Receipts Amountin Payments Amountin
Rs Rs
To balance b/d By salaries XXX
Cash XXX By Rent XXX
Bank XXX XXX By Office expenses XXX
To Subscriptions XXX By Sports material purchased XXX
To Entrance fee XXX By stationery XXX
To Life Membership XXX By games and sports expenses XXX
To Donation for Library Books XXX By entertainment expenses XXX
To Locker Rent XXX By investments XXX
To sale of entertainment tickets XXX By Postal Stamps Purchased XXX
To sale of old newspapers XXX By Scholarshipspaid XXX
To saleof old furniture XXX By Medicines XXX
By Books XXX
By Subscriptionsto News Papers XXX
By Balance c/d XXX
XXXXX XXXXX

Illustrations — 01

Fromthefollowing particulars, prepare Recel ptsand PaymentsA ccount.

Cashinhand

Cash at Bank
Subscriptions
Donationsreceived
Furniture purchased
Generd Expenses
Postage

Stationery
LockersRent Received
Office Expenses
Closing balanceof Cash

Rs.
2000
6000
3000
2400
1600
1000

400

600
1800

800
7000
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Solution:
Receipts& PaymentsA/c
Dr. Cr.
Receipts Amountin Payments Amountin
Rs. Rs.

To balance b/d (Cash) 2000 | By furniture 1,600
To balance b/c (Bank) 6000 | By General Expenses 1000
To Subscriptions 3000 By Postage 400
To Donations 2400 By Stationery 600
To Locker Rent 1800 By Office Expenses 800
By Balance c/d (Cash) 7000

By Balance c/d (Bank) 3800

(Balance)
15200 15200

Illustrations — 02
Prepare Receiptsand PaymentsA ccount of Kurnool Sports Club for theyear ended on 31-
3-2015

Rs.
Opening Cash 2250
Bank Baance 750
SportsMateria Purchased 1500
Ground Maintenance 250
Tournament Fund Received 1000
Tournament Expenses 450
Stationery 250
Subscriptionsreceived 3000
Purchase of Prizesand Mementoes 1400
Sdeof Entertainment Tickets 600
Entertainment Expenses 400

Sportsday Function Expenses 500
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Solution :

Receipts& Paymentsof Kurnool sportsClub for theyear ending 31-3-2015
Dr. Cr.
Receipts Amountin Payments Amountin
Rs. Rs.
ToBaanceb/d: By SportsMaterid 1500
Cash 2250 | By Ground Maintained Charges 250
Bank 750 | By Tournament Charges 450
To Tournament Fund 1000 | By Stationery 250
To Subscriptions 3000 | By Purchaseof Prizesand

Mementoes 1400
To Saleof Entertainment Tickets 600 | By Entertainment Expenses 500
By Sports day function Expenses 400
By Balance c/d (Cash & Bank) 2850
7600 7600

Preparation of Income and Expenditure Account

Income and expenditureisprepared in theseingtitutionsin lieu of profit and loss account.
Theincome and expenditure account iscredited with al earningsi.e. both realized and unrealized
and debited with all expensesi.e. both paid and unpaid. Thereisno opening balancebut closing
balancewill show either surplusi.e., excess of income over expenditure. Only revenueitemsare
takenintoconsiderationi.e., capital itemsaretotally excluded. Theincomeand expenditure of the
current year aretaken into consideration and income and expenditure rel ating to preceding and
succeeding periodsare excluded while preparing thisaccount. Thisaccount isprepared on accrual
basis of accountancy and thisall adjustmentsrelating to prepaid or outstanding expensesand
incomes, provisionsfor depreciation or doubtful debtswill bemade. Only nominal accountsare
taken into considerationsfor the preparation of thisaccount and for personal and real accountsa
balance sheet must be prepared along with thisaccount.

4.8.1 Features of Income and Expenditure Account
1. Itisanomina account
Itissmilar to profit & lossaccount.
3. Expendituresandlossesrecorded on credit sideand earningsare recorded on debit
sde.
4. Only revenueexpenditure, revenueincomesarerecorded, capital expenditureand
capita incomesareignored inthe preparation of thisaccount.
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5. Only expensesandincomesof current accounting year aretakeninto consideration.

6. Adjustmentsfor prepaid, outstanding, provisionsare madein thisaccount.

7. Difference betweentwo sideswill be mentioned either surplus (excess of incomeover
expenditure) or deficit (excessof expenditure over income) such differencewill be
transferred to capital fund on liabilitiesside of balance sheet.

4.8.2 Distinction between Receipts and Payments Account and

Income and Expenditure Account

Basisof Distinction

Receiptsand Payments

Incomeand Expenditure

accountancy

Account Account
1. Type of account Real account Nominal account
2 Inlieu of Itispreparedinlieu of cash Itispreparedinlieuof profit
book and loss account
3. Sides Debit side receipts, payments | Payments debit side, receipts
credit side credit
4. Opening balance There can be opening balance | No opening balance
which represents cash in
hand/cash at bank
5. Closing balance This shows cash at bank or Thereisno closing balance but
cash in hand at the end of the | the difference represents either
accounting year surplusor deficit
6. Capitial and revenug All itemsirrespective of capital | Only revenue items are taken
or items revenue nature shown in this account
into considerationi.e., capital
natureitemsaretotaly exduded
7. Period All receipts and payments Only current period incomes
whether relating to current, and expenditures are taken
succeeding or preceding periods | into considerationi.e.,
aretaken into consideration. preceding and succeeding
periods are excluded
8. Balance sheet It is not necessary to prepare | The balance sheet must be
balance sheet along this account | prepared in order to accommodate
real and personal accounts along | with thisaccount
0. Adjustments No adjustments are required to | All adjustment are made at the end
be made at the end of the year | of the year
10. Non cash items It does not record non cash It records non cash items
itemse.g., depreciation
11. Basisof accountancy | Itis prepared on cash basis of | It is prepared on accrual basis of

accountancy.
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4.8.3 Proforma Of Income and Expenditure Account

Revenueexpenditure Amount | Revenueincome Amount

Rs. Rs.
ToSdaries xxx | By subscriptions XXX
To Rent, rates, taxes xxx | By entrancefees XXX
ToPrinting & stationery xxx | By genera donations XXX
To Genera expenses xxx | By rentof hall XXX
To Charities xxx | By saleof newspapers XXX
To Wagesof ground men xxx | Bysdeof grass XXX
ToHonorarium xxx | By grantsfrom government XXX
To Postage xxx |Byinterest received XXX
To Bank charges xxx | By profit onsaleof assets XXX
To Telephone charges xxx | By feesfromnon members XXX
To Up keep of ground xxx | By dividendsreceived XXX
To Newspapersand periodicals xxx | By annua dinner contributions XXX
To Entertainment expenses xxx | By lockersrent XXX
ToRepairs xxx | By sportsfees XXX
ToElectricity Charges xxx | By miscellaneousreceipts XXX
To Car expenses xxx | Bydeficit XXX
ToAuditfees xxx | (excessof expenditureover
To Refreshment expenses XXX | income)
Tolnsurance XXX
ToMiscellaneousexpenses XXX
TolInterest XX
To Sportsexpenses XXX
To Losson saleof assets XXX
To Depreciation on assets XXX
ToSurplus XXX

(excessof incomeover
expenditure)
XXX XXX
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4.8.4 Conversion of Receipts and Payments Account into

1.

Income and Expenditure Account

Opening and closing balance of cash and bank given in receiptsand paymentsaccount
should beexcluded.

Congder only revenueitemsof incomeand expenditure and excludetheitemsof capita
recel ptsand payments.

Makeall adjustmentsof outstanding or prepaid incomes orand expenses, provisionfor
depreciation and bad debts.

Takeonly itemsfor current year period and excludeall itemsrelating to preceding and
succeeding years.

Consider thefollowing itemsnot appearing inthe recei ptsand payments accountsthat
need to be taken into account for determination of the surplus/deficit for the current
yedr.

(@ Depreciation of fixed assets.

(b) Provisonfor doubtful debts.

(c) Profitorlossonthesaleof fixed assets.

m Treatment of Important Items

Thereare certainitemswhich are peculiar to not for profit organi zation and require specia

treatment while preparing thefina accountsof not profit concerns.

1

L egacy: Itistheamount which anot for profit concernswill receive asper will of a
deceased person. It should be capitalized being anitem of non recurring nature and
should beshown ontheliabilitiesside of balance shest.

Donations. Donation are the amountswhich are given to the organizations as gift by
public. Thedonationsaretwo types.

(a) General Donations: whenthey do not doesnot lay down any specific condition
for using theamount of donation, thenitiscalled general donation and trested as
revenueitem and shown on credit side of incomeand expendituredl if theamount
issmall, can becapitalized if theamountishuge.

(b)  Specific Donations: Itthedonationisfor aspecific purposeit iscalled specific
donation e.g., donationfor construction of building, roometc. It should becapitaized
and shown ontheliabilitiesside of balance shest.
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10.

1.

12.

Saleof Asset: If theasset issold, theamount realized should be compared with book
value, tofind out loss or profit on the sale of the asset. Losson sale of asset will be
shown in debit side and profit on sale of asset shown in credit side of income and
expenditureaccount.

Entrance Fee/Admission Fee: Intheabsence of any specificinstructions, thisamount
should betreated asrevenueincome and be shown onincome and expenditure al/c.

LifeMembership Fees: Itispaid only onceinliveof annua subscriptions, soit should
be capitalized and should be shown ontheliabilities side of balance shest.

Sale of old News Papers. Any amount realized from sale proceeds of old papers
should be treated as revenue nature and be show3n on credit side of income and
expenditurealc.

Saleof SportsMaterial: Theamount realized from sale proceeds of sportsmaterials
aretreated asrevenue nature and be shown on the credit side of income and expenditure
account.

Fund Based Accounting: Generdly thereorgani zationsestablish fundsfor somespecific
purpose say prizedistribution fund or tournament fund tec. The paymentsaredebited to
itincomesare credited toit. Theaccounting of incomesand expensesfor which specific
fund existsin termed asfund based accounting whichisexemption for generd rulefor
revenuenature.

If thereisaspecific fund, the expenses of that fund are deducted from that fund and
shown onliabilitiessdeandincomesareadded to that fundson liabilitiess deof balance
sheet

Endowment Fund: A fund which provides permanent support for any person or
organizationiscalled endowment fund. A donation to cover expenditureon aparticular
purpose iscaled endowment fund it iscapitalized and shownonliability sde

Honor arium: Any amount paid to outsider for rendering servicesto the concernin
cdled honorarium. Itisrevenuenature, and shown on debt Sde of incomeand expenditure
care.

Other Capital Payment: purchase of books, furniture, investments, buildingsetc., on
treated on capital expenditureisshown onliability sideof balance sheet.
Other Revenue Receipts: Proceedsfrom entertainment concerts, shown, lectures,

programmes, interest on investment aretreated asrevenue expenditureand shown on
credit side of income and expenditure account.
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‘Ml Balance Sheet

Baance Sheset isthe statement of assetsand liabilitiesof an accounting unit at agiven data. It
isprepared at the end of an accounting period after the Income and Expenditure Account hasbeen
prepared. Itiscalled aBaance Sheet becauseit isasheet of balancesof ledger accountswhichare
open even after the preparation of Income and Expenditure Account. In such organisations, the
excessof total assetsover tota outsideliabilitiesisknown ascapital. While preparing the Balance
sheet, theexcessof incomeover expenditureisadded to the opening capital fund and the excess of
expenditure over theincomeisdeducted from the Opening Capital Fund.

Proforma of a balance sheet of a Not-For-Profit Organizations

Balance sheet of ason
Liabilities Rs. [Assets Rs.
Capital fund openingbalance XXX Cashin hand
Add Surplus (or) Cash at Bank
Less Deficit XXX Outstanding Income
XXX Prepaid expenses
Add Capitalised income of the Stock of consumableitems
current year on account Previous balance XXX
of Legacies XXX Add Purchasesin current period XXX
Life Membership Fee XXX | XXX XXX
Special Funds/Donations XXX Lessvalue consumed during the
Add Receipts for the item period XXX
during the period XXX Furniture XXX
XXX Investments XXX
Add income earned on fund/ Closing stock of stamps/ XXX
Donation/investment XXX stationery Sports material XXX
XXX Fixed Assets
Less Expenses paid out of Previous Balance XXX | XXX
Fund/ Donation XXX Add purchases during the
Creditors for purchasers XXX |current period XXX
Balance over Draft. XXX | Less Book value of Assets
Outstanding Expenses XXX |sold onthisperiod off XXX | XXX
Income received in advance XXX | Closing balance
XXX XXX
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MODEL QUESTIONS

Statethe meaning of Not- for —profit organi zations. Give suitable examples.
Writethe characteristics of Non-for-Profit organizations

Distingui sh between profitabl e organi zations and Not-for—Profitable organi zations.
List out the accounts prepared by Not-for-Profit organizations.

What do you mean by receipts and payment account?

What arethe characteristics of recel ptsand Payments account and characteristics?
Inwhat way recel ptsand payment account differ from cash book?

What isanincome and expenditure account? And explainitsfeatures?
Difference between receipts and payments account and Income and Expenditure.
What do you mean by Revenue Expenditure? Give examples.

What do you mean by capital expenditure? Give examples.

How do you prepare recel pts and payment account?

Explain the procedure to convent Recel pts and payment account into Income and

Expenditureaccount.

What iscapital income? Givetwo examples.

What isrevenueincome? Givetwo examples.
Distinguish between capital incomeand revenueincome.
Distinguish between revenue expenditure and capital expenditure.
Wheat issubscription?

What isthecapital fund?

What isLegacy?

What isdiffered Revenue expendituregiveexamples
What isentrancefee

What ismeant by lifemembershipfee

What are Donations? Explain different types.
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Excercises

1.  Fromthefollowing particulars, prepare Receiptsand PaymentsA/c

Rs
Cashinhand 2,000
Cash at bank 4,000
Subscriptionsreceived 30,000
DonationsReceived 5,600
Purchaseof furniture 9,000
Rent Paid 5,000
General Expenses 2,000
Postageand Telegram 800
Sundry Expenses 100
Cash balanceat close 200
(Ans: Cash at bank closing Rs.24,300)
2.  PrepareaReceiptsand PaymentsAccounts.
Rs.
Opening Cash Badance 2,000
Rent Paid 250
Stationary Expenses 540
Subscriptionreceived
PreviousYear 1500
Current Year 4350
Insurancepaid 800
Sdeof old machinery 1,900
Electricity 684
News Papers purchase 756

(Ans: Cashin hand closing Rs.6,300)
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3. From thefollowing details prepare receiptsand paymentsA/c
Rs. Rs.
Opening cashinhand 3,400 [ Tournament Expenses 3,000
Opening cash at bank 23,400 Purchase of Investments 10,000
Subscriptionsreceived 25,000 Interest Received 600
Donationscollected 5,000 Sundry Expenses 1,500
Sdariespad 6,000 Electricity Charges 500
Rent Paid 1,000 Cashinhand at theend 700
(Ans: Receiptsand paymentsA/c Total Rs. 57,400)
4.  Fromthefollowing particulars Prepare Receiptsand PaymentsA/c.
Rs. Rs.
CashinHand 100 | CashatBank 500
Subscriptions Recelved 3,300 | RentPad 400
DonationsReceived 260 Investments Purchased 1,000
Generd Expenses 210 Postage and Stationery 70
Sundry Expenses 30 Cash balanceat end 20
(Ans: Cash at bank closing Rs.2430)
5. Followingisthereceiptsand paymentsA/c of Gandhi cultural Club for the year ended
31-Dec-2014
Dr Cr
Receipts Rs | Payments Rs
ToDonations 20,000 By Sdaies 2,900
ToLifeMembership Fee 7,000 By Investments 7,000
To Sportscompetitions Fund 4,000 By Cricket 400
To Subscriptions 2,600 By Tennis 170
(Including Rs.200for 2015) By Insurance 150
To Locker Rent 200 By Garden Maintenance 85
To Interest on Investments 50 By Stationary 45
To Cricket 100 By Telephone 125
ToTennis 150 By Balancec/d 23,325
ToBilliards 100
34,200 34,200
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Subscriptionsreceivablefor theyear 2014 Rs. 600,

Outstanding Salaries Rs.400.

Half of the Donationsareto be capitalized, accrued interest Rs.60,
Prepaid Insurance Rs.70

Prepareincome and Expenditure A/cfor theyear ended 31-Dec-2014.

Ans. Excessof incomeover expenditure Rs. 9515
6. Prepareincomeand expenditureA/c of Tirupathi Club from thefollowing receiptsand
paymentsA/c, for theyear ending 31-Dec-2014
Dr Cr
Receipts Rs | Payments Rs
ToBaanceb/d 1,000 By Sdaries 6,000
To Subscriptions By Rent and Taxes 1,700
(Including Rs.700, for 2015) 6,600 By Stationery 200
ToInterest oninvestments 2,000 By Postage 30
ToBank interest 550 By CyclePurchase 1,800
To Saleof Furniture 500 By Baancec/d 920
10,650 10,650
Adjustments. @ Rent paidincluded Rs.200 for December-2013,
b) SdariesPayable Rs.900
c) Subscriptionsreceivedincluded Rs.600 for theyear 2013
d) SubscriptionsDuefor theyear 2014, Rs.400
€) Cost of furnituresold Rs.800
Ans. Excessof incomeover expenditure Rs. 280
7. Fromthefollowing receiptsand payments a/c of the Venkateswara Society for the year
ended 31-Dec-2014. Prepareincome and expenditure alc for the year ended 31-Dec-2014.
Dr Cr
Receipts Rs | Payments Rs
ToBalance 01-01-2014 3,485 By Books 6,150
To Entrance Fees 650 By Printing and stationary 465
ToDonations 6,000 By Newspapers 1,110
To Subscriptions 6,865 By sportsMaterials 5,000
To Interest on bank deposits 1,900 By Repairs 650
To Sdeof furniture 685 By Investments 2,000
To Sale of Old News Paper 465 By Furniture 1,000
To Proceeds from entertainmenty 865 By Sdlaries 1,500
To Sundry Receipts 125 By Balance (31-Dec-2014) 3,165
21,040 21,040
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Theentrancefeesand donationsareto be capitalized. Sportsmateria svaue Rs.4,000 ason
31-Dec-2014.
(Ans: Excessof incomeover expenditure Rs.5,495)
8.  VisakhaSportsAssociation extractsthefollowing recei ptsand paymentsA/c for theyear
ended 31-Dec-2014. From the particulars given, prepareincome and expenditure alc.

Dr Cr
Receipts Rs | Payments Rs
ToBadanceb/d 1,125 By News Paper 750
To Subscriptions 2,900 By Rent 250
To Tournaments Fund 750 By Saaries 1,800
ToLifeMembershipfee 1,000 By Office Expenses 1,200
To Entrance Fee 100 By SportsEquipments 1,150
ToDonationsfor Building 1,500 By Tournament Expenses 450
To Sale of News Paper 50 By Balancec/d 1,825

7,425 7,425
Adjustments:

a)  Subscriptionsoutstanding on 31-Dec-2013, Rs.450, and on 31-Dec-2014 Rs. 400.
Subscriptionsreceived includes Rs.100 on account of theyear 2015.
b) Sportsequipmentswasvalued on 31-Dec-2013, @ Rs. 550, and on 31-Dec-2014,

@ Rs.1090
c) OfficeexpensesincludeRs.150, for theyear 2013 whereasRs.200isstill payable
onthisaccount for 2014. (Ans: Surplus Rs.1,760)

9.  Fromthefollowing, Prepareincomeand expenditureA/cof Tirupathi Sportsmen Clubfor
theyear ended 31-Dec-2010.

Dr Cr
Receipts Rs | Payments Rs
ToBadanceb/d 2,100 By Rent 36,400
To Entrance Fee 3,850 By Stationery 21,476
To Subscriptions By Wages 37,310
2009 1,400 By Billiardstable 27,300
2010 1,18,300 By Repairs 5,642
2011 2,100 By Interest 10,500
To Locker Rent 3,500 By Baancec/d 16,772
To Special Subscriptions 24,150
for Governer’sparty

1,55,400 1,55,400




Not-For-Profit Organization

129

Adjusments

Locker rent Rs.420 pertaining to 2009 and Rs.630isstill owing. Rent Rs.9,100
Pertainingto 2009 and Rs.9,100istill due. Stationary expensesRs.2,184 relating to
2009 and Rs.2,548 isstill owing. Subscriptionsreceivablefor theyear 2010. Rs.3276.

(Ans: SurplusRs.17,444)

10. Sri Hari SportsClub’s, Ongole receiptsand paymentsfor theyear ending 31-Dec-2014.

Isgivenbelow.

Dr Cr
Receipts Rs Payments Rs
ToCashinhand 500 By Sadary to gardener 1000
To Cash at bank 2000 By GrassCutting Machine 2000
To Subscriptions 6750 By Rent 950
To Tournaments Fund 2500 By Tournament expense 3000
ToLifemembershipfund 2000 By Insurance 2750
To Entrancefees 250 By GamesEquipment By 2000
To Donationsfor computer 3500 Baancec/d
To Saleof Grass 200 Cashinhand 750

Cash at Bank 5250
17700 17700

Additional I nformation:

a) Subscription receivablefor 2013 were Rs.1,000 and For 2014 Rs. 1,050.
Subscription aready received including Rs. 400 for theyear 2015.
b) Gamesequipment inthebeginning was Rs.1000, and at theend Rs.1,250
c) Providedepreciation @ 10 % Grass cutting machine.
Prepareincome and expenditure A/c for theyear ending 31-Dec-2014. And opening,

closing balance shest.

Ans. Excessof Income expenditureover incomeRs. 50
11. fromthefollowing rece ptsand paymentsaccountsof other information of KadapaCity
Club, Prepareincome and expenditure A/c as on 31-Dec-2014 and balance sheet ason

that date.
Adjustments:

a)  Subscriptionsreceivedincluded Rs.1,200for theyear 2013, and Rs.2,400 for theyear

2015.

b) Subscriptionsduefor theyear 2014

c) Printing Charges payablefor 2014
d) Sdariespayablefor theyear 2014

Rs.1,800.
Rs.240.

Rs.3,600
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Dr Cr
Receipts Rs | Payments Rs
1.1.2014
Tobaance By Sdaries 39000

Cash 1800 By Rent 7200
Bank 5400 By Printing and Stationary 1100
31-12-2014
To Subscriptions 38400 By Postage 300
ToInterest oninvestments 15000 By Purchaseof cycle 1800
ToBank Interest 300 By Government Bonds 9000
To Sdeof furniture 3000 31-12-2014
(Cost of furniture Rs. 3840) By Baancec/d
Cash 180
Bank 5320
63900 63900
(Ans: Deficit Rs.360), Capital fund on 1-1-2014 Rs. 12,240,
Balance Sheet total Rs.18,120)

12.  Fromthefollowing Receiptsand paymentsal/c of Amaravathi Sports Clubfor theyear
ended 31% Dec-2008, prepareincome and expenditure account.

Dr Cr
Receipts Rs | Payments Rs
ToBadanceb/d 300 By Rent 5200
To Entrance Fees 550 By Stationery Expenses 3068
To Subscriptions By Wages 5330

2007 200 By BilliardsTable 3900
2008 16900 By Repairs 806
2009 300 By Interest 1500
To LockersRent 500 By balancec/d 2396
To Special Subscriptionsfor
Governer’sParty 3450
22200 22200

LockersRent Rs.60, Pertained to 2007 and Rs.90isstill owing. Rent Rs.1,300 pertained
t0 2007 and Rs.1,300isstill due. Stationery Expenses Rs.312 relating to 2007 and

Rs.364 is4till owing.

Subscription Receivablefor 2008 isRs.468.

(Ans: SurplusRs.5,392)
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13. Fromthefollowing Recel ptsand Payments of Nethajee SportsClub, prepareincomeand
ExpenditureA/cfor theyear ended on 31-Mar-2012.

Dr Cr
Receipts Rs Payments Rs
ToBaanceb/d 23000 By Sdaries 16000
(01-04-2011) By Rent 3000
To Subscriptions 13000 By Stationery 1000
ToInterest 1000 By SportsMaterial Purchased | 12000
To Sdeof old Furniture 1600 By Bdancec/d 14600
(Book value Rs.2000) (31-03-2012)

To Entrance Fees 8000
46600 46600

Additional Information
a) Subscriptionsinclude Rs.1,000 Received for thelast year.
b) RentIncludesRs.600 paidforthelast year
From the above particulars Prepare Income and ExpenditureA/c for theyear ending 31-
03-2012

Ans. Excessof incomeover expenditure Rs. 1200

14. VisakhaTown Club provided Receiptsand PaymentsA/cfor theyear ended 31-Mar-2013.
Preparencome and ExpenditureA/c.

Dr Cr
Receipts Rs Payments Rs
ToBaanceb/d 11500 By Sdaries 8000
(01-04-2012) By Rent 1500
To Subscriptions 6500 By Stationery 500
ToInterest 500 By Government Bonds 6000
To Saleof Old Furniture 800 By Baancec/d 7300
To Entrance Fees 4000 (31-03-2013)

23300 23300
Adjustments.

a) Subscriptionsinclude Rs.500 received for last year.
b) Rentincludes Rs.300 paidfor last year

¢) Book vaueof Furnituresold Rs.1,000

(Ans: SurplusRs.600)
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15. Fromthefollowing Receiptsand PaymentsA/c of Guntur SportsClub for theyear ending
31-Mar-2012, Prepareincome and ExpenditureA/c.

Dr Cr
Receipts Rs | Payments Rs
ToBadanceb/d 14000 By Sdaries 1400
To Subscriptions By Repairs 600
(Including Rs.1,000for By Purchase of SportsEquipment 2000
the Previousyear) 18000 By Furniture 8000
TolLegacies 2000 By Honorarium paid 5000
To LifeMembership Fees 5000 By Books 2000
To Saleof Tickets 500 By Investments 10000
To Lockers Rent 1500 By Office Expenses 1200
To Entrance Fees 1000 By Baancec/d 12000
ToInterest on Investments 200

42200 42200
Additional Infor mation:
a  Outgtanding SalariesRs.600
b)  Openingvalueof sportsequipmentsRs.1,000, closing value Rs.500
Cc) Interestaccrued oninvestmentsRs.200
d)  Subscriptionreceivablefor theyear 2012 Rs.3,000.
(Ans: Surplus: Rs.12,100)

16. Fromthefollowing Receiptsand PaymentsA/cof Sai CharitableTrust, Anantapur,
Prepare Income and ExpenditureA/c

Dr
Receipts Rs | Payments Rs
To Donations 25000 By Rent and Taxes 1300
To Membership Fees 1500 By Printing, Stationery 1200
To Entrance Fees 2400 By Scholarships 2000
To Subscriptions 1400 By Sdaries 3000

2010 7500 By News papersand magazines 900
2011 1000 By Government Bonds 14000
2012 By Books 10000
To Sdeof Furniture 650 By Baancec/d 7850
(ValueRs.1,000)
TolInterest 800
40250 40250
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Additional information:
a)  SubscriptionsReceivablefor theyear 2011 Rs.2,500
b) PrepadRent Rs.300
¢)  Outstanding Stationary Bill Rs.150
d) Capitdizedonations
€)  Half of theEntrancefeescapitaized.
f) Interest Receivablefor theyear 2011 Rs.200.
Ans. Excessof incomeover expenditure Rs. 3,600
17. Néelore Sports Club started on 01-01-2010. Their Receiptsand PaymentsA/cfor the
year ended 31-Dec-2010.

Dr Cr
Receipts Rs Payments Rs
To Donations 50000 By Building 40000
To Entrance Fees 4000 By Tournaments Expenses 900
To Tournament Fund 10000 By Furniture 2100
Revenue Recelpts Revenue Payments
To Subscriptions By Sdaries 1800
(Including Rs.100for 2011) 3200 By Cricket Expenses 1140
ToRent 100 By Insurance 360
To Other Receipts 700 By Garden Expences 600
To Cricket Fees 400 By Investments 18000

By Baancec/d 3500
68400 68400

Additional information:
a)  Subscriptionreceivablefor theyear 2010—-Rs.300
b) SdariesUnpaid-Rs.170
c)  Entrancefeesaretobecapitalized
d) Insuranceincludes9 monthspremiumfor 2011.
(Ans: SurplusRs.800)
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18. From the following Receipts and Payments A/c of Balgji Trust, prepare Income and
ExpenditureA/cfor theyear ending 31-Dec-2008.

Dr Cr
Receipts Rs | Payments Rs
To Opening Baance By Sdaries 4800

Inhand 200 By Rent 500
AtBank 1600 By Stationary and Postage 200
To Subscriptions By BicyclePurchase 300
2007 500 By Government Bonds 3000
2008 8300 By Helpto need students 2000
2009 600 By Badance
To Sdeof Investments 2000 InHand 300
To Saleof Old Furniture 300 AtBank 2400
(Book Value Rs.400)
13500 13500
Adjustments:

1.  Subscriptionsfor theyear 2008 still receivablewere Rs.700
2. Interest dueon Government Bonds Rs.100.

3. Rentoutstanding Rs.60.

(Ans: SurplusRs.1,440)
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Partner snip Accounts

SM B Introduction

Sole proprietorship isthe oldest and simplest

5.3 Featuresof Partnership Firm fomof b <stion. It hes lmitat
orm ness jsation. many
5.4 Partnership Deed like short f(:crga; oln i edso all:n;bllons
5.5 Distribution of Profit and Loss K€ c_>rageo un_ s,umr.nl_ per_son 1ability,
uncertainty about existence, limited skills, etc. Insuch
among the partners o o
; asituation and to overcome the above limitations,
5.6 Maintenance of Partners’

Capital Accounts

people usually adopt the partnership form of
organisation. Thepartnershipfirm comesinto existence

5.7 Interest on Partner’s Loan hentw toaether to establich
_ when two or more personscome er to |
5.8 Interest on Capital ; per . 0
: businessand shareinitsprofits.
5.9 Interest on drawings

WA Meaning and Definition

Personswho have entered into partnership with
one another are called individualy, “ partners’ and
collectively “afirm”, and the nameunder which their
businessiscarried oniscalled the“firm’'sname”. A

partnership firm hasno separatelegd entity, apart from the partnersconstitutingiit.

Section 4 of the Indian Partnership Act 1932 defines partnership asthe ‘ relation between
persons who have agreed to share the profits of a business carried on by all or any one of
them acting for all’.
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Features of Partnership Firm

Theessential featuresor characteristicsof partnership are:

1.

Twoor M orePersons: Inorder to form apartnership, there should be at | east two
persons. In other words, the minimum number of partnersin afirm should be two.
Section 11 of thelndian PartnershipAct, 1932 redtrictsthe maximum number of partners
to 10for carrying on banking businessand 20 for other kind of business.
Agreement: Partnership istheresult of an agreement (either written or oral) among
the partnersto do businessand shareitsprofitsand losses. It isnot necessary that such
agreementisinwrittenform. Anoral agreementisalso equaly valid. Butin order to
avoid disputesinfuture, it ispreferred that the partnershave awritten agreement.
Business: Theagreement should beto carry on some business. For example, if Ramu
and Syamjointly purchaseabit of land, they becomethejoint ownersof the property
and not the partners. But if they arein thebusinessof purchaseand saleof land for the
purpose of making profit, they will be called partners.

Mutual Agency: The businessof apartnership concern may be carried on by al the
partnersor any of them acting for all. Each partner carrying on the businessisthe
principa aswell astheagent for al the other partners. Relationship of mutua agency is
so important that one can say that there would be no partnership, if the element of
mutual agency isabsent.

Sharingof Profit: Another important element of partnershipisthat, thepartnersshould
be shared profitsand |osses of abusiness. If some personsjoin handsfor the purpose
of some charitableactivity, it will not betermed as partnership.

Liability of Partner ship: Each partner isliablejointly with al the other partnersand
also severaly tothethird party for al the actsof thefirm donewhile heisapartner.
Not only that theliability of apartner for actsof thefirm but aso unlimited. Thisimplies
that hisprivate assets can also be used for paying off thefirm’sdebts.
Transferability of share: No partner can transfer his/her shareto any oneincluding
his/her family memberswithout the consent of al other partners.

Management: All the partners have aright to manage the business. However, they
may authorize one or more partnersto manage the affairs of the businesson their
behdlf.

5% W Partnership Deed

Partnership comesinto existence asaresult of agreement among the partners. Theagreement
can beeither oral or written. The Partnership Act does not require that the agreement must bein



Partnership Accounts 137

writing. But wherever it isinwriting, the document isthere, which containstermsof theagreement,
iscalled ‘Partnership Deed'. It generally containsthe detail sabout all the aspects affecting the
relationship among the partners.

A partnership deed should contain thefollowing points:

16.

Nameand addressof thefirm

Name and addresses of the partners

Nature and place of the business

Accounting period of thefirm

Capital contribution by each partner

Interest on capita

Drawingsandinterest ondrawings

Profit sharingratio

Interest onloan

Partner’ssalary/commission etc.

Method for valuation of goodwill

Rightsand responsibilitiesof each partner

Proceduresin the event of admission, desth, retirement or insolvency of apartner
Rightsand respong bilitiesupon dissol ution and penaltiesfor failing to comply
Methodsfor settlement of disputes

Any other matter relating to the conduct of business

Normally, the partnership deed coversal mattersaffecting rel ationship of partnersamongst
themsalves. Howeve, if thereisno agreement on any matters, the provisonsof thelndian Partnership
Act, 1932 shall apply.

5.4.1 Rules Applicable in the Absence of an Agreement

When thereisno agreement among the partners, thefollowing ruleswill be applicable asper
Section 13 of the Partnership Act 1932;

1
2.
3.
4

5.

Profitsor lossesof thefirmwill be shared equally by the partners.

Interest on capital will not beallowed.

Nointerest will be charged on thedrawingsof the partners.

If any partner has given someloan to thefirm, heisentitled to get interest on such
amount @ 6% per annum.

No saary or commissionwill beallowed to any of the partners.

Special Issues of Partnership Accounts
Accounting treatment for partnership firmissimilar to that of asole proprietorship business
with the exception of thefollowing aspects;
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Digtribution of Profit and Lossamong the partners;
Maintenance of Partners Capital Accounts,
Recondtitution of the Partnership Firm; and
Dissolution of Partnership Firm.
Thefirst two aspects mentioned above have been taken up in thefollowing sections of this
chapter.

o O O O

538 Distribution of Profit/Loss among Partners

The profitsand losses of the firm are distributed among the partnersin an agreed ratio.
However, if the partnership deed issilent, thefirm’s profitsand | ossesareto be shared equally by all
partners. Inthe case of sole proprietorship the profit or |0ss, as ascertained by the profit and loss
account istransferred to the capital account of the proprietor. In case of partnership, however,
certain adjustments such as interest on drawings, interest on capital, salary to partners, and
commission to partnersare required to be made. For thispurpose, it iscustomary to preparea
Profit and L ossA ppropriation Account.

5.5.1 Profit and Loss Appropriation Account

Profit and L ossAppropriation Accountismerely an extension of the Profit and LossA ccount
of the firm. It shows how the profits are appropriated or distributed among the partners. All
adjustmentsin respect of partnersare made through thisaccount. It startswith the net profit/net loss
asper Profit and LossAccount istransferred to thisaccount.

TheProformaof Profit and LossAppropriation Account isgiven asfollows:

Dr. Profit and LossAppropriation Account for theyear ended Cr.
Particulars Amount Particulars Amount

(Rs) (Rs)

ToProfit & LossAccount XXX By Profit & LossAccount XXX

(if thereisnet loss) (if thereisnet profit)

To Interest on capita XXX By Interest on Drawings XXX

To Sdary to partner XXX By Partners Capita Accounts XXX

To Commissionto partner (distribution of loss)

To Reserve Fund (transferred)

To Partners Capital Accounts

(distribution of profit)

XXX XXX
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lllustration-1

A, B and C set up apartnership firm on January 1, 2014. They contributed Rs. 50,000, Rs.
40,000 and Rs. 30,000 respectively astheir capitalsand agreed to share profitsand lossesin the
ratio of 3:2:1. Aisto be paid asalary of Rs. 1,000 per month and a Commission for B of Rs.
5,000.1tisaso provided that interest to be alowed on capital at 6% p.a. Thedrawingsfor theyear
wereA-Rs. 6,000, B-Rs. 4,000 and C-Rs. 2,000. Interest on drawingswas charged of Rs. 270 on
A'sdrawings, Rs. 180 on B’sdrawingsand Rs. 90 on C'sdrawings. Thenet profit asper Profit and
LossAccount for the year ending December 31, 2014 was Rs. 35,660. Prepare the Profit and
L ossAppropriation Account to show thedistribution of profit among the partners.

Solution
Dr. Profit and LossAppropriation A/cfor theyear ended 31% December, 2014 Cr.
Particulars Amount Particulars Amount
(Rs)) (Rs.)
ToA'ssaary (1000 x 12) 12,000 || By Net profit 35,660
ToB’scommission 5,000 || By Interest on Drawings.
To Interest on capitd: A - 270
A - 3,000 B - 180
B - 2400 C - 90 540
C - 1800 7,200
To Partners Capital Accounts:
A - 6,000
B - 4,000
C - 2000 | 12,000
36,200 36,200

5Nl Maintenance of Capital Accounts of Partners

All transactionsrelating to partnersarerecorded in the books of thefirmthroughtheir capital
accounts. Thisincludesthe amount of money brought inascapita, withdrawal of capital, share of
profit/loss, interest on capital, interest on drawings, partner’ ssalary, partner’scommission, etc.

Therearetwo methods by which the capital accountsof partners can be maintained.

Theseare

()  Fixedcapita method, and

(i)  Huctuating capital method.
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(i) Fixed Capital M ethod: Under thefixed capital method, the capitalsof the partnersshall remain
fixed unlessadditiond capitd isintroduced or gpart of the capita iswithdrawn as per theagreement
among the partners. All itemslike share of profit or |oss, interest on capital, drawings, interest on

drawings, etc. arerecorded in aseparate account, called Partner’s Current Account.

Thepartner’scapita account and the current account under thefixed capital method would

appear asshown below:
Dr. Partner’sCapital Account Cr.
Particulars Amount Particulars Amount
(Rs.) (Rs)
ToBank XXX ToBaanceb/d XXX
(withdrawal of capital) (opening balance)
ToBaancec/d XXX By Bank XXX
(closing balance) (additional capital)
XXX XXX
Dr Partner’sCurrent Account Cr
Particulars Amount Particulars Amount
(Rs) (Rs)
ToBaanceb/d XXX By Baanceb/d XXX
(in caseof debit opening balance) (incaseof credit opening balance)
ToProfit & LossAppropriation XXX By Profit & LossAppropriation XXX
(for share of 10ss) (for share of Profit)
ToDrawings XXX By Commission XXX
To Interest on drawings XXX || By Sdaries XK
ToBalancec/d XXX || By Interest on capita XXX
(closing balance) By Baancec/d XXX
(closing balance)
XXX XXX




Partnership Accounts 141
[llustration-2

Vijay and Kumar are partnersin afirm. Followinginformationisprovided ason 31 December,
2014:

Vijay (Rs. Kumar(Rs.)
Capital (ason 01.01.2014) 40,000 30,000
Drawings 3,000 2,000
Interest on Capitd 2,000 1,500
Interest on Drawings 360 180
Shareof Profit 5,000 4,000

Prepare necessary accounts of each partner if capital isfixed.

Solution
Dr. Partner’sCapital Accounts Cr.
Particulars Vijay Kumar Particulars Vijay | Kumar
(Rs) (Rs) (Rs) (Rs)
ToBaancec/d 40.000 30.000 || ToBaanceb/d 40,000 | 30,000
(closngbalance)
40.000 30.000 40,000 | 30,000
Dr. Partner’sCurrent Accounts Cr.
Particulars Vijay | Kumar || Particulars Vijay | Kumar
(Rs) | (Rs) (Rs) (Rs)
ToDrawings 3.000 | 2,000 || By Interest on Capital 2,000 1,500

Tolnterestondrawings| 360 180 || By P&L AppropriationA/c |5,000 4,000
ToBaancec/d 3,640 | 3,320

7,000 [ 5,500 7,000 5,500
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(i1) Fluctuating Capital M ethod: Under the fluctuating capital method, only one account, i.e.
capital account ismaintained for each partner. All the adjustments such asshare of profit andloss,
interest on capital, drawings, interest on drawings, sdlary or commissionto partners, etc. arerecorded
directly inthe capital accountsof the partners. This makesthe balancein the capital account to
fluctuatefrom timeto time. That’ sthe reason why thismethod is called fluctuating capital method.
Inthe absence of any instruction, the capital account should be prepared by thismethod.

The proformaof capital accounts prepared under the fluctuating capital methodisgiven
below:

Dr. Partner’sCapital Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
ToBank XXX By Balanceb/d XXX
(withdrawal of capital) (opening balance)
ToDrawings XXX By Bank XXX
ToInterest on drawings XXX (additional capital introduced)
ToProfit & LossAppropriation XXX By Commisson XXX
(for share of Loss) By Sdaries XXX
ToBaancec/d XXX By Interest on capital XXX
(closing balance) By Profit & LossAppropriation XXX
(for share of Profit)
XXX XXX

lllustration-3

X,Y and Z entered into partnership on 1st April, 2013 to shareprofits& lossesintheratio of
4:3:3. Interest on Capital @ 5% p.a. The Capital contributionswere: X -Rs. 3,00,000; Y -Rs.
2,00,000 and Z -Rs. 1,50,000and drawingswere: X - Rs. 10,000, Y - Rs. 8000, and Z -Rs. 6,000
inthisyear. The profit for theyear ended 31% March, 2014 amounted to Rs. 1,60,000. Show the
necessary Accounts.
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Solution
Dr.  Profitand LossAppropriation A/cfor theyear ended 31 March, 2014  Cr.

Particulars Amount Particulars Amount
(Rs) (Rs.)
To Interest on capitd: By Net profit 1,60,000
X - 15,000
Y - 10,000
Z - 7,500 32,500
ToPartner’s Capital Accounts
X - 51,000
Y - 38,250
Z - 38,250 1,27,500
1,60,000 1,60,000
Dr. Partner’sCapital Accounts Cr.
Particulars X Y Z Particulars X Y Z
(Rs)| (Rs)| (Rs) (Rs)| (Rs)| (Rs)
ToDrawings 10,000( 8,000 6,000 || By Cash 3,00,000| 2,00,000| 1,50,000
To Balance c¢/d | 3,41,0002,30,250 | 1,82,250 ||By P&L ApproA/c| 51,0001 38250| 38,250
3,51,000 | 2,38,250 | 1,88,250 3,51,000| 2,38,250 1,88,250
lllustration-4

Amar and Kaleshacommenced businessaspartnersonApril 1, 2013. Amar Rs. 40,000 and
KaeshaRs. 25,000 contributed astheir capital. The partnersdecided to sharetheir profitsinthe
ratio of 2:1. Amar wasentitled to asalary of Rs. 6,000 p.a. Interest on capital wasto be provided
@ 6% p.a. The drawings of Amar and Kaleshafor the year ending March 31, 2014 were Rs.
4,000 and Rs. 8,000 respectively. The profitsof thefirm after providing Amar’ssalary and interest
on capital wereRs. 12,000.

Draw up the Capital Accountsof the partners; (i) When capitalsarefixed, and (ii) When
capitasarefluctuating.
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Solution
(i) When capitalsarefixed
Dr. Partner’sCapital Accounts Cr.
Particulars Amar |Kalesha Particulars Amar |Kalesha
(Rs) (Rs.) (Rs.) (Rs))
ToBaancec/d 40,000 | 25,000 || By Cash 40,000 | 25,000
(closing balance)
40,000 | 25,000 40,000 | 25,000
Dr. Partner’sCurrent Accounts Cr.
Particulars Amar |[Kalesha Particulars Amar |Kalesha
(Rs)) (Rs) (Rs.) (Rs)
ToDrawings 4,000 8,000 || By Profit & Loss 8,000 4,000
ToBaancec/d 12,400 - AppropriationA/c
(2/3& 1/30f 12,000)
By Sdaries 6,000 -
By Interest on capital 2,400 1,500
By Baancec/d - 2,500
16,400 8,000 16,400 8,000
(i) When capitalsarefluctuating
Dr. Partner’sCapital Accounts Cr
Particulars Amar |Kalesha Particulars Amar |Kalesha
(Rs) (Rs) (Rs) (Rs)
ToDrawings 4,000 8,000 || By Cash 40,000 | 25,000
ToBaancec/d 52,400 | 22,500 || By Profit& Loss 8,000 4,000
AppropriationA/c
By Sdaries 6,000 -
By Interest on capital 2,400 1,500
56,400 | 30,500 56,400 | 30,500
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lllustration-5

A and B arepartnerssharing profitsintheratio of 3: 2with capitalsof Rs. 5,00,000 and Rs.
3,00,000 respectively. Interest on capital isagreed @ 6% p.a. B isto bealowed anannual salary
of Rs. 25,000. During theyear 2014, the profit prior to cal culation of interest on capital but after
charging B’ssalary amounted to Rs. 1,25,000. A provision of 5% of the profitsisto bemadein
respect of Manager’scommission.

Prepare an account showing the alocation of profitsand partners' capital accounts.

Solution
Dr. Profit and LossAppropriation A/cfor theyear ended 31% Dec, 2014 Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Interest on Capital: By Profit after B’sSalary but 1,25,000
A - 30,000 before other adjustments
B - 18000 | 48,000
ToManager’sCommission 7,500
(5% of Rs. 1, 50,000)
To Profit transferred to:
A'sCapital Alc - 41,700
B’sCapital A/c - 27,800 | 69,500
1,25,000 1,25,000
Dr. Partner’sCapital Accounts Cr.
Particulars Amar | Kelasha Particulars Amar |[Kelasha
(Rs) (Rs.) (Rs) (Rs)
ToBaancec/d 5,71,700 | 3,70,800|| By Baanceb/d 5,00,000 | 3,00,000
By Interest on Capita 30,000 18,000
By day - 25,000
By Profit and Loss
AppropriationA/c 41,700 27,800
5,71,700 | 3,70,800 5,71,700 | 3,70,800
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S%W@8l Interest on Partner’s Loan

When apartner givesloanto thefirm, it should be credited to aseparate |oan account and
caculateinterest onit asper theinterest ratein theagreement. In absence of agreement, Partnership
Act providesthat interest @ 6% p.a. shall be allowed on such loan irrespective of the profit.
Interest on loan is an expenditure, so that, it hasto be debited to Profit & LossAccount and
credited to Partner’sLoanA/c or Capital/Current A/c.

5%l Interest on Capital

Interest on partners’ capital will beallowed only when it hasbeen specifically mentionedin
the partnership deed. In absence of agreement among partners, nointerestisallowed. Theinterest
on capital islossor expenseto thefirm and thus debited to Profit & L ossAppropriation Account
and credited to Capital Account/Current Account asitisgain or incometo the partners. Interest on
capital isgenerally provided for intwo situations: (i) when the partners contribute unequal amounts
of capitals, and (ii) wherethe profit sharing isunequal. Theinterest on capital should alwaysbe
cd culated onthetimebas safter considering the additional capital and withdrawal of capitd. Interest
on Capital isalwayscal culated on the opening balance.

Theinterest on capita isallowed only when thefirm hasearned profit during theaccounting
year. Hence, nointerest will be allowed during the year thefirm hasincurred net | oss. In case of
insufficient profits, interest on capital isalowed only totheextent of profitsintheratio of interest on
capital of each partner.

) _ Interest Rat¢
Interest on capital = Share Capital XT
Thefollowing Journal entriesareto be passed to record theinterest on capital;
Date Particulars L.F Dr Cr
Interest on Capital A/c Dr XXX
To Partners’ Capital/Current A/c XXX
(Being interest on capital creditedto Capital/
CurrentA/c)
Profit & LossAppropriationA/c Dr. XXX
To Interest on Capital A/c XXX
(Beinginterest on capitd transferred to Profit
& LossAppropriationA/c)
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lllustration-6

P, Q and R entered into partnership, bringing capital in Rs. 3,00,000, Rs. 2,00,000 and
Rs.1,00,000 respectively into the business. They decided to share profitsand lossesequally and
agreed that interest on capital will be provided to the partners @10 per cent per annum.

Solution
Theinterest on capita
For P=Rs. 30,000 (10% on 3,00,000)
For Q = Rs. 20,000 (10% on 2,00,000)
For R = Rs.10,000 (10% on 1,00,000).

lllustration-7

M and N who are partnersin afirm and their capital accounts showed the balance of
Rs.4,00,000 and Rs. 2,50,000 respectively onApril 1, 2014. M introduced additional capital of
Rs. 1,00,000 onAugust 1, 2014 and N brought in further capital of Rs. 1,50,000 on October 1,
2014. Interest isto be allowed @ 6% p.a. onthe capitals.

Solution:
Interest on capital shall beworked asfollows:

. —

1000 12

10
= 24,000 + 4,000
= Rs. 28,000

6
For M = [4,00,000>< oo] + [1,00,000><

6 6 6
For 1= 2,50, 000 +{1,50,000%——x
1000 1000 12

=Rs. 15,000+Rs. 4,500
=Rs. 19,500

lllustration-8
Lal and Pal are partnersin afirm. Their capital accountsasonApril 01, 2013 showed a

balance of Rs. 4,00,000 and Rs. 6,00,000 respectively. On July 01, 2013, Lal introduced additional
capital of Rs. 1,00,000 and Pal, Rs. 60,000. On October 01,2013L a withdrew Rs.50,000, and
on January 01, 2014 Pal withdrew, Rs. 25,000 from their capitals. Interestisallowed @ 8% p.a
Calculateinterest payable on capital to both the partnersduring thefinancial year 2013-2014.
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Solution
Cdculation of Interest on Capita

8 ER 8 B
For Lal = |4,00,000x—1+11,00,000x —x—| -] 50,000 x —x—
100 100 12 100 12

= 32,000 + 6,000 — 2,000
= Rs. 36,000

2 g g8 3
_ o — |- [50,000% —x —
For b [6’DD’DDUXIDU]+[25,DDDX 12] [ 0o 12

= 48,000 + 3600 — 500
=Rs. 51,100

lllustration-9
X andY arePartnerssharing Profit and Lossintheratio of 2:3 with acapital of Rs. 20,000

and Rs. 10,000 respectively. Show distribution of Profit/lossesfor theyear ended 31¥March 2015

by preparing P& L Appropriation A/cineach of thedternative cases.

Case 1: If Partnership deed issilent asto theinterest on capital and the profit for year endedis
Rs.2,000.

Case 2: If Partnership deed providesfor theinterest on capital @ 6% p.a. and lossfor theyear is
Rs. 1,500.

Case 3: If Partnership deed providesfor interest on capital @ 6% p.a. and trading profitis
Rs.2,100.

Solution
Case 1:
Dr. Profit and LossAppropriation A/cfor theyear ended 31 March, 2015 Cr.

Particulars Amount Particulars Amount
(Rs) (Rs)
To Profit transferred to: By Net Profit 2,000

X’scapital A/lc- 800
Y’scapital A/c -_1,200 | 2,000

2,000 2,000
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Case 2:
Dr. Profit and LossAppropriation A/cfor theyear ended 31¢ March, 2015  Cr.

Particulars Amount Particulars Amount
(Rs.) (Rs)
ToNetloss 1,500 By Losstransferredto:
(Trading loss) X'sCapital - 600
Y’'sCapital -__ 900 1,500
1,500 1,500

Note: Nointerest on capita will bedlowed thefirm hasnet | oss, even though they have an agreement.

Case 3:

Dr. Profit and LossAppropriation A/cfor theyear ended 31 March, 2015  Cr.

Particulars Amount Particulars Amount
(Rs.) (Rs.)

ToInterest on Capital: By Net Profit 2,100
X - 1,200
Y - 600 1,800

To Profittransferredto:

X’scapital Alc- 120
Y’scapital A/lc - _180 300

2,100 2,100

Interest on Drawings

Partnersmay be allowed to draw either money or goods from the businessto meet their
private needs. Asstated earlier, no interest ischarged on the drawingsif thereis no agreement
among the partnersabout it. If the partnership deed so providesfor it, theinterest ischarged at an
agreed rate, for the period money remained outstanding from the partners during an accounting
year. Charging interest on drawingsdiscourages excessve amounts of drawingsby the partners.
I nterest on drawingsisanincometo thefirmand should be credited to profit & LossAppropriation
Account and debited to partners’ Capital/Current Accountsbeing alossto the partners.



150 Accountancy-1I

Interest Rate  Timeleft after drawings
= X

100 12
Thecdculation of interest on drawingsunder different situationsisshown ashereunder

Case 1:- When Rate of Interest on Drawingsisgivenin % without per annum, inthiscase Interest
on Drawingsiscal culated with aflat rateirrespective of date of drawings.

Case2:- Amount, rate of interest and date of withdrawal isgiven:

lllustration-10

Johnsonisapartner who withdrew Rs. 20,000 on October 1, 2014. Interest on drawingsis
charged @ 10% per annum and the accountswere closed every year on December 31. Calculate
interest ondrawings.

Solution

Interest on Drawings= 20, DDDX%X i

12
= Rs. 500
Case-3:- Amount and rate of interest are given but date of withdrawal isnot specified:

llustration-11

Ahmedisapartner who withdraws Rs. 30,000 and interest on drawingsischarged @ 15%
per annum. Calculateinterest on drawings.

Solution

Interest on Drawings= 30,000 X%XE

12
= Rs. 2,250
Here, itisnoted that in the absence of any particular date of withdrawal, it isassumed that
withdrawal sare made evenly throughout theyear. Hence, interest ischarged for theaverage of the
period of theyear, i.e., Six months.
Case-4: Fixed amount iswithdrawn every month

B If withdrawnonthefirst day of every month, interest ontotal amount will beca culated
for 6%2months,

B if withdrawn at theend at every month, it will be calculated for 5%2months, and

B if withdrawn during themiddleof themonth, it will be calculated for 6 months.
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Table showing the average period when withdrawal sare made regularly

Date of Withdrawal AveragePeriod in Months

1 | Beginningof every month (12+1)/2 = 6.5
Middleof every month (11.5+0.5)/2 = 6
End of every month (11+0)/2 = 55

2 | Beginningof every quarter (212+3)/12 = 7.5
End of every quarter (9+0)/2 = 4.5

3 | Beginningof halfyesar (12+6)/2 = 9
End of half year (6+0)/2 = 3

lllustration-12
Shanu withdrew Rs. 10,000 per month from thefirm for her personal use during theyear
2014. Find out theinterest on drawings, in different situations @ 8% p.a.

Solution
(@ Whentheamount iswithdrawn at the beginning of every month
Tota drawings =10,000x 12 =Rs. 1,20,000
Interest on drawings = LED,DDDXEXE
10 12
= Rs. 5,200
(b)  Whentheamount iswithdrawn at theend of every month;
Interest on drawings = LEU,UUUKEXE
1m0 12
= Rs. 4,400
(©0  Whenmoney iswithdrawninthemiddleof every month/date of Drawingsisnot
given;
Interest on drawings = LEU,UUUKiXE
100 12
= Rs. 4,800

lllustration-13

Ratnaand Manikyam arepartnersinafirm, sharing profitsand lossesequally. During financia
year 2014-2015, Ratnawithdrew Rs. 50,000 quarterly. If interest isto be charged on drawings
@10% per annum, calculateinterest on drawingsin different Situations.
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Solution
(@ If theamountiswithdrawn at the beginning of each quarter;

Tota drawings =50,000 x 4 = Rs. 2,00,000
75
' = 2,00000x=—»x—
Interest on drawings 100 12
= Rs. 12,500

(b)  If theamountiswithdrawn at the end of every quarter;

10 45
' = 2,00000x=—x_—
Interest on drawings 100 12

Rs. 7,500
Case-5: When different amountsarewithdrawn on different dates:
Thefollowing arethetwo methodsto cal culatethe amount of Interest on Drawings.

1. Smplelnterest Method: inthismethod, interest on drawingsiscal culated for each amount of
drawingsindividually onthebasisof periods.

2. Product M ethod: Inthismethod, theamountsof drawingsare multiplied by the period for which
it remained withdrawn during the period, Interest for 1 monthiscal culated on the sum of these
products.

llustration-14

Vamshi and Krishnaare partnersin afirm. During theyear ended 31% March 2015Vamshi
makesthedrawingsasunder:

Dateof Drawing Amount (Rs.)
01-08-2014 5,000
31-12-2014 10,000
31-03-2015 15,000

Partnership Deed provided that partnersareto be charged interest on drawings @ 12%p.a.
Cdculatetheinterest on Vamshi’ sdrawingsby using SimpleInterest M ethod and Product M ethod.
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Solution
1. Simplelnterest Method

Date Drawings Monthstill Interest @
(Rs) March 31% 2015 12% p.a.
01-08-2014 5,000 08 12 8

31-12-2014 10,000 03 12 3

31-03-2015 15,000 00 00

5,000 x=—x—=400
100 12

10,000 x = —x— =300
1m0 12

Total Interest = 700

2. Product M ethod.

Date Drawings Monthstill Product
(Rs) March 31% 2015 (Rs)
01-08-2014 5,000 08 40,000
31-12-2014 10,000 03 30,000
31-03-2015 15,000 00 00
7,0000
) Eate 1
Intereston Drawings = Sum of Productsx * 100 = I
=70,000x 22 1
= Rs.700 10 12

lllustration-15

Thanvikawithdrew thefollowing amountsfor her personal usefrom her firmduring theyear
ending March 31, 2014. Calculateinterest on drawingswith product method, if therate of interest

to bechargedis7 % per annum.

April 1, 2013, Rs. 16,000, June 30, 2013, Rs. 15,000,
October 31, 2013, Rs. 10,000, December 31, 2013, Rs. 14,000, and
March 1, 2014, Rs. 11,000.
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Solution
Satement Showing Calculation of I nterest on Drawings
Date Amount M onthstill Product
(Rs) Mar ch 31% 2015 (Rs)
April 1,2013 16,000 12 Months 1,92,000
June 30, 2013 15,000 9Months 1,35,000
October 31, 2013 10,000 5Months 50,000
December 31, 2013 14,000 3Months 42,000
March 1, 2014 11,000 1 Month 11,000
4,30,000
) Eate 1
InterestonDrawings = Sum of Products * H—
100 12
= Rs.4,30,000x —— x L
100 12
=Rs. 2,508 (approx.)
Summary

B Meaningand Definition: When two or more persons enter into an agreement to
carry onbusinessand shareitsprofits/lossesiscaled partnership. Partnershipisdefined
as “ Relation between persons who have agreed to share the profits of abusiness
carried onby dl or any oneof themactingfor all”.

B Features Theessentia featuresof partnership are: (i) Toformapartnership, there
must be at |east two persons; (ii) It iscreated by an agreement; (iii) The agreement
should befor carrying on somelega business; (iv) sharing of profitsand losses; and
(V) relationship of mutua agency among the partners.

B Partnership deed: A document which containsthe terms of partnership asagreed
among thepartnersiscalled‘ Partnership Deed'. It usudly containsinformation about
all aspectsaffecting relationship among partners.

B Rulesapplicableintheabsenceof Partnership Deed :

¢ Profit sharingratiowill beequal
¢ Nolnterest on Capita and Drawings
% No Remuneration or Salary to the partners.

% Interest on Loan advanced by the partner @ 6% p.a.

K/
>
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Profit and L ossAppropriation Account : After the preparation of Profit and Loss
Account, entriespertaining to partnerslikeinterest on capital, drawings, sdlariesamong
thepartners, etc. are shown separately inanewly opened Profit and LossAppropriation
Account.

Fixed and Fluctuating Capital Accounts:

% Under fixed capita method, theamount of capital remainsfixed, thetransactions
likeinterest on capital, drawings, interest on drawings, sary, commission, share
of profits/lossesarerecorded in aseparate account called ‘ Partner’s Current
Account’.

Under fluctuating capital method, all thetransactionsrelating to apartner are
directly recorded inthe capital account.

Interest on Capital: Theinterest on partner’ scapitd isnot alowed unlessitisspecificaly
mentioned in partnership deed. It should be cd culated onthetimebas safter consdering
theadditional and withdrawal of capitd.

Interest on Drawings: Interest on drawingsischarged by thefirm only whenitis
clearly mentionedin Partnership Deed. It iscal culated with referenceto thetimeperiod
for which themoney waswithdrawn.

MODEL QUESTIONS

K/
°e

Very Short Answer Questions

© o Nk~ wDNPRE

Define partnership.

What arethefeaturesof Partnership firm?

What ismeant by partnership deed?

Why isitimportant to haveapartnership deed inwriting?

Inthe absence of partnership deed, what aretherulesapplicableto partnership firm?
Why isProfit and LossAppropriation Account prepared? Explain

What do you understand by fixed capital of partners?

What do you understand by fluctuating capital of partners?

How will you dedl with thefollowing termswhile preparing partnership accounts?
(i) Interestoncapital

(i) Interest ondrawings

(iii) Interest onloan

Exercises

1

Ram and Shyam started a partnership firm on 1% January, 2014. Their capital
contributionswere Rs. 2,00,000 and Rs. 1,00,000 respectively. The partnership deed
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provided:

I. Interest on capitals @10% p.a.

ii. Ramtogetasalary of Rs. 2,000 p.a. and Shyam Rs. 3,000 p.a.

iii. Profitsaretobesharedintheratioof 1:2.

The profits for the year ended 31st December, 2014 before making above
appropriationswere Rs. 2,16,000. Prepare Profit and L ossA ppropriation Account.

(Ans: Profit transferred to Ram’s Capita Rs. 60,333 and Shyam'’s Capital Rs. 1,20,667)

2.

Lakshmi and Bhuvaneswari are partners with capitals of Rs.15,00,000 and Rs.
10,00,000 respectively. They agreeto share profitsintheratio of 3:2. Show how the
following transactionswill berecorded in the capital accounts of the partnersin case
the capitalsarefixed. The booksare closed on March 31, every year.

Particulars Lakshmi (Rs)) Bhuvaneswari(Rs.)
Additiona capital contributed on 3,00,000 2,00,000
July 1, 2014
Interest on capital 82,500 55,000
Drawings(during 2014) 30,000 20,000
Interest ondrawings 1,800 1,200
Say 20,000 -
Commisson 10,000 7,000
Shareinlossfor theyear 2014 60,000 40,000

(Ans: Capital Accountsof Lakshmi, Rs. 18,00,000 and Bhuvaneswari, Rs. 12,00,000;Current

Accountsof Lakshmi, Rs. 20,700 and Bhuvaneswari, Rs. 800)

On March 31, 2013, after the close of books of accounts, the capital accounts of
Seenu, Prasad and Sudarsan showed balance of Rs. 24,000 Rs. 18,000 and Rs.
12,000 respectively. After all adjustments profit for theyear ended March 31, 2014,
amounted to Rs. 36,000 and the partner’s drawings had been Seenu, Rs. 3,600;
Prasad, Rs. 4,500 and Sudarsan, Rs. 2,700. Theinterest on capital @ 8% and the
profit sharing ratio of Seenu, Prasad and Sudarsanwas 3:2:1. Prepare Partners' capita
Accounts.

(Ans: Capital Accountsof Seenu Rs. 40,320; Prasad, Rs. 26,940; Sudarasan, Rs. 16,260)

4,

Venu and Subbu are partners sharing profitsintheratio of 3:2, with capitalsof Rs.
1,00,000 and Rs. 60,000 respectively. Interest on capital isagreed @ 10% p.a. Subbu
isto beallowed an annual salary of Rs. 2,500. During the year 2014-15, the profits
prior tothecal culation of interest on capita but after charging Subbu' ssaary amounted
to Rs. 22,500.

Prepare Profit and L ossA ppropriation Account and the partners' capital accountsfor
theyear ending March 31, 2015.
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(Ans: Profit transferred to capital A/c Rs. 6,500; Venu's Capital A/c Rs. 1,13,900 and
Subbu’'s Capital A/c Rs. 71,100)

5. A andB arepartnerssharing profitsintheratio of 3:2, with capitalsof Rs. 50,000 and
Rs. 30,000 respectively. Interest on capital isagreed to bepaid @ 6% p.a calculate
interest on capital.

(Ans: Interest on capital of A, Rs. 3,000 and B, Rs. 1,800)

6. PandQarepartnerssharing profitsandlossesintheratio of 3:2. On 1st April 2014
their capital balanceswere Rs. 50,000 and Rs. 40,000 respectively. On 1% July 2014,
P brought Rs.10,000 as his additional capital, whereas Q brought Rs. 20,000 as
additional capital on 1st October 2014. Interest on capital wasprovided @ 10%p.a
Calculatetheinterest on capital of Pand Q on 31st March 2015.

(Ans:Interest on Capital for PisRs. 5,750 and for Q isRs. 5,000)

7.  Ramaand Krishnaare partners sharing profitsand lossesin theratio of 5:1. Their
capitalsat theend of thefinancia year 2013-14 were Rs. 1,50,000 and Rs. 75,000.
On October 1%, 2014 Ramaand Krishnahad brought additiona capitasof Rs. 16,000
and Rs. 14,000 respectively. On November 1% 2014 Ramawithdrew Rs. 6,000 and
on December 1% 2014 Krishnawithdrew Rs. 9,000 from their capitals. Calculate
interest on capital @ 15% p.a. for theyear 2014-15.

(Ans: Interest on Capital for RamaisRs. 23,325 and for KrishnaisRs. 11,850)

8.  Priyaand Mani arepartners, sharing profitsand lossesintheratio of 5:3. Thebaances
intheir capital accountsasonApril 1, 2013 were; Priya, Rs. 6,00,000 and Mani, Rs.
8,00,000. Calculateinterest on capital; (a) when thereisno agreement in respect of
interest on capital, and (b) when thereisan agreement that theinterest on capital will
beallowed @ 7% p.a

(Ans:(a) Nointerest on Capital; (b) for PriyaisRs. 4,200 and for Mani isRs. 5,600)

9.  Mohithisapartner, whowithdrew Rs. 5,500 at the end of June, 2014. The Partnership
deed providesfor charging theinterest on drawings @ 12% p.a. Calculateinterest on
Mohith’sdrawingsfor theyear ending 31st December, 2014.

(Ans: Interest on DrawingsRs.330)

10. Amar and Gul are partnersinafirm. They shareprofitsintheratio of 3:2. Asper their
partnership agreement, interest on drawingsisto becharged @ 10% p.a. Their drawings
during 2014 were Rs. 24,000 and Rs. 16,000, respectively. Calculate interest on
drawings.

(Ans: Interest onAmar’sDrawings, Rs. 1,200 and Gul’s, Rs.800)

(Hint: If thedate of Drawingsisnot giveninthequestion, interest on drawingswill be
charged and average period of 6 months)
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11.

Boseisapartner inafirm. HewithdrawsRs. 3,000 at the starting of each monthfor 12
months. The books of thefirm close on March 31 every year. Calculateinterest on
drawingsif therate of interestis10% p.a.

(Ans: Interest on Drawings, Rs.1,950)

12.

Vishnuand Thomasarepartnersinafirm. They shareprofitsequaly. Vishnu’smonthly
drawingsareRs. 2,000. Interest on drawingsisto be charged @ 10% p.a. Caculate
interest on Vishnu'sdrawingsfor theyear 2014, assuming that money iswithdrawn: (i)
inthebeginning of every month, (ii) inthemiddleof every month, and (iii) at theend of
every month.

(Ans: Interest on Drawings(i) Rs.1,300; (ii) Rs.1,200; (iii) Rs.1,100)

13.

A and B are partners sharing profitsand lossesin theratio of 4:1. A withdrawsRs.
2,500 at the beginning of each month and B withdrew Rs. 1,500 at the end of each
month for 12 monthsperiod. Interest on drawingswascharged @ 8% p.a. Calculate
theinterest on drawingsof A and B for the year ended 31st December 2014.

(Ans: Interest on Drawingsfor AisRs. 1,300 and for B isRs. 660)

14.

Aparnaisapartner inafirm. Shewithdrew thefollowing amountsduring the year
ended March 31, 2015.

May 01, 2014 Rs. 12,000
July 31,2014 Rs. 6,000
September 30, 2014 Rs. 9,000
November 30, 2014 Rs. 12,000
January 01, 2015 Rs. 8,000
March 31, 2015 Rs. 7,000

Interest on drawingsischarged @ 9% p.a. Calculateinterest on drawings

(Ans: Interest on Drawing Rs. 2,295)

15.

John, apartner in Kaveri Toursand Travelswithdrew money for hispersona usefrom
hiscapita account during theyear endingMarch 31, 2015. Cdculateinterest on drawings
ineach of thefollowing aternativesituations, if rate of interest is9 per cent per annum.
(@ If hewithdrew Rs. 3,000 at beginning of each month.
(b) If an amount of Rs. 3,000 per month waswithdrawn by him at the end of each
month.
(¢ If theamountswithdrawn were:
Rs. 12,000 on June 01, 2014, Rs. 8,000 onAugust 31, 2014
Rs. 3,000 on September 30,2014,  Rs. 7,000, on November 30, 2014, and
Rs. 6,000 on January 31, 2015.

(Ans:Interest on Drawings (a) Rs. 1,755, (b) Rs. 1,485, and (¢) Rs. 1,755)
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Admisson of a Partner

I ntroduction Introduction

New profit sharing ratio An existing partnership firm may take up
Revaluation of Assets and expans on/diversification of thebusiness. Inthat case
Liabilities it may need managerial help or additional capital. An
Adjustment of option beforethe partnership firmisto admit partner/
undistributed profit partners. When anew partner isadmittedinarunning
Treatment of Goodwill business dueto the requirement of more capital, to
Adjustment of Partners take advantage of the experience, technical skillsand
capitals manageria ability of new partner or any other reason,

it is called admission of a partner in partnership
firm.New partner isadmitted to the partnershipif it
provided in the partnership deed or all the existing
partnersunanimously agreeto admit the new partner.

Accordingtosection 31(1) of Indian partnership
Act, 1932, ‘ A new partner can be admitted only with
the consent of al theexisting partners

When apartner joinsthefirm, hegetsthefollowing two rightsalong with others:

i) Right to sharefuture profit of thefirmand

i)  Righttosharetheassetsof thefirm

Whenanew partner isadmitted inthefirm the agreement among theexiting partnersterminates

and anew agreement will comeinto force. It isduetothis, certain adjustments must be made at the
time of admission. Thefollowing aretheimportant pointswhich require attention at thetime of
admission of anew partner:
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New profit sharing ratio;

Revauation of assetsandliabilities;

Digtribution of accumulated profits/losses, and reserves;

Treatment of Goodwill; and

Adjustment of partners capitas.

m New Profit Sharing Ratio

When anew partner isadmitted, heacquireshissharein profitsfromtheold partners. The
calculation of new profit sharing ratio will depend on the agreement between the old partnersand
thenew partner.

New Share= Old Share— Sacrificing Share

Thefollowing situationsmay arisewhilecal culaing thenew ratio;

Case-1: if the new partner shareis given along with old ratio.

o~ wDd PR

lllustration-1

Anil and Vishd arepartnerssharing profitsintheratio of 3:2. They admitted Sumit asanew
partner for 1/5 shareinthefuture profitsof thefirm. Caculate new profit sharing ratio of Anil, Vishdl
and Sumit.

Solution
If weassumethetotal shareis1

1
Thenew partner Sumit'sshare= 5 shareout of 1

1 4
Rest of theshare= 1-==—
5 5
Old Retio=3:2
New Share = Rest of thesharex old share
Anil’snew share= EXE =E
5 5 25
Visha’snew share= EXE=£
5 45 25
128
New Ratio= E E

New profit sharing ratio of Anil, Vishal and Sumit=12:8:5
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Case-2: if thenew partner getshisshareequally from old partners.

lllustration-2

Akshay and Bharat are partners sharing profitsin theratio of 3:2. They admit Dineshasa
new partner for 1/5th shareinthefuture profitsof thefirmwhich hegetsequaly fromAkshay and
Bharat. Cal culate new profit sharing ratio of Akshay, Bharat and Dinesh.

Solution :
New partner Dinesh’sshare= s

1.1
Thisshareequaly from Akshay and Bhardt, i.e., 1/2 of the Dinesh share= 3 * >

1
= — from each partner.

10
OldRatio=3:2
New share= Old share— Sacrificing share
Akshay’snew share= .13
5 10 10
, e 1 _ 3
Bharat’snew share= 5 10 10
5 31
New Ratio = ﬁ ﬁg

New profit sharing ratio among Akshay, Bharat and Dinesh will be5:3:2

Case-3: if profit shareof anew partner takesparticular ratiofrom old partners.

lllustration-3

Anushaand Nitu are partnerssharing profitsin theratio of 3:2. They admitted Jyoti asanew
partner for 3/10 share, which she acquired 2/10 from Anushaand1/10 from Nitu. Calculate the
new profit sharing ratio of Anusha, Nitu and Jyoti.

Solution

3
New partner Jyoti’sshare= 10 (thisacquired 2/10 from Anushaand 1/10 from Nitu)
OldRatio=3:2
New share= Old share— Sacrificing share

Anusha’sn she=§—i=i
USNASNeWsNare = =10 10

2 1
Nitu'snew share = 5__=_
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Thenewrato = & 2.2
eNeNTEo " 10 10 10
Thenew profit sharing ratio anong Anusha, Nitu and Jyoti will be4: 3: 3.

Case-4. if theold partnerssacrificea particular proportion of their sharesto new partner.

lllustration-4

Ram and Shyam are partnersinafirm sharing profitsintheratio of 3:2. They admit Ganesh
asanew partner. Ram surrenders 1/4 of hisshare and Shyam1/3 of hissharein favour of Ganesh.
Calculate new profit sharingratio of Ram, Shyam and Ganesh.

Solution
New partner Ganesh’sprofit share= 1/4 of Ram’sshare + 1/3 of Shyam'sshare

3.1 2.1

OldRatio=3:2
Ram’snew share = Old Share— Scarifying Share

_3_3_9%
5 20 20
Sh i m —E—E=i
yam Snew snare = s 15 15
New rati _ 8 4 m
ewrdlo T 2015 €0

New profit sharing ratio among Ram, Shyam and Ganeshwill be27:16:17

Case-5: if the new partner share takes entire from one partner.

lllustration-5

Dasand Sinhaare partnersinafirm sharing profitsin 3:2ratio. They admitted Pal asanew
partner for 1/4 sharein the profits, which heacquired wholly from Das. Determinethe new profit
sharing ratio of thepartners.
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Solution
New partner Pal’sshare=1/4

D e _ 317
as'snew share = 3 71w
. 2
Sinha'sold and new share = s
New ratio = lgl
20 5 4
New profit sharing ratio among Das, Sinhaand Pal will be7:8:5

6.2.1 Sacrificing Ratio

Theratioinwhichtheold partners agreeto sacrificetheir share of profit in favour of the
Incoming partner iscaled sacrificing retio.
Sacrificing Share of Profit = Old Share of Profit —New Share of Profit

lllustration-6

Rohit and Mohit are partnersin afirm sharing profitsintheratio of 5:3. They admit Sarmaas
anew partner for 1/7 shareinthe profit. The new profit sharing ratiowill be4:2:1. Calculatethe
sacrificing ratio of Rohit and Mohit.

Solution
Rohit and Mohits old Ratio=5:3
Rohit, Mohit and Sarmas New Ratio=4:2:1

Rohit'sold share =5/8
Rohit'snew share =4/7
Sacrifice share=0ld Share of Profit—New Share of Profit

. . 5 43
Rohit'ssacrificeshare = s 7 5%
Mohit'sold share = 3/8
Mohit'snew share =2/7

. . 3 Z2_5
Mohit'ssacrificeshare = 2 7 3¢

e . 3005
Sacrificingratio = 56 8

Sacrificing ratio of Rohit and Mohit will be 3:5.
Note: Theold partners sacrificing ratioisequd tooldratio, if thenew partner shareisgivenaong
witholdratio (i.e. case-1).
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lllustration-7
R and Sare partners, sharing profitsintheratio of 1:2. T admitsfor 1/5 share. Statethe
sacrificingratio.

Solution
If weassumethetotal shareis1

1
Thenew partner T'sshare= s shareout of 1

1 4
Rest of theshare= 1—5 "3
OldRatio=1:2
New Share= Rest of theshare x old share
R’snew share= 212
5 3 15
S'sNew share= ixz-8
5 3 15
Sacrifice share= Old Share of Profit—New Share of Profit
, o 14 1
R’'ssacrificing share= 2 15 13
. 2 8 _ 2
S'ssacrificing share= 3 15 15
e .1z
Sacrificing Ratio= 515
Sacrificingratioof Rand S=1:2

(W8 Revaluation of Assets and Liabilities

On admission of anew partner, thefirm standsreconstituted and consequently the assets
arerevalued and liabilitiesarereassessed. It isnecessary to show thetrue position of thefirm at the
timeof admission of anew partner. If thevaluesof theassetsareraised, i.e., gain, the capital of the
existing partnerswill increase. Similarly, any decreaseinthevalueof assts, i.e. 10ss, the capital of
the existing partnerswill decrease. For this purpose a‘ Revaluation Account’ isprepared. Itisa
nomina account. Thisaccount iscredited with al increasesin the val ue of assetsand decreaseinthe
vaueof liahbilities. It isdebited with decreasein value of assetsand increaseinthevaueof ligbilities.
Thebalance of thisaccount showsagain or losson revauation whichistransferred to theexisting
partner’scapital account in old profit sharing ratio. Thefollowing journal entriesmadefor this
purposeare:
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0] For increaseinthevalueof Assets:
AssetAlc Dr.
ToRevaduationAlc

@i For decreaseinthevaue of Assets:
RevauationA/c Dr.
ToAssetAlc

(i) Forincreaseinthevaueof Liabilities:
RevduationA/c Dr.
ToLiabilitiesAlc

(iv) For decreaseinthevaueof Liabilities:
LiabilitiesAlc Dr.
ToRevauationAlc

(V) For unrecorded A ssets
AssetAlc Dr.
ToRevauationAlc

(W) For unrecorded Liability:
RevauationAlc Dr.
ToLiability A/c[unrecorded]

(vi)  Fortransfer of gain onrevauation (asper old rtio):

RevduationA/c Dr.
To Old Partners Capital A/c

(i) For transfer of losson reval uation (asper old ratio):

Old Partners Capital A/c Dr.
ToRevauationAlc
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Pro-formaof Reva uation Account isgiven asunder;

Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs.) (Rs.)
ToAssetsAccount XXX By Assetsaccount XXX
(if decreaseinvalue) (if increaseinvalue)
ToLiabilitiesAccount XXX By LiabilitiesAccount XXX
(if increaseinvalue) (if decreasein value)
To LiabilitiesAccount XXX By AssetsAccount XXX
(if unrecorded liabilities) (if unrecorded assets)
To Old Partners Capital Alc XXX By Old Partners Capital A/c XXX
(if distribution of profit) (if distribution of l0ss)
XXX XXX
lllustration-8
Followingisthe Balance Sheet of Anushaand Pranushasharing profit as 3:2.
Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 18,000 || Debtors 21,000
BillsPayable 25,000 || Land& Buildings 18,000
Workmen'scompensation fund 15,000 || Plant&Machinery 12,000
Capitds Stock 11,000
Anusha — 15,000 Bank 21,000
Pranusha— 10,000 25,000
83,000 83,000

Onadmission of Tanushafor 1/6th shareinthe profit it was decided that:

(i)  Provisonfor doubtful debtsto be created by Rs. 1,500.

()  Valueof land and building to beincreased to Rs. 21,000.

(i)  Vaueof stock to beincreased to Rs. 13,500.

(iv) Tanushawasto bring further cash of Rs. 15,000 for her capital.
Prepare Revaluation A/c and Capital Accounts.
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Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Provisionfor doubtful debts 1,500 || ByLand& Buildings 3,000
To Partners Capital A/c: By Stock 2,500
Anusha- 2,400
Pranusha- 1.600 4,000
5,500 5,500
Dr. Partner’sCapital Accounts Cr.
Particulars | Annusha |[Paranushal Tannusha Particulars | Annusha|Paranusha|Tannusha
(Rs)| (Rs) | (Rs) (Rs)| (Rs) | (Rs)
To Balancec/d | 17,400 | 11,600 | 15,000 || By Balance b/d 15,000 10,000 -
By Bank - - | 15,000
By RevaluationA/c 2400 1,600 -
17,400 | 11,600 | 15,000 17,400| 11,600 |15,000
[llustration-9
Following isthe Balance Sheet of A and B who shareprofitsintheratio of 3:2.
Balance Sheet of A and B ason April 1, 2015
Liabilities Amount Assets Amount
(Rs) (Rs)
Sundry Creditors 20,000 || Plant&Machinery 30,000
Capitds Furniture 10,000
A — 30,000 Stock 15,000
B — 20,000 50,000 || Debtors 12,000
CashinHand 3,000
70,000 70,000

Onthat date C isadmitted into the partnership on thefollowing terms:
1. CistobringinRs. 15,000 ascapital for 1/6 share.
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Solution

o bk~ w N

6.

Thevaueof stock isreduced by 10% whileplant and machinery isappreciated by 10%.

Furnitureisrevalued at Rs. 9,000.

A provisionfor doubtful debtsisto be created on sundry debtorsat 5%.

Investment worth Rs. 1,000 and € ectricity billsoutstanding Rs. 200 (not mentionedin
the balance sheet) areto betaken into account.
A creditor of Rs. 100isnot likely to claim hismoney and isto bewritten off.

Record journa entriesand prepare Reva uation Account, Partners Capital Accountand New
Baance Sheet of thefirm.

Date  Particulars

April

2012,

1

CashAlc Dr.
ToC'scapital A/c

(Being cash brought in by C ascapita)

Revaluation A/c Dr.
To Stock A/c

To FurnitureA/c
(Being decreaseinthevalue of assets
onrevauation)

Revaluation A/c Dr.

To Provision for Doubtful DebdtsA/c
(Being 5% Provisonfor Doubtful Debdts)

Pant & Machinery Alc Dr.

To RevaluationA/c
(Beingincreaseinthevaueof Assestson
(revaduation)

InvestmentA/c Dr.
ToRevauationA/c

(Being findout the unrecorded investments)

RevduationA/c Dr.

To Outstanding electricity billsA/c
(Beingamount provided for outstanding
ectricity bill)

Sundry creditorsA/c Dr.
ToRevauationA/c

(Being the creditorsamount written off)

RevauationA/c Dr.
ToA'scapital Alc

ToB’scapital Alc
(Beingrevauation profit distributed between
old partners)

Journal EntriesintheBooksof A & B

L.F. Debit

Credit

Amount (Rs.) Amount (Rs)

15,000

2,500

600

3,000

1,000

200

100

800

15,000

1,500
1,000

600

3,000

1,000

200

100

480
320
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Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Stock 1,500 || By Plant& Machinery 3,000
ToFurniture 1,000 || By Investments 1,000
ToProvisionfor doubtful debt 600 || By Sundry creditors 100
To Outstanding eectricity bills 200
To Partners Capita A/c:
A - 480
B - _320 800
4,100 4,100
Dr. Partner’sCapital Accounts Cr.
Particulars A B C Particulars A B C
(Rs) | (Rs) | (Rs) (Rs) | (Rs) | (Rs)
To Balancec/d | 30,480 | 20,320 | 15,000 || By Baance b/d 30,000 | 20,000 -
By Cash Alc - - | 15,000
By RevluationA/c 480 320 -
30,480 | 20,320 | 15,000 30,480 | 20,320 | 15,000

New Balance Sheet ason April 1, 2015

Liabilities Amount Assets Amount
(Rs)) (Rs))
Sundry Creditors - 20,000 Pant & Machinery —30,000
Less: Writtenoff - _100| 19,900 || Add: Appreciation- 3,000 33,000
Electricity billsoutstanding 200 || Furniture (10,000—1,000) 9,000
Partners Capital A/c: Stock - 15,000
A - 30480 Less: Decrease 10% - 1,500 13,500
B - 20320 Debtors - 12,000
C - 15000 65800|| Less Provison- 600 11,400
CashinHand (3000 + 15,000) 18,000
Investment 1,000
85,900 85,900
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6.4 Adjustments of Reserves and Accumulated

Profit or Losses

Any accumulated profit or reserve appearing in the balance sheet at the time of admission of
anew partner iscredited to theexisting partners  capital account intheexisting profit sharing ratio.
If thereisany loss, the samewill be debited to the existing partnersin the existing ratio. For this
purposethefollowing journa entriesaremadeas:

(0] For distribution of undistributed profit and reserves
(asper oldratio).
ReservesA/c Dr XXX
Profit & LossA/c(Profit) Dr. | »xx
To Partners Capital A/c XXX
(i) For distribution of loss (asper old ratio)
Partners Capita A/c Dr. | xxx
To Profitand LossA/c[Loss| XXX

lllustration-10

Raendraand Surendraare partnersinafirm sharing profitsintheratio of 4:1. OnApril 1,
2015 they admit Narendraasanew partner. On that date there was abalance of Rs. 20,000 in
genera reserveand adebit balance (loss) of Rs. 10,000 inthe profit and lossaccount of thefirm.
Passnecessary journd entriesregarding adjustment of accumulated profit or loss.

Solution
Journalsin theBooksof Rajendra, Surendraand Narendra
Date | Particulars L.F. Debit Credit
(Rs.) (Rs.)
April, | Generad ReserveAlc Dr. 20,000
1 To Rajendra scapital A/c 16,000
To Surendra’scapital A/c 4,000
(Being Genera Reservetransferredtothe
capital account of Rgjendraand Surendraon
Narendra sadmission)
Rajendra’sCapita A/c Dr. 8,000
SurendralsCapital A/c Dr. 2,000
To Profitand LossA/c 10,000

(Being debit balance of Profit and LossA/c
transferredto old partners capital A/c)
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lllustration-11

A & B arepartnersinafirm, sharing Profitsand Lossin theratio of 5:3. On 31 Dec, 2014

their Balance sheet wasasunder;

Balance sheet as on 31% Dec, 2014

Liabilities Amount Assets Amount
(Rs) (Rs)

Sundry Creditors 28,000 || Meachinery 1,20,000
Genera Reserve 32,000 || Stock 80,000
Capitals: Sundry Debtors 70,000
A —1,00,000 Cashat Bank 7,000

B —1,20,000 2,20,000 || CashinHand 3,000

2,80,000 2,80,000

Onthe above date they decided to admit C asanew partner onthefollowingterms;

a)
b)

0)

A,B and C'snew profit sharing ratiowill be 7:5:4.
Cwill bring Rs. 1,00,000 ashiscapital.
Machineistobevauedat Rs. 1,50,000, Stock Rs. 1,00,000 and provision for doubtful

debt of Rs. 10,000 isto be created.
Prepare Revaluation A/C, Partners’ Capital A/C and new Balance Sheet of thefirm.

Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Provision for doubtful debt 10,000 || ByMachine 30,000
To Partners Capital A/c: By Stock 20,000
A - 25,000
B - 15,000 40,000
50,000 50,000
——— I————]
Dr. Partner’sCapital Accounts Cr.
Particulars A B C Particulars A B C
(Rs) | (Rs) | (Rs) (Rs) | (Rs) | (Rs)
To Balance c/d {1,45,000 |1,47,000 |1,00,000 || By Balance b/d 1,00,000 (1,20,000 -
By Cash A/c - - [1,00,000
By RevluationA/c 25,000 | 15,000 -
By General Reserve| 20,000 | 12,000 -
1,45,000 [1,47,000 {1,00,000 1,45,000 [1,47,000 [1,00,000
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New Balance Sheet as on 318Dec, 2014

Liabilities Amount Assets Amount
(Rs) (Rs)
Sundry Creditors 28,000 || Machinery 1,50,000
Copitds Stock 1,00,000
A - 1,45,000 Sundry Debtors- 70,000
B — 1,47,000 Less: Provision - 10,000 60,000
C - 1,00,000| 3,92,000|| CashatBank 7,000
CashinHand 1,03,000
(3,000+1,00,000)
4,20,000 4,20,000

(%Y Goodwill

Over aperiod of time, awell-established business devel ops an advantage of good name,
reputation and wide bus ness connections. Thishel psthe businessto earn more profitsas compared
to anewly set up business. In accounting, the monetary value of such advantage isknown as
“goodwill”. Itisregarded asanintangibleasst. In other words, goodwill istheva ue of thereputation
of afirmin respect of the profitsexpected in future over and abovethe normal profits.

Goodwill isalso oneof the special aspectsof partnership accountswhich requireadjustment
at thetime of recongtitution of afirmviz., achangeintheprofit sharing ratio, the admission of a
partner, retirement or death of apartner.

6.5.1 Methods of Valuation of Goodwill

Sincegoodwill isanintangibleasset itisvery difficult toaccurately caculateitsvalue. Various
methods have been advocated for theva uation of goodwill of apartnership firm. Goodwill cal culated
by onemethod may differ from the goodwill cal culated by another method. Hence, the method by
which goodwill isto be cal culated may be specifically decided between theexisting partnersand the
incoming partner.

Theimportant methods of valuation of goodwill areasfollows:

1.  AverageProfitsMethod

2. Super ProfitsMethod

3. CagpitdisationMethod
1. Average Profits M ethod: Under this method, the goodwill isvalued at agreed number of
‘years purchase of the average profitsof the past few years.

Goodwill =AverageProfit x No. of Years Purchase
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llustration-12

Theprofit for thefiveyearsof afirm areasfollows—year 2009 Rs. 4,00,000;year 2010 Rs.
3,98,000; year 2011 Rs. 4,50,000; year 2012 Rs. 4,45,000 and year 2013 Rs. 5,00,000. Calculate
goodwill of thefirm onthe basisof 4 yearspurchase of 5 yearsaverageprofits.

Solution
Total Profit of Last 5 Years
Mo, of Years
_ 400,000 +3,53 000 +4,50,000 +4,45,000 +5,00,000
5

AverageProfit =

_ 21,953,000
]
= Rs. 4,38,600
Goodwill =Average Profit x No. of years' purchase
= Rs. 4,38,600 x 4
=Rs. 17,54,400
2. Super Profit Method: Super Profitisthe profit earned by the businessthat isin excessof the
normal profit. Goodwill isdetermined by multiplying the super profit by the number of years

purchase.
Norma Profit = Capital Employed x Normal Rate of Return/100
Actua Profit = Thisisthe profit earned by thefirm during theyear or itisalso
taken astheaverage of thelast few yearsprofit.
Super Profit = Actud Profit—Normal Profit
Goodwill = Super Profit x No. of Years' Purchase

llustration-13
A firmearnsprofit of Rs.65,000 on acapital of Rs.4,80,000 and the normal rate of returnin
smilar businessis10%. 3years purchasevalueof super profit will betreated asgoodwill.

Solution

Normdl profit = Capital employed x normal rate of return/100
= 4,80,000 x 10/100
= Rs. 48,000

Actud Profit = Rs. 65,000

Super profit = Actual profit—Normd profit
= Rs.65,000 — Rs.48,000
= Rs.17,000

Goodwill = Super Profit x No. of Years' Purchase
= 17,000 x 3

= Rs.51,000
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3. Capitalisation M ethod: Under Capitalisation Method, capitalized value of the businessis
determined by capitdizing theaverageprofit by thenormal ratereturn. Out of thevalueso determined,
valueof net assets/capital employed isdeducted, the balance amount isthe val ue of goodwill.
Goodwill = Capitalised Value—Net Assets or Capital employed
llustration-14
A firm earned average profit during thelast few yearsisRs.40,000 and the normal rate of
returninsmilar businessis10%. Thetota assetsisRs.3,60,000 and outsideliabilitiesis Rs.50,000.
Cdculatethevalueof goodwill withthe help of Capitdlisation of Average profit method.

Solution
Capitd employed

Total assets- Outsideliabilities
Rs.3,60,000 - Rs.50,000
Rs.3,10,000
Capitalised value of average profit = Average Profit x 100/ Normal rate of profit
= Rs. 40,000 x 100/10
= Rs. 4,00,000
Goodwill = Capitalised value—Capital employed
= Rs. 4,00,000 —Rs. 3,10,000
= Rs. 90,000

6.5.2 Treatment of Goodwill

Therearedifferent situationsrel ating to treatment of goodwill at thetime of admission of a
new partner. Goodwill iscredited to old partners in sacrificingratio. Theseare discussed asunder:
Case-1: when theamount of goodwill ispaid privately by thenew partner; nojourna entries

aremadeinthebooksof thefirm.
Case-2: when thenew partner bringshisher shareof goodwill in cash; thejourna entriesare

asfollows:
() For bringing cashfor Capita aswell asfor goodwill:
Cash/Bank A/c Dr. | xxx
To Goodwill Alc XXX
To New partner’s Capital A/c XXX

(i) Forthegoodwill transferredto old partners’ capital A/c
(asper sacrificing ratio):

Goodwill Alc Dr. XXX
To Old Partners Capital A/c XXX
(iii) For theamount of goodwill withdrawn by old partners:
Old Partner’sCapital A/c Dr. XXX

ToCashAlc XXX
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llustration-15

Sunil and Gavaskar are partnersin afirm sharing profitsand lossesintheratio of 5:3. Sachin
isadmitted inthefirmfor 1/5 share of profits. Heisto bringin Rs. 20,000 ascapital and Rs. 4,000
ashisshare of goodwill. Givethe necessary journa entries,

(@ Whentheamount of goodwill isretainedinthebusiness.

(b)  Whentheamount of goodwill isfully withdrawn.

(©)  When50% of theamount of goodwill iswithdrawn.

Solution
(a) When theamount of goodwill isretained in thebunsiness.

Date | Particulars L.F. Debit Credit
(Rs.) (Rs))
@) CashAlc Dr. 24,000
To Sachin’sCapital A/c 20,000
To Goodwill Alc 4,000

(Being theamount brought in by Sachinas
Capita and Goodwill)

(i) Goodwill Alc Dr. 4,000
To Sunil’sCapital A/c 2,500
To Gavaskar’s Capital A/c 1,500

(Being goodwill transferred to Sunil and
Gavaskar A/cintheratio of 5:3)

(b) When theamount of goodwill isfully withdrawn.

Date | Particulars L.F. Debit Credit
(Rs) (Rs)
(@) CashAlc Dr. 24,000
To Sachin’s Capital A/c 20,000
To Goodwill A/c 4,000

(Beingtheamount brought in by Sachin
as Capital and Goodwill)

(i) Goodwill Alc Dr. 4,000
To Sunil’sCapital A/c 2,500
To Gavaskar’s Capital A/c 1,500

(Being goodwill transferred to Sunil and
Gavaskar A/cintheratio of 5:3)
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(ii)

Sunil’sCapital A/lc Dr.

Gavaskar’s Capital A/c Dr.
To CashAlc

(Being cash of goodwill withdrawn by

Sunil and Gavaskar)

(c) When 50% of theamount of goodwill iswithdrawn.

Date | Particulars

@)

CashAlc Dr.
To Sachin’sCapital A/c
To Goodwill A/c
(Being theamount brought in by Sachin
asCapital and Goodwill)

Goodwill A/c Dr.
To Sunil’sCapital Alc
To Gavaskar’s Capital A/c
(Being goodwill transferred to Sunil and
Gavaskar A/cintheratio of 5:3)

Sunil’sCapita Alc Dr.

Gavaskar’s Capital A/c Dr.
To CashAlc

(Being cash withdrawn by Sunil and

Gavaskar equal to 50% of goodwill)

L.F

2,500
1,500
4,000

Debit Credit
(Rs) (Rs)
24,000
20,000
4,000

4,000
2,500
1,500

1,250
750
2,000

Case-3: when thenew partner doesnot bring his’/her shareof goodwill in cash;
Thejournd entriesareasunder:
(1) For creation of goodwill in the books (as per sacrificing ratio)

Goodwill Alc Dr.
To Old Partner’s Capital A/c

XXX

(i1) 1f goodwill writing off inthe books of thefirm (asper new ratio)

All Partners Capita A/c Dr.
To Goodwill Alc

XXX
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lllustration-16

Srikant and Ramanaare partnersin afirm sharing profitsand lossesintheratio of 3:2. They
decideto admit Venkat into partnership firmwith 1/3 sharein the profits. Venkat bringsin Rs
30,000 ashiscapital. Onthedate of admission, the goodwill hasbeen va ued at Rs24,000. Record
the necessary journal entriesin thebooksof thefirm.

Solution

Date | Particulars

@) | CashAlc

To Venkat's Capital A/c

(Being theamount brought in by Venkat

asCapital)
Goodwill Alc

To Srikant’s Capital A/c
To Ramana s Capital A/c
(Being goodwill transferred to old partnersin

theratioof 3:2)

lllustration-17

L.k Debit

(Rs)
Dr. 30,000
Dr. 24,000

Credit
(Rs)

30,000

14,400
9,600

Dinesh and Ramesh are partnersin afirm sharing profitsand lossesintheratio of 3:2. They
decided to admit Vasu asapartner with 1/5 sharein the profits. Their Balance Sheet ason March

31, 2015 wasasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs)

Sundry Creditors 1,50,000 || CashatBank 40,000

Generd Reserve 80,000 || BillsReceivables 50,000

Bank O.D 70,000 || Debtors 60,000

Partners Capitds. Stock 1,20,000

Dinesh - 1,00,000 Fixed Assets 2,80,000
Ramesh — 1,50,000 | 2,50,000

5,50,000 5,50,000
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It wasalso decidethat:
1. Thefixed assets should bevalued at Rs. 3,31,000.

2. Aprovisionof 5% on sundry debtorsto be madefor doubtful debts.
3.  Thevalueof stock bereducedtoRs. 1,12,000.

4.  VasubringsRs. 75,000 ascapital and Rs. 15,000 asgoodwill.
Preparetherevised Balance sheet of thefirm after admission of the partner.

Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs.) (Rs.)
To Provisionfor Doubtful Debt 3,000 || By FixedAssets 51,000
To Stock 8,000
To Partners Capita A/c:
Dinesh - 24,000
Ramesh - 16,000 40,000
51,000 51,000
Dr. Partner’sCapital Accounts Cr.
Particulars Dinesh | Ramesh Vasu Particulars | Dinesh |Ramesh | Vasu
(Rs) Rs.) (Rs) (Rs) | (Rs) (Rs)
To Balance c¢/d | 1,81,000|2,04,000 | 75,000 || By Balance b/d 1,00,000 | 1,50,000 -
By Bank - - | 75,000
By Goodwill 9,000 6,000 -
By RevaluationA/q 24,000 | 16,000 -
By Gen. Reserve 48,000 | 32,000 -
1,81,000 | 2,04,000 | 75,000 1,81,000 | 2,04,000 | 75,000
Dr. Bank Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
ToBaanceb/d 40,000 || ByBadancec/d 1,30,00
To Vasu'scapital Alc 75,000
To Goodwill 15,000
1,30,000 1,30,000
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Revised Balance Sheet ason 31¥ March, 2015
Liabilities Amount Assets Amount
(Rs) (Rs)
Sundry Creditors 1,50,000 || CashatBank 1,30,000
Bank O.D 70,000 || BillsReceivable 50,000
Partners Capitds. Debtors - 60,000
Dinesh - 1,81,000 Less provision- _3,000 57,000
Ramesh — 2,04,000 Stock 1,12,000
Vasu - 75,000 |4,60,000 | FixedAssets 3,31,000
6,80,000 6,80,000

Illustration-18

M and N were partnersin afirm sharing profitsin 5:3 ratios. They admitted O asanew
partner for 1/3" shareintheprofits. O wasto contribute Rs. 20,000 ashiscapital. TheBalance
Sheet of M and N ason 1.4.2015 wasasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs))

Creditors 27,000 || LandandBuilding 25,000
Capitals. Plant and Machinery 30,000
M - 50,000 Stocks 15,000

N - 35000 85000| Debtors - 20,000
Genera Resarve 16,000 || Less: Provison - _1,500 18,500
Investments 20,000
Cash 19,500
1,28,000 1,28,000

Other terms agreed upon were:

()  Goodwill of thefirmwasvalued at Rs. 12,000.

(i) LandandBuildingwereto bevalued at Rs. 35,000 and Plant and Machinery at Rs.

25,000.
(i)
i)

Theprovision for doubtful debtswasfoundto bein excessby Rs. 400.

A liability for Rs. 1,000 included in sundry creditorswasnot likely to arise.

Prepare Reval uation Account, Partners Capita Accountsand the Balance sheet of thenew

firm.
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Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
ToPlant & Machinery 5,000|| ByLand& Buildings 10,000
To Old Partners Capital A/c: By Provisionfor bad debts 400
M - 4,000 By Creditors 1,000
N R 2,400 6,400
11,400 11,400
Dr. Partner’sCapital Accounts Cr.
Particulars M N O Particulars M N O
(Rs) | (Rs) | (Rs) (Rs) | (Rs)| (Rs)
To Balance c¢/d | 71,500 | 47,900 | 20,000 ||By Baance b/d 50,000 | 35,000 -
By Cash A/c - - | 20,000
By RevluationA/c 4,000 | 2400 -
By General Reserve| 10,000 | 6,000 -
By Goodwill 7500 | 4,500 -
71,500 | 47,900 | 20,000 71,500 {47,900 | 20,000
New Balance Sheet ason 1-4-2015
Liabilities Amount Assets Amount
(Rs.) (Rs.)
Creditors - 27,000 Landand Building 35,000
Less: writtenoff - _ 1,000 26,000 || Plantand Machinery 25,000
Stocks 15,000
Capitds Debtors - 20,000
M - 71,500 Less: Provision - 1,100 18,900
N - 47,900 Investments 20,000
O - 20,000 | 1,39,400 || Cash 39,500
(19,500 + 20,000)
Goodwill 12,000
1,65,400 1,65,400
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m Adjustment of Partners’ Capital

Sometime, at thetime of admission, the partners’ agreethat their capitalsbe adjusted in
proportiontotheir profit sharing ratio. For thispurpose, the capita accountsof theexisting partners
areto bemadeall adjustmentslike, on account of goodwill, general reserve, revaluation of assets
andligbilities, etc., and then the partner whose capital falsshort, will bring inthe necessary amount
to cover the shortage and the partner who hasasurplus, will withdraw the excessamount of capital.
Thejournd entrieswill be:

0] For withdrawal of excesscapital

Partners Capita A/c Dr. XXX
To CashAlc XXX
(i) For bringing the shortage of capital
CashAlc Dr. XXX
To Partners Capital A/c XXX

lllustration-19

A and B arepartnersinafirmwho aresharing profitsintheratio of 2:1. Cisadmitted intothe
firmfor 1/5 sharein profitsand heisto bring in cash of Rs. 40,000 amount ashiscapital. The
capitalsof other partnersareto be adjusted according to the new partner. The capitalsof A and B
after al adjustmentsare Rs. 1,00,000 and Rs. 70,000 respectively. Calculatethe new capitalsof A
and B, and record the necessary journal entries.

Solution
Calculation of new profit sharing ratio;
If weassumethetotal shareis1

1
Thenew partner C'sshare= 5 shareout of 1

Rest of theshare= 1-

Lh| —
h | s

N SN N
snew are—5 3 15

g - _4.1_4
shew are—5 3 15

New partner C'scapital for 1/5"share= 40,000

]
Thetotal capital of thefirm =40,000 * 1= Rs. 2,00,000
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8
A’snew capital =2,00,000 * - 1,06,667

B’snew capital =2,00,000 *

Hence, Awill bringin Rs. 6,667 (Rs. 1,06,667 —Rs. 1,00,000),

15

4
— =53,333

B will withdraw Rs. 16,667 (Rs. 70,000—Rs. 53,333)

Thejournd entriesinthisregard will berecorded asfollows:

Journal EntriesintheBooksof A,B& C

Date | Particulars

CashAlc
To C'scapital A/c

Credit

Amount (Rs.) | Amount (Rs.)

(Being theamount brought in by C ascapitd)

CashAlc

ToA’scapital account

(Being shortage of capita brought by A)

B’sCpita A/lc
To CashAlc

(Being excesscapita withdrawn by B)

llustration-20

L.F Debit

Dr.
Dr. 6,667
Dr. 16,667

40,000

40,000

6,667

16,667

A and B share profitsin the proportions of 3/5and 2/5. Their Balance Sheet on Dec. 31,

2014 wasasfollows;

Liabilities Amount Assets Amount

(Rs.) (Rs.)
Sundry creditors 41,500 || Cashinhand 26,500
BillsPayable 4,000 || Billsreceivables 3,000
Capitds Debtors 16,000
A — 30,000 Stock 20,000
B — 16,000| 46,000| Fixtures 1,000
Land & buildings 25,000
91,500 91,500
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Onthat date C was admitted into partnership onthefollowing terms:

(@ That CpaysRs. 10,000 ashiscapita and Rs. 5,000 asgoodwill for his /6" sharein

profits.

(b) That stock and fixtures be reduced by 10% and 5% provision for doubtful debtsbe
created on Sundry Debtorsand BillsReceivables.

(¢ Thatthevaueof land and buildingsbe appreciated by 20%.

Prepare necessary Accountsand the new Balance Sheet ontheadmission of C.

Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs))
To Stock 2,000 || ByLand& Buildings 5,000
ToFixtures 100
To Provision for doubtful debts 800
ToProvisononBillsreceivable 150
To Partners Capita A/c:
A - 1,170
B - 780 1,950
5,000 5,000
Dr. Partner’sCapital Accounts Cr.
Particulars A B C Particulars A B C
(Rs) | (Rs) | (Rs) (Rs)| (Rs)| (Rs)
To Balance c/d | 34,170 | 18,780 | 10,000 ||By Balance b/d 30,000 | 16,000 -
By Cash Alc - - | 10,000
By RevluationA/c 1,170 780 -
By Goodwill 3000 | 2,000 -
34,170 (18,780 | 10,000 34,170 (18,780 | 10,000
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New Balance Sheet ason Dec 31, 2014

Liabilities Amount Assets Amount
(Rs) (Rs)
Sundry creditors 41,500 || Cashinhand 41,500
BillsPayable 4,000 || (26,500+10,000+5,000)
Capital sAccounts: Billsreceivables - 3,000
g - i’ggg Less Provison - 150 2,850
c M 62,950 Debtors o 16,000
Less: Provison - 800 15,200
Stock - 20,000
Less: Decrease - 2,000 18,000
Fixtures - 1,000
Less. Decrease - 100 900
Land & buildings — 25,000
Add: Appreciation- 5,000 30,000
1,08,450 1,08,450

llustration-21

On 31* March, 2014, the Balance sheet of Pand Q shared profitsin 3:2 ratiowasasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 40,000 || Cash 10,000
ProfitandlossA/c 30,000 || Sundry Debtors 40,000

Capital Accounts: Less: Provision ~1,400 38,600

P - 80,000 Stock 50,000

Q - 60.000 |1,40,000|| PlantandMachinery 70,000

Patents 41,400

2,10,000 2,10,000

Onthat date, R was admitted asapartner on thefollowing conditions:
€) Rwill get 4/15" share of profits. R had to bring Rs. 60,000 ashiscapital.
(b) Theassetswould berevaued asunder:
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Sundry debtorsat book valueless 5% provision for bad debts. Stock at Rs. 40,000, plant

and Machinery at Rs. 80,000.
Prepare Revaluation A/c, Partner’s Capital A/c and the Balance Sheet of the new firm.
Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Provisionfor doubtful debts 600 || By PlantandMachineryAlc 10,000
To Stock A/c 10,000 || By CapitalsAlc:
P -360
Q-_240 600
10,600 10,600
Dr. Partner’sCapital Accounts Cr.
Particulars P Q R Particulars P Q R
(Rs) | (Rs) | (Rs) (Rs) | (Rs) | (Rs)
To Revluation A/c 360 240 - || By Balance b/d 80,000 | 60,000 -
To Balancec/d | 97,640 | 71,760 | 60,000 ||By Cash Alc - - | 60,000
By P&L Alc 18,000 | 12,000 -
98,000 | 72,000 | 60,000 98,000 | 72,000 [60,000
Balance Sheet ason 31 March 2014
Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 40,000 || Cash 70,000
Capita Accounts: (10,000+60,000)
P - 97,640 Sundry Debtors - 40,000
Q - 71,760 Less: Provison - 2,000 38,000
R - 60,000|2,29,400 || Stock 40,000
Pant and Machinery 80,000
Patents 41,400
2,69,400 2,69,400
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llustration-22

Sanjay and Ramaswamy were partnersin afirm sharing the profitsintheratio of 2:3. On 31-
03-2015 they admitted Mehraasanew partner for 1/5" sharein the profits. Their balance sheet

wasasfollows;

Liabilities Amount Assets Amount
(Rs) (Rs)

Capitds: Land & Buildings 3,00,000

Sanjay — 2,00,000 Stock 1,00,000

Ramaswamy — 3,00,000 | 5,00,000 || Debtors 1,50,000

Creditors 1,05,000 || Bank 1,55,000
Workmen Compensation Fund | 1,00,000

7,05,000 7,05,000

OnMehra'sadmissionit wasagreed that;
1.  Mehrawill bringRs. 4,00,000 ashiscapita and Rs. 16,000 for hisshare of goodwill,
half of which waswithdrawn by Sanjay and Ramaswamy.
2. Aprovisonof 5% for bad and doubtful debtswasto be created.
3. Aprovisonwasto be madefor an outstanding telephonebillsRs. 3,000.
4. Land& Buildingsarevalued at Rs. 3,50,000.
After the above adjustments prepare necessary accounts and the new balance sheet.

Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Provisionfor bad debts 7,500 || ByBuilding 50,000
To Outstanding Telephonenill 3,000
To Old Partners Capital A/c:
Sanjay — 15,800
Ramas\/vamy — M 39,500
50,000 50,000
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Dr. Partner’sCapital Accounts Cr.
Particulars Sanjay |R.Swamy| Mehra Particulars | snajay |R.Swamy Mehra
(Rs) | (Rs) (Rs) (Rs) | (Rs) (Rs)
To Bank A/c 3,200 4,800 - || By Balance b/d 2,00,000 | 3,00,000 -
To Balance c/d | 2,19,000 | 3,28,500| 4,00,000 || By Bank - -1 4,00,000
By RevaluationA/q 15800 23,700 -
By Goodwill 6,400| 9,600 -
2,22,200 | 3,33,300| 4,00,000 2,22,200 | 3,33,300|4,00,000
Dr. Bank Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
ToBaanceb/d 1,355,000 || By Sanjay’scapital Alc 3,200
ToMehra'sCapital Alc 4,00,000 || By Ramaswamy’scapital Alc 4,800
To Goodwill Alc 16,000 || By Balancec/d 5,63,000
5,71,000 5,71,000
New Balance Sheet as on Dec 31%, 2014
Liabilities Amount Assets Amount
(Rs) (Rs)
Capitds Land & Buildings 3,50,000
Sanjay 2,19,000 Stock 1,00,000
Ramaswamy - 3,28,500 Debtors - 1,50,000
Mehra - 4,00,000| 947,500 || Less: Provison - 7,500 1,42,500
Creditors 1,05,000 || Bank 5,63,000
Workmen Compensation Fund | 1,00,000
Outstanding tel ephonebill 3,000
11,55,500 11,55,500
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Summary

Admission of apartner —M eaning: When apartner so admitted to the existing partnership firm,
itiscalled admission of apartner.

Ontheadmission of anew partner, thefoll owing adjustmentsbecome necessary:.
1. Adjusmentinprofit sharingratio;

2. Adjustment for revaluation of assetsand reassessment of liabilities,
3.  Digtribution of accumulated profitsand reserves,

4.  Adjustment of Goodwill; and

5. Adjustment of partners capitals.

Adjustment in Profit sharing Ratio: When new partner isadmitted he/she acquireshis/her share
in profit fromthe existing partners. Asaresult, the profit sharing ratioin the new firmisdecided
mutually between the existing partners and the new partner.

Sacrificing Ratio: At thetime of admission of apartner, existing partnershaveto surrender some
of their shareinfavour of thenew partner. Theratioinwhich they surrender their profitsisknown as
sacrificingratio.

Revaluation of assetsand liabilities: On admission of anew partner, thefirmisreconstituted
andtheassetsarerevalued and liabilities are reassessed. It isnecessary to show thetrue position of
thefirm at thetime of admission of anew partner.

Adjustmentsof reservesand accumulated profit or losses: Any accumulated profit or reserve
appearing inthe balance sheet at thetime of admission of anew partner, arecredited intheexisting
partner’scapital account inold profit sharingratio. If thereisany loss, the samewill bedebited to
theexigting partners’ capital accountintheoldratio.

M eaning of Goodwill: An established firm devel opswide business connections. Thishelpsthe
firmto earn more profitsas compared to anew firm. The monetary value of such advantageis
known as Goodwill .
M ethodsof valuation of Goodwill

() AverageProfit Method

(i)  Super Profit Method

(i) Capitaisation Method
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Adjustment of partners capital: Sometimes, at thetime of admission, the partners’ agreed that
their capitalsareadjusted to the proportionate of their profit sharing ratio. Thepartnersmay decide
to calculate the capitalswhich are to be maintained in the new firm either on the basis of new
Partner’sCapital and hisprofit sharing ratio or onthe basisof theexisting partner* scapita accounts.

MODEL QUESTIONS

Very Short Answer Questions:
What arethe aspectsthat need adjustment at the time of admission of anew Partner

Sacrificing Ratio.

Reva uation Account

Goodwill

What arethe methods of goodwill valuation

a koD PP
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Exercises
1.  MandN arepartnerssharing profit and lossesinthe 1:2 ratio. They havedecided to
admit ‘O’ by giving him 1/4th sharein future profits. Ca culatethe New profit sharing
ratio.
(Ans: New profit sharingratiois1:2:1)

2. P& Qarepartnerssharingintheratio of 2:3. They admit R for 1/4th shareand hegets
thisshareequaly from P& Q. Caculate new ratio.
(Ans. New Profit sharing Ratiois11:19:15)

3. XandY shareprofitsand lossesin the Ratio of 4:3, they admit Z with 3/7th share;
which hegets2/7thfrom X and 1/7 fromY. What isthe new profit sharing ratio?
(Ans. New Profit sharing Ratiois2:2:3)

4. A& Barepartnerssharingintheratio of 3:2. Cisadmitted and he gets 3/20thfromA
and 1/20th from B. calculate new ratio.
(Ans: New ProfitsharingRatiois 9: 7: 4)

5. X &Y arepartnersshareprofitsintheratio of 5:3. Z thenew partner gets 1/5 of X’s
shareand 1/3rd of Y’'sshare. Calculate new ratio.
(Ans: New Profit sharing Ratiois4:2:2)

6.  If Tarunand Nishaare partnerssharing profitsin theratio of 5:3. What will betheir
sacrificingratioif Rahul isadmitted for 1/8 shareof profitinthefirm?

(Ans: Sacrificing Ratio—5:3)

7. Amar and Bahadur arepartnersinafirm sharing profitsintheratio of 5:2. They admitted
Mary asanew partner for 1/4 share. The new profit sharing ratio of the partnerswill
be2:1:1. Cdculatetheir sacrificingratio.

(Ans: Sacrificing Ratio—6:1)
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9.

10.

11.

12.

Vijay and Sanjay are partnersinafirm sharing profitsand lossesin theratio of 1:2.
They decideto admit Ajay into partnership with 1/4 sharein profits. Ajay bringsin Rs.
30,000 for capital and Rs. 15,000 for goodwill. Give necessary journa entries,

(&) When theamount of goodwill isretainedin thebusiness.

(b) When theamount of goodwill isfully withdrawn.

(c) When 50% of theamount of goodwill iswithdrawn.

A and B are partners sharing profitsand lossesequally. They admit C into partnership
andthenew ratioisfixed as4:3:2. Cisunableto bring anything for goodwill but brings
Rs 25,000 ascapital. Goodwill of thefirmisvalued at Rs 18,000. Givethe necessary
journa entriesassuming that the partnersdo not want goodwill to appear inthe Balance
Sheset.

Rahul and Gandhi are partnerssharing profit intheratio of 4:5. On 1 April 2015they
admit Soniaasanew partner for 1/6 sharein profits. On that date the bal ance sheet of
thefirm showsabalance of Rs.60,000in general reserve and debit balance of Profit
and LossA/c of Rs.25,000. Makethe necessary journal entries.

A and B areequd partnersinafirm. They decideto admit C asanew partner for 1/5th
sharein profit. On the date of admission the balance sheet of firmwasasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 60,000 || CashatBank 40,000
BillsPayable 30,000 || Debtors 30,000

Capitds

Buildings 50,000
A — 45000 Machinary 25,000
B -25000 | 70,000 Fumiture 15,000
1,60,000 1,60,000

Thet

@
(b)

ermsof agreement on C’'sadmission wereasfollows:-
Building will bevalued at Rs. 65,000 and machinery at Rs. 20,000
Creditorsincluded Rs. 1,000 no longer payable.

Passnecessary Journal entriesfor reval uation of assetsand liabilities.
(Ans: Revaluation Profit-Rs. 11,000)
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13. Karnaand Balaram are partnerssharing profit and lossesintheratioof 4: 1. Their
Balance Sheet wasasfollows:
Balance Sheet of Karnaand Balaram ason December 31%, 2014

Liabilities Amount Assets Amount

(Rs) (Rs)
Creditors 10,000 || Cashinhand 7,000
BillsPayable 7,000 || Sundry debtors 26,000
Capitds Stock 6,000
Karna — 40,000 Buildings 20,000
Balaram — 30,000 70,000 || Machinery 13,000
Investments 15,000
87,000 87,000

Nikhil isadmitted asapartner and assetsarerevalued and liabilitiesreassessed asfollows:
() CreateaProvisionfor doubtful debt on debtorsat Rs.800.
(i)  Building andinvestment are appreciated by 10%.
@)  Machinery isdeprecated at 5%
(iv) Creditorswereoverestimated by Rs.500.

Makejourna entriesand Prepare reva uation account beforethe admission of Nikhil.
(Ans: Revaluation Profit-Rs. 2550)

14. Balance Sheet of A and B ason 31.03.2014

Liabilities Amount Assets Amount
(Rs) (Rs)

Sundry Creditors 36,000|| Cash 10,000
BillsPayable 20,000 || Debtors 34,000
Generd reserve 24,000 || Stock 24,000
Capitds Machinery 42,000
A — 1,50,000 Buildings 2,00,000

B — 80,000 | 2,30,000
3,10,000 3,10,000

The other terms of agreementson C’'sadmissionwereasfollows:
(i) Cwill bring Rs. 12,000 for hisshare of capital.
(i) Buildingwill bevalued at 1,85,000 and Machinery at Rs. 40,000.
(i) A provision of 6% will be created on debtorsfor bad debts.
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Prepare Reval uation Account and Partners Capital Accounts.
(Ans: Losson Revaluation-Rs. 19,040)

15. Thefollowingisthe balance sheet of Ram and Shyam, who are sharing profit as2/3

and 1/3 on 31st March 2014.
Liabilities Amount Assets Amount

(Rs) (Rs)
Capitds Buildings 25,000
Ram — 15,000 Pant & Machinery 17,500
Syam— 20,000 35,000| Stock 10,850
Creditors 32,950| Debtors 4,000
Cash at Bank 10,600
67,950 67,950

They agreeto admit Mohaninto partnership onthefollowing terms:-
(a) Mohanwasto be given 1/3 shareinthe profit and to bring Rs. 7,500 as his capital
and 3000 ashisshare of goodwill.

(b) That the value of stock and plant & Machinery wereto be reduced by5%.
(c) That areserve of 10% wasto be created in respect of Sundry Debtors.
(d) Thebuildingswereto be depreciated by 10%.
Pass Journal Entriesand necessary Accounts.
(Ans: Losson Revaluation-Rs.;4,318)

16. A andB arepartnersinafirm, sharing profitsand lossesintheratio of 5:3, on31st
December, 2014 their Balance sheet wasasunder :

Liabilities Amount Assets Amount

(Rs.) (Rs.)
Sundry Creditors 30,000 || Machinery 1,20,000
BillsPayable 30,000 || Stock 80,000
Capitds: Debtors 70,000
A —1,00,000 Cashat Bank 7,000
B —1.20,000 |2,20,000|| Cashinhand 3,000
2,80,000 2,80,000

Onthe abovedatethey decided to admit C asapartner on thefollowing terms:

(& Cwill bring Rs. 90,000 ashiscapital and Rs. 24,000 for his share of goodwill for
1/4" shareinthe profit.
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(b) Machinery isto bevaued a Rs. 1,50,000, stock 1,00,000 and provision for bad
debtsof Rs. 10,000 isto be created.
Prepare Revaluation A/C, partners capital A/C and new Balance Sheet.
(Ans: Revauation Profit-Rs. 40,000; Balance Sheet —Rs. 4,34,000)

17. Rashmi and Poojaare partnersinafirm. They share profitsand lossesin theratio of
2:1. They admit Santoshi into partnership firm onthe condition that shewill bring Rs.
1,50,000 for capital and shewill be given 1/3 sharein future profits. At thetime of
admission the Balance Sheet of Rashmi and Poojawas asunder:

Liabilities Amount Assets Amount

(Rs) (Rs)
BillsPayable 10,000 || Cash 90,000
Creditors 30,000 || Mechinery 1,20,000
CapitalsAccounts: Furniture 10,000
Rashmi - 1,35,000 Stock 50,000
Pooja - 1,25,000 |2,60,000| Debtors 30,000
3,00,000 3,00,000

It was decided to:

a. Revaluatestock at Rs. 45,000.
b. Depreciatefurniture by 10% and machinery by 5%.
c. Makeprovisionof Rs. 3,000 on sundry debtorsfor doubtful debts.
Prepare Reval uation Account, Partners Capital Accountsand Balance Sheet of thenew firm.
(Ans:Losson Revauation Rs. 15,000 and Balance Sheet Total Rs. 4,35,000)

18. Venué& Venkat arepartnersinabusnesssharing profitsand lossesequally. Their Balance
Sheet on 31-3-2014 stood as under;

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 12,000 || CashatBank 11,000
CapitalsAccounts: Sundry Debtors 35,000
Venu 1,40,000 || Stock 80,000
Venkat 1,28,000 || Plant& Machinery 78,000
Buildings 71,000
Furniture 5,000
2,80,000 2,80,000
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They decided toadmit Naiduintofirmon 1% April, 2014 onfollowing termsand conditions.

a
b.
C.
d.

€.

Naidu hasto pay Rs. 1,25,000/- for ¥Yasharein future profits.
Naidu hasto pay Rs.38,000/- for goodwill.

Plant and Machinery to be depreciated by 10%.

Buildingsto be appreciated by 20%.

5% reservefor doubt full debtsto be created on debtors

Prepare necessary accountsin the booksof thefirm after admission of Naidu with new
Balance Sheet.

(Ans:Gainon Revaluation Rs. 4,650 and Balance Sheet Tota Rs. 4,47,650)

19. Raoand Rauarecarrying on businessin apartnership, sharing profit & lossinthe
ratio of 2:3. Their Balance sheet ason 31-12-2014 wasas under.
Liabilities Amount Assets Amount
(Rs) (Rs)
Sundry creditors 10,000 || Cashat bank 10,000
Capita Accounts: Debtors 50,000
Rao - 1,40,000 Stock 1,00,000
Rau - 2,10,000 |3,50,000| Furniture 25,000
Buildings 1,75,000
3,60,000 | 3,60,000

Onthat day they admitted Reddy into partnership and gave him 1/6"sharein thefuture profits

onthefollowing terms.

a)

b)

Reddy istobringin Rs. 1,50,000 ashiscapital and Rs.50,000 asgood will, which sum
istoremaininthebusiness.

Stock and furniture areto bereduced in val ue by 5%.
Buildingsareto be appreciated by Rs. 25,000.
A provision of 5% to be created on sundry debtor for doubtful debts.

Write Journa entriesto record the above arrangement and show the opening Balance
sheet of thenew firm.

(Ans: Revauation Profit-Rs. 16,250; Balance Sheet —Rs.5,76,250)
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20. Bhanuand Prasad are partnerssharing profit and lossesin theratio of 3:2 respectively.
Their Balance Sheet ason March 31, 2015 wasas under:

Liabilities Amount Assets Amount

(Rs) (Rs.)
Creditors 28,000 || Cashinhand 3,000
Capitds. Cash at bank 23,000
Bhanu - 70,000 Debtors 19,000
Prasad — 70,000 1,40,000 || Buildings 65,000
Furniture 15,000
Machinery 13,000
Stock 30,000
1,68,000 1,68,000

Onthat date, they admit Deepak into partnership for 1/3 sharein future profit on thefollowing
terms:

(i)  Furnitureand stock areto be depreciated by 10%.

(i)  Buildingisappreciated by Rs.20,000.

(i) 5% provisionisto be created on Debtorsfor doubtful debts.

(iv) Deepakisto bringinRs.50,000 ashiscapital and Rs.30,000 asgoodwill.

Make necessary L edger Account and Balance Sheet of the new firm.

(Ans: Revaluation Profit-Rs. 14,550; Balance Sheet —Rs. 2,62,550)

21. Thefollowingisthe Balance Sheet of Arunand Tarun sharing profit and lossesinthe

ratioof 2:1.
Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 20,000 || Cash 12,000
Capitds Sundry debtors 50,000
Arun — 50,000 Stock 12,000
Tarun— 40,000 [ 90,000 || Furniture 6,000
Buildings 30,000
1,10,000 1,10,000

They agreed to admit Varuninto partnership onthefollowing terms:

0]

Varunto pay Rs.9,000 as Goodwiill.
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@)  VarunbringsRs. 11,000 as Capita for 1/4 share of profitinthebusiness.

(i)  Building and furnitureto be depreciated at 5%. Stock isreduced by Rs. 1,600 and
Bad Debt Reserve Rs.1,300 to be provided for.

Prepare necessary |edger account and bal ance sheet after admission.
(Ans: Revaluation Loss-Rs. 4,700; Balance Sheet —Rs. 1,25,300)

22. A and B are partnersinafirm sharing profitsintheratio 2: 1. Cisadmitted into thefirm

with /4 sharein profits. Hewill bring in Rs. 30,000 as capital and capitalsof A and B
areto be adjusted in the profit sharing ratio. The Balance Sheet of A and B ason
March 31, 2014 (before C’'sadmission) wasasunder:

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 8,000 | Cashinhand 2,000
BillsPayable 4,000 || Cashat bank 10,000
Generd Resarve 6,000 || Sundry debtors 8,000
Capitds. Stock 10,000
A -50,000 Furniture 5,000
B - 32,000 82,000 || Machinery 25,000
Buildings 40,000
1,00,000 1,00,000

Other termsof agreement areasunder:

1.  Cwill bringinRs. 12,000 ashisshare of goodwill.

2. Buildingwasvalued at Rs. 45,000 and Machinery at Rs. 23,000.
3. Aprovisionfor bad debtsisto be created @ 6% on debtors.

4.  Thecapital accountsof A and B areto be adjusted.

Record necessary journal entries, show necessary ledger accounts and prepare Balance
Sheet after C'sadmission.

(Ans. Revauation Profit-Rs. 2520; Balance Sheet —Rs. 1,44,520)

23. Ashishand Pankgj arepartnerssharing profitintheratio of 5:2, their Balance sheet on
March 31, 2015 wasasfollows:
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Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 38,000 || Cashinhand 15,000
BillsPayable 40,000 || CashatBank 62,000
Sdariesoutstanding 5,000 || Debtors 58,000
Profit & LossAlc 40,000 || Stock 85,000
Capitd: Machinery 1,45,000
Ashish —1,50,000 Gooadwill 38,000
Panka] —1,30,000 2,80,000

4,03,000 4,03,000

They admitted Gurudeep into partnership on thefollowing termson March 31, 2015.

(@ Newprofitsharingratioisagreedas3:2:1.

(b)  Hewill bringinRs.1,00,000 ashisshared capital and Rs.30,000 ashisshareof goodwill.

(© Machinery isappreciated by 10%

(d) Stockisvauedat Rs. 87,000.

(e Creditorsareunrecorded to the extent of Rs.6,000.

(f) A provisonfor doubtful debtsisto be created by 4% on debtors.

Prepare Reval uation account, Capital Accounts, Bank account and Balance Sheet of the
new firm after admission of Gurdeep.

(Ans:Gainonrevauation Rs. 8,180; Balance Sheet Total Rs. 5,47,180)

24. TheBaance Sheet of Sarath and Sindhu ason 31.12.2014 who are sharing profits
andlossesintheratio of 4:1isasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 3,50,000 || Cashat bank 3,00,000
General Reserve 1,00,000 || Debtors 2,00,000
SarathCapital 3,00,000 || Stock 1,50,000
Sindhu Capital 2,00,000 | Lad& Buildings 2,00,000
Furniture 1,00,000

9,50,000

9,50,000
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They have agreed to admit Sameer under thefollowing conditions:

a  Sameer hasto bring acapital of Rs.2,00,000 for his 1/5th share of profits.

b)  Furnitureand stock haveto be depreciated by 10% and areserve of 5% hasto be
created on debtorsfor bad and doubtful debts.

c) LandandBuildingshasto beappreciated by 20%

d)  Goodwill hasto beraised by Rs.80000

Prepare necessary ledger A/c and the bal ance sheet of the new firm.

(Ans: Revaduation Profit-Rs.5,000; Balance Sheet —Rs.12,35,000)

25. Givenbeow istheBalance Sheet of A and B, who are carrying on partnership business
on 31.12.2014. A and B are sharing profitsand lossesin theratio of 2:1.

Liabilities Amount Assets Amount
(Rs) (Rs.)

BillsPayable 10,000 || Cashinhand 10,000
Creditors 58,000 || Cashat bank 40,000
Outstanding Expenses 2,000 || Sundry debtors 60,000
Capitds Stock 40,000
A - 1,80,000 Pant 1,00,000
B — 150,000 3,30,000 || Buildings 1,50,000
4,00,000 4,00,000

Cisadmitted asapartner on the date of the balance sheet onthefollowing terms:

()  Cwill bringinRs. 1,00,000 ashiscapital and Rs. 60,000 as hisshare of goodwill for
1/4 shareintheprofits.

(i) Plantistobeappreciatedto Rs. 1,20,000 and thevaueof buildingsisto beappreciated
by 10%.

(i)  Stock isfound over valued by Rs. 4,000.

(iv) A provisionfor bad and doubtful debtsisto be created at 5% of debtors.

(v)  Creditorswere unrecorded to the extent of Rs. 1,000.

Passthe necessary journal entries, prepare the reval uation account and partners’ capital

accounts, and show the Balance Sheet after theadmission of C.

(Ans:Gain of Revaluation Rs. 27,000. Balance Sheet Rs. 5,88,000)
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26. FollowingistheBaance Sheet of Satyam and Murthi sharing profit as3:2.

Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 18,000 || Debtors — 22,000
Generd reserve 25,000 || Less: provison - 1,000 21,000
Billsreceivables 15,000 || Land& Buildings 18,000
Capitds Plant & mechinery 12,000
Satyam — 15,000 Stock 11,000
Murthi — 10,000 25,000 BAK 21,000
83,000 83,000

Onadmission of Tayarufor 1/6th shareinthe profit it was decided that:
()  Provisonfor doubtful debtsto beincreased by 1,500.

@)  Vaueof land and building to beincreased to 21,000.

@) Valueof stock to beincreased by 2,500.

(iv)  Theliability of workmen’scompensation fund was determined to be 12,000.
(v)  Tayarubroughtinasher shareof goodwill 10,000in cash.
(i) Tayaruwasto bring further cash of 15,000 for her capital.

Prepare RevauationA/c, Capital A/c and the Balance Sheet of the new firm.

(Ans. Revauation Profit-Rs. 4,000; Balance Sheet —Rs. 1,12,000)

27. Ramesh, Suresh and Naresh are partners sharing profits and lossesin theratio of
1:2:3. On 31% March 2014, their Balance Sheet wasasfollows;

Liabilities Amount Assets Amount

(Rs) (Rs)
Creditors 64,000 || Cash 18,000
BillsPayable 32,000 || Billsreceivable 24,000
P& L Account 14,000 || Furniture 28,000
Capitds Stock 44,000
Ramesh - 30,000 Debtors 42,000
Suresh - 40,000 Investments 52,000
Naresh - 62,000 | 1,32,000|| Machinery 34,000
2,42,000 2,42,000
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They admit Dineshinto partnership onthefollowingterms:

()  Furnitureand Machinery to be depreciated by 5%.

(i) Stockisrevaluated at 48,000.

(i)  Outstanding rent amount to 1,800.

(iv) Dineshto bring 32,000 towardshiscapital for 1/6th share.

Prepare Reva uation Account, Partners Capital Accountsand Bal ance Sheet of the new firm.
(Ans: Revaluationloss-Rs. 900; Balance Sheet —Rs. 2,74,900)

28. Ashishand Dattuwerepartnersin afirm sharing profitsin 3:2 ratio. On Jan. 01, 2014
they admitted Vimal for 1/5 shareinthe profits. The Balance Sheet of Ashish and Dattu
asonJan. 01, 2014 wasasfollows:

Balance Sheet of A and B ason 1.1.2014

1,40,000

Liabilities Amount Assets Amount
(Rs) (Rs)

BillsPayable 10,000 || Land&Buldings 35,000

Creditors 15,000 || Pant 45,000
CapitalsAccounts: Debtors — 22,000

Ashish—80,000 Less: Provison  — _2,000 20,000

Dattu- 35,000 | 1,15,000 || Stock 35,000

Cash 5,000

1,40,000

It was agreed that:

i) Thevaueof Land and Buildingsbeincreased by Rs. 15,000.
i)  Thevaueof plant beincreased by 10,000.
i) Goodwill of thefirm bevalued at Rs. 20,000.
iv)  Vima tobringincapital totheextent of 1/5th of thetotal capital of the new firm.
Record the necessary journa entriesand preparethe Balance Sheet of thefirm after Vimal’s

admission.

(Ans:Gainon Revaluation Rs. 25,000. Balance Sheet Tota Rs. 2,25,000).
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29. Thefollowing wasthe Balance Sheet of Arun, Babu and Charan sharing profitsand
lossesintheratio of 6: 5: 3 respectively.

Liabilities Amount Assets Amount

(Rs) (Rs)
BillsPayable 3,000 || Cashinhand 900
Creditors 9,000 || Sundry debtors 12,600
CapitalsAccounts: Stock 14,000
Arun — 19,000 Land & Buildings 24,000
Babu — 16,000 Furniture 3,500

Charan- 8,000 | 43,000

55,000 55,000

They agreed to take Deepak into partnership and give him a share of 1/8 on the
followingterms: (@) that Deepak should bringin Rs. 4,200 asgoodwill and Rs. 7,000
ashisCapital; (b) that furniture be depreciated by 12%; (c) that stock be depreciated
by 10% (d) that a Reserve of 5% be created for doubtful debts; (e) that the value of
land and buildings having appreciated be brought upto Rs. 31,000;(f) that after making
the adjustmentsthe capita accountsof the old partners be adjusted on the basis of the
proportion of Degpak’s Capital to hisshareinthebusiness, i.e., actua cashtobepaid
off, or brought in by the old partners asthe case may be.
Prepare Necessary Accountsand the Opening Balance Sheet of the new firm.

(Ans:Gainonrevaluation Rs. 4,550. Balance Sheet Total Rs. 68,000)
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Chapter

Retirement/Death of a Partner

AN Introduction

On the retirement or death of a partner, the
existing partnership deed comesto anend, andinits
place, a new partnership deed needs to be framed
whereby, the remaining partners continueto do their
business on changed termsand conditions. Thereis
no much differencein theaccounting treatment at the
timeof retirement or inthe event of death. Inboththe
cases, we arerequired to determine the amount due
totheretiring partner (in case of retirement) andtothe
legd representatives (in case of deceased partner) after
making necessary adjustmentsin respect of goodwill,
revaluation of aassetsand liabilitiesand transfer of
accumul ated profitsand losses. In addition, we may
asohaveto computethenew profit sharingratioamong
theremaining partnersand dso their gaining ratio.

Ascertaining the Amount Due to Retiring/Deceased Partner

executors(in caseof death) includes:

@
(b)

(d)

Theamount duetotheretiring partner (in case of retirement) and to thelegal representatives/

Credit balance of hiscapita account;

Credit balance of hiscurrent account (if any);
() Hisshareof goodwill;
Hisshareof accumulated profits(reserves);
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(¢ Hisshareinthegainof revauation of assetsand liabilities;
(f)  Hisshareof profitsup to thedate of retirement/death;
(@9 Interestonhiscapital; and
(hy Sdary/commission, if any, dueto himup tothe date of retirement/desth.
Thefollowing deductions, if any, may haveto be madefrom hisshare:
(&  Debit balanceof hiscurrent account (if any);
(b) Hisshareof goodwill to bewritten off; if necessary;
() Hisshareof accumulated losses;
(d) Hisshareof lossonrevauation of assetsandliabilities,;
(¢ Hisshareof lossuptothedateof retirement/death;
(f)  Hisdrawingsuptothedateof retirement/death;
(9 Interest ondrawings, if involved, up to the date of retirement/death.
Thus, asin the case of admission, the various accounting aspectsinvolved on retirement or
death of apartner areasfollows:
1.  Newprofit sharingratioand gainingratio;
Revauation of assetsandliabilities;
Distribution of accumulated profits/losses, and reserves,
Treatment of Goodwill;
Adjustment of partners capitals, and
Settlement of the amountsdueto retired/deceased partner;

New Profit Sharing Ratio

New profit sharing ratioistheratioin which theremaining partnerswill sharefuture profits
after theretirement or death of any partner. The new share of each of the remaining partner will
congist of hisown sharein thefirm plusthe share acquired from theretiring /deceased partner.

Thefollowing arethe various situations where the remaining partnerswill continuethe

partnership firm and sharethefuture profits.
Case-1: Normally, the continuing partnersacquire the share of retiring or deceased partner inthe
old profit sharing ratio, and thereisno need to computethe new profit sharing ratio among them, as
itwill besameastheold profit sharing ratio among them. Infact, inthe absence of any information
regarding profit sharing ratio in which theremaining partners’ sharethefuture profitsintheir old
ratio.

o 0k WD

For example: Asha, Deepti and Nishaare partnersin afirm sharing profitsand lossesintheratio
of 3:2:1. If Deepti retires, the new profit sharing ratio between Ashaand Nishawill be 3:1.
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Case-2: Thecontinuing partnersmay acquiretheshareinthe profitsof theretired/deceased partner
inaproportion other thantheir old ratio. In that case, thereisaneed to compute the new profit
sharing ratio among them.

New share of Continuing Partners = Old Share+ Gaining Share

lllustration-1

Naveen, Suresh and Tarun are partners sharing profitsand lossesintheratio of 5:3:2. Tarun
retiresfrom thefirm and hissharewas acquired by Naveen and Tarunintheratioof 2:1. Insucha
case, calculatethe new profitsharing rétio.

Solution
Old ratio of Naveen, Sureshand Tarun=5:3:2
Gaining ratio of Naveen and Suresh after retirement of Tarun=2:1
New share of Continuing Partner = Old Share + Acquired sharefrom the Outgoing Partner

2 _2 4
Share acquired by Naveen = ﬁxg = 0
Naveen’'snew share =i+i=15+4=E
10 30 30 30
Shareacquired by Suresh = in= =
10 3 30
Suresh’snew share =E+£=%=E
1030 30 30
Newratio=EiH
30 30

Thus, the new profit sharing ratio of Naveen and Sureshwill be=19: 11.
Case-3: Thecontinuing partnersmay agree on aspecified new profit sharingratio, in that casethe
ratio so specified will bethe new profit sharing ratio.

7.2.1 Gaining Ratio

Theratio inwhich the continuing partnershave acquired the sharefrom the retiring/deceased
partner iscalled thegainingratio.

Gaining share of continuing partners= New share—Old share

lllustration-2
Anil, Dinesh and Gangaare partnerssharing profitsin theratio of 6:5:4. Dineshretires. Anil

and Gangadecideto sharetheprofitsof thenew firmintheratio of 3:2. Calculatethegainingratio.

Solution
Oldratioof al partners=6:5:4
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New ratio of continuing partners=3:2
Gaining shareof continuing partners= New share—Old share

AniPsGainingShare = 2~ — =" = >
ni'sGaning snare 5 15 13 13

o _2_ 4 _6-4 2

Ganga sGaining Share 5 15 15 15
- . _ 3 2
Gainingratio 515

Thus, thegainingratio of Anil and Ganga=3: 2

3 Revaluation of Assets and Liabilities

At thetime of retirement/death of apartner, Revaluation Account isprepared in order to
ascertain net gain/losson reval uation of assetsand liabilitiesand bringing unrecorded itemsinto
firm’sbooks and the sameistransferred to the capital account of all partnersincluding retiring/
deceased partnersintheir old profit sharing ratio. Reval uation account isdone on the samebasisas
wasdonein case of admission of apartner.

lllustration-3

M, | and G are partnerssharing profitsand lossesin theratio of 2:2:1 respectively. OnMarch
31, 2015, their Balance Sheet wasasunder:

Liabilities Amount Assets Amount

(Rs) (Rs)
Sundry Creditors 55,000 || Furniture 25,000
Reserve Fund 30,000 || Buildings 1,00,000
Capita Accounts: Patents 30,000
M - 1,50,000 Machinery 1,50,000
I - 1,25,000 Stock 50,000
G - 75,000 3,50,000 || Debtors 40,000
Cash 40,000
4,35,000 4,35,000

Gretiresontheabovedate. It was agreed that Machinery bevaued at Rs.1,40,000; Patents
at Rs. 40,000; and Buildingsat Rs. 1,25,000. Record the necessary journal entriesand preparethe

Revauation Account.
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Solution
Journal Entries
Date |Particulars L.F Debit Credit
Amount (Rs) | Amount (Rs.)

2015
March, Revaluation A/c Dr. 10,000
31 ToMachineA/c 10,000
(Being decreaseinthe va ue of machinery)
31 | PaentsAlc Dr. 10,000
BuildingsAlc Dr. 25,000
ToRevaluationA/c 35,000
(Beingincreaseinthevaueof Patentsand
Buildings)
31 | RevauationAlc Dr 25,000
ToM’sCapital Alc 10,000
To I’'sCapital Alc 10,000
To G'sCapital Alc 5,000
(Being reva uation profit transferred to old
partners capital A/c)
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
ToMachinery 10,000 || By Patents 10,000
To Capital Accounts: By Buildings 25,000
M - 10,000
I - 10,000
G - 5,000 25,000
35,000 35,000

Adjustment of Accumulated Profits and Losses

Sometimes, the Balance Sheet of afirm may show accumulated profits/lossesintheform of
genera reserve and profit and lossaccount. Theretiring/deceased partner isentitled to hissharein
theaccumulated profitsandisal so liableto sharetheaccumul ated | osses, if any. Theseaccumul ated
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profitsor lossesbelong to al the partnersand should betransferred to the capital accountsof all
partnersintheir old profit sharing ratio.

(8 Treatment of Goodwill

Thepartner isentitled to hisshare of goodwill at thetime of retirement/death becausethe
goodwill hasbeen earned by thefirmwiththe effortsof dl theexisting partners. Hence, at thetime
of retirement/desth of apartner, goodwill isval ued asper agreement among the partnerstheretiring/
deceased partner compensated for hisshare of goodwill by the continuing partnersintheir gaining
ratio.

The accounting treatment for goodwill in such asituation depends upon whether or, not
goodwill already appearsinthe booksof thefirm.

Case-1: When Goodwill does not appear in the Books
When goodwill does not appear in the books of thefirm there are four waysinwhich the
retiring partner can be given the necessary credit for lossof hisshare of goodwill, theseareas
follows
(@& Goodwill israised atitsfull valueand retained inthe books;
(b)  Goodwill israised atitsfull valueand written off immediately;
(o) Goodwill israised to the extent of retired/deceased partner’s share and written off
immediatdy;
(d) Nogoodwill accountisraised at al infirm’'sbooks; inthat caseitisadjusted discretely
through partners capital accountsby recording thefollowing journa entry.

Continuing partners capitd A/C’'s Dr. XXX
To Retiring/Deceased Partner’s Capital A/c XXX

(Retiring/decesased partner’ sgoodwill amount should adjust with theremaining partners

capital accountsintotheir gainingratio)
lllustration-4

A, B and Carepartnersinafirm sharing profitsintheratio of 3:2:1. B retires. The goodwill
of thefirmisvaued a Rs. 60,000 and the remaining partnersA and C continueto share profitsin
theratio of 3:1. Passthejourna entriesunder variousalternatives:

(@ If goodwill israised at full valueand retained in books

(b)  If goodwill israised a full vaueand written off immediately

(0  If goodwill israised totheextent of retiring partner’sshareand written off immediately

(d) If goodwill isnot to after infirm'sbooksat all
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Solution
(@ If goodwill israised at full value and retained in books
Date | Particulars L.F. Debit Credit
Amount (Rs) | Amount (Rs))
Goodwill Alc Dr. 60,000
ToA'sCapital Alc 30,000
ToB’sCapital Alc 20,000
To C'sCapital Alc 10,000
(Being goodwill raised at full valueand
distributedinoldratio)
(b) If goodwill israised at full valueand written off immediately
Date | Particulars L.F. Debit Credit
Amount (Rs) | Amount (Rs))
Goodwill A/c Dr. 60,000
ToA'sCapital Alc 30,000
ToB’sCapital Alc 20,000
To C'sCapital Alc 10,000
(Being goodwill raised at full valueand
distributedinoldratio)
A'sCapita Alc Dr. 45,000
C'sCapitd Alc Dr. 15,000
To Goodwill Alc 60,000

(Being goodwill written off inthe new profit
sharingratio)

(c) If goodwill israised to the extent of retiring partner’s share and written off immediately

Date | Particulars L.F. Debit
Amount (Rs))
Goodwill Alc Dr. 20,000

ToB’scapital Alc
(Being goodwill raised totheextent of B's
share)

Credit
Amount (Rs))

20,000
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A'sCapita Alc Dr. 15,000
C'sCapital Alc Dr 5,000
To Goodwill A/c 20,000

(Being goodwill written off inthegaining ratio)

(d) If goodwill isnot to after infirm’sbooksat all

Date | Particulars L.F. Debit Credit
Amount (Rs) | Amount (Rs.)
A'sCapital Alc Dr. 15,000
C'sCapita Alc Dr. 5,000
To B’sCapital Alc 20,000
(Being B’sgoodwill written off inthegaining
ratio)

Working Note: Calculation of gaining Ratio
Oldratioof al partners=3:2:1
New ratio of continuing partners=3:1
Gaining shareof continuing partners= New share—Old share

A’sGainingShare=E—§=ﬂ=i
4 6 12 12

C’sGainingShare=l—l—E=i
4 6 12 12
1

- . _ 3
Gainingratio TRE

Thus, thegainingratioof AandC=3: 1

Case-2: When Goodwill is already appeared in the Books

If valueof goodwill isaready appeared inthebooks of thefirm equalswith the present value
of goodwill, normally no adjustment isrequired. In casethe present value of goodwill isdifferent
fromitsbook value, an adjustment entry isrequired. In such asituation, therearetwo possibilities:

@ Thebook valueof goodwill islower thanitscurrent value, and

(b) Thebook valueisgreater thanitscurrent value. Thesearediscussed asfollows.

lllustration-5
D, Pand R arepartnerssharing profitsintheratio of 5:3:2. Goodwill appearsinthe booksat
avaueof Rs. 20,000. Pretiresfrom thebus ness. Passthe necessary journal entriesinthefollowing

Cases,



Retirement/Death of a Partner 211

a)  Ontheday of P'sretirement, goodwill isvalued at Rs. 24,000, and
b)  Atthetimeof retirement goodwill isvalued Rs. 18,000.

Solution
a) Ontheday of P sretirement, goodwill isvalued at Rs. 24,000.

Date | Particulars L.F. Debit Credit
Amount (Rs) | Amount (Rs.)
Goodwill Alc Dr. 4,000
ToD’scapital Alc 2,100
ToP'scapital Alc 1,200
ToR’scapital Alc 800

(Being Increase in the value of goodwill
distribute among old partnersin their old
profit sharing ratio of 5:3:2)

b) Atthetime of retirement goodwill isvalued Rs. 18,000.

Date | Particulars L.F. Debit Credit
Amount (Rs) | Amount (Rs.)
D’scapitd Alc Dr. 1,000
P scapital Alc Dr. 600
R’scapita Alc Dr. 400
To Goodwill Alc 2,000

(Being decrease in the value of goodwill
distribute among old partnersin their old
profit sharing ratio of 5:3:2)

Adjustment of Capitals

Sometimesafter theretirement/deceased of apartner, the continuing partnersdecideto adjust
their capital according to their new profit sharing ratio. After all adjustmentsin the continuing
partners capital accounts, if surplus, theamount will bewithdrawn by the partnersand if shortage,
therequired amount will be supplied by the partners. The processof adjustmentsin capital accounts
issamein theadmission of apartner.
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lllustration-6
John, Sundar and Rao are partnersin afirm sharing profitsintheratio of 2:1:1. Johnretires
from the firm and Sundar and Rao decided that the capital of the new firm will befixed at Rs.
1,20,000. The capital accountsof Sundar and Rao show acredit balance of Rs. 82,000 and Rs.
41,000 respectively after making al the adjustments. Calcul ate the actual cashto bepaid off or to
be brought in by the continuing partners and passthe necessary journal entries.

Solution:
TheNew Profit Sharing Ratio between Sundar andRao=2: 1
Tota capital of thefirm=Rs. 1,20,000
New Capital based on new ratio of Sundar = 1,20,000 x 2/3 =80,000
Existing Capital (after adjustments) = 82,000
Cashto bePaid off =Rs. 2,000

New Capital based on new ratio of Rao = 1,20,000 x 1/3 = 40,000
Existing Capital (after adjustments) = 41,000
CashtobePaid off =Rs. 1,000

Jour nal Entriesin theBooksof Sundar and Rao

Date | Particulars L.F. Debit Credit
Amount (Rs) = Amount (Rs.)
Sundar’sCapita Alc Dr. 2,000
Rao’'sCapital Alc Dr. 1,000
To CashAlc 3,000
(Being excess capital withdrawn by Sundar
and Ran)

Disposal of Amount Due to Retiring Partner

Theoutgoing partner’ saccount issettled asper thetermsof partnershipdeedi.e., inlumpsum
immediately or in variousinstalmentswith or without interest. In the absence of any agreement,
Section 37 of theIndian Partnership Act, 1932 isapplicable, which statesthat the outgoing partner
hasan optionto receive either interest @ 6% p.a. till the date of payment or such share of profits
which has been earned with his/her money (i.e., based on capital ratio). Hence, thetotal amount
dueto theretiring partner whichisascertained after all adjustments have been madeisto bepaid
immediatdly totheretiring partner. In casethefirmisnot inapositiontomakethe payment immediately,
theamount dueistransferred to theretiring Partner’s L oan Account.
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Thenecessary journal entriesrecorded areasfollows,

1 For retiring partner ispaid cashinfull.
Retiring Partner’sCapital A/c Dr. XK
To Cash/Bank A/c XK

2. For retiring partner’stotal amount istreated asloan.
Retiring Partner’sCapital A/c Dr. XK

To Retiring Partner’sLoanA/c XXX

3. For retiring partner ispartly paidin cash and the remaining amount trested asloan.

Retiring Partner’sCapital A/c Dr. XK
To Cash/Bank A/c XK
To Retiring Partner’sLoanA/c XXX

4. For Loan account issettled by payingininstalment includes principa andinterest.
a) For interest onloan
InterestA/c Dr. XXX
To Retiring Partner’'sLoanA/c XXX

b) For payment of instalment
Retiring Partner’sLoanA/c Dr. XK
To Cash/Bank A/c XXX
Note:
1.  Thebadanceof theretiring partner’ sloan account isshown on theliabilitiesside of the
Baance Sheet till thelast instament ispaid to him.
2. Entry numbers4 (a) and (b), abovewill berepeatedtill theloanispaid off.

lllustration-7

Geethika, Rishithaand Pravalikaare partnersinafirm. Geethikaretiresfrom thefirm. Onher
date of retirement, Rs. 50,000 becomes dueto her. Prepare necessary entriesin thefollowing
Cases,

1.  Whenpaymentismadeimmediately;

2. Whenpaymentisnot madeimmediately

3. Whenthey agreeto pay 50% immediately;
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Solution
1. When paymentismadeimmediately

Date Particulars L.F. Debit Credit
Amount (Rs) | Amount (Rs.)
Geethika's capital A/c Dr. 50,000
To CashAlc 50,000
(Being paid theentireamount dueon thedate
of retirement)

2. When payment isnot madeimmediately

Date Particulars L.F. Debit Credit
Amount (Rs) = Amount (Rs.)
Geethika'scapita Alc Dr. 50,000
To Geethika'sLoanA/c 50,000
(Being the entire amount due transfer to
Geethika'sL oan account)

3. Whenthey agreeto pay 50% immediately

Date Particulars L.F. Debit Credit
Amount (Rs) = Amount (Rs.)

Geethika's capital Alc Dr. 50,000
To CashAlc 25,000
To Geethika’'sLoanA/c 25,000

(Being paid 50% of amount due onthedate

of retirement)

lllustratio-8

X, Y and Z werepartnersinafirm sharing profitsin 3:2:1 ratio. On 31.03.2015 Z retiresfrom
thefirm. Onthedate of Z'sretirement the balance sheet of thefirmwasasfollows:
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Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 54,000 || Bank 55,200
BillsPayable 24,000 || Debtors - 12,000
Outstanding Rent 4,400 || Less Provisions- 800 11,200
Generd Resarve 12,000 || Stock 18,000
Capitas: Furniture 8,000
X - 92,000 Premises 1,94,000
Y - 60,000
Z - 40,000 1,92,000
2,86,400 2,86,400

OnZ'sretirement it was agreed that;

I. Premiseswill beappreciated by 5% and furniturewill be appreciated by Rs. 2, 000.

iv.

V.

Stock will be depreciated by 10%.

Provision for bad debtswasto be made at 10% on debtors
Goodwill of thefirmisvalued at Rs. 48,000.

Z’'samount will bepaid by cheque.

Prepare Revaluation A/C, Partners’ Capital A/Csand New Balance Shest.

Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Stock 1,800|| ByPremises 9,700
To Provision for bad debts 400 || ByFurniture 2,000
To Capital Accounts:
X - 4,750
Y - 3167
Z - 1583 9,500
11,700 11,700
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Dr. Partner’sCapital Accounts Cr.
Particulars X Y Z Particulars X Y Z
(Rs)| (Rs)| (Rs) (Rs)| (Rs) | (Rs)
To Bank - -| 51,583 ||By Balance b/d 92,000| 60,000 | 40,000
ToBalancec/d | 1,26,750| 83,167 - ||By RevluationAlc 4,750 3,167 1,583
By General Reserve 6,000 4,000 2,000
By Goodwill 24,000| 16,000 8,000
1,26,750| 83,167 | 51,583 1,26,750| 83,167 |51,583
New Balance Sheet ason 31*Mar ch, 2015
Liabilities Amount Assets Amount
(Rs.) (Rs.)
Creditors 54,000 || Bank (55,250-51,583) 3,617
BillsPayable 24,000 || Debtors - 12,000
Outstanding Rent 4,400 || Less: Provisions- 1200 10,800
Stock (18,000-1,800) 16,200
Capitds: Furniture (8,000+2,000) 10,000
X - 126,750 Premises(1,94,000+7000) 2,03,700
Y - 83,167 2,09,917 || Goodwill 48,000
2,92,317 2,92,317
lllustration-9

Sai, Suresh and Naresh who were sharing profitsin theratio of 2:3:5.Balance Sheet of Sai,
Suresh and Nareshason March 31, 2015.

Liabilities Amount Assets Amount
(Rs) (Rs)

Capitds: Land 4,00,000
Sa - 7,20,000 Buildings 3,80,000
Suresh— 4,15,000 Plant & Machinery 4,65,000
Naresh — 3.45,000 |14,80,000 || Furniture& Fittings 77,000
Reserve Fund 1,80,000 || Stock 1,85,000
Sundry Creditors 1,44,000 || Debtors 1,92,000
Outstanding Expenses 16,000 || Cashinhand 1,21,000
18,20,000 18,20,000
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Suresh retireson the above date and the following adjustments are agreed upon hisretirement.
Stock wasvalued at Rs. 1,80,000.
Furnitureand fittingswerevaued a Rs. 90,000.
Anamount of Rs. 12,000 was doubtful and aprovision for the samewasrequired.
Goodwill of thefirmwasvalued at Rs. 2,00,000.
Sureshwaspaid Rs. 40,000 immediately on retirement and the balance wastransferred
to hisloan account.

6.  Sa and Nareshwereto sharefutureprofitsintheratio of 3:2.
Prepare Reva uation Account, Capital Account and Balance Sheet of the recongtituted firm.

o~ wDdPE

Solution
Dr. Revaluation Account Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To Stock 5,000 || By Furniture& Fittings 13,000
To Provision for bad debts 12,000 || By Capital Accounts:
S - 800
Suresh — 1,200
Naresh — 2,000 4,000
17,000 17,000
Dr. Partner’sCapital Accounts Cr.

Particulars Sai Suresh| Naresh Particulars Sai  [Suresh | Naresh
(Rs) | (Rs)| (Rs) (Rs)| (Rs)| (Rs)

To Revaluation alc 800| 1,200 2,000 || By Balance b/d 7,20,000 | 4,15,000 | 3,45,000

To Cash c/d -| 40,000 - || By Reserve Fund 36,000| 54,000 90,000
To Suresh alc -| 487,800 - || By Goodwill 40,000( 60,000 (1,00,000
To Balance c¢/d |7,95,200 -1 5,33,000

7,96,000 [5,29,000 | 5,35,000 7,96,000 | 5,29,000 | 5,35,000
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New Balance Sheet ason 31¢Mar ch, 2015
Liabilities Amount Assets Amount
(Rs) (Rs)
Capitds. Land 4,00,000
Sa - 795200 Buildings 3,80,000
Naresh— _5,33,000 |13,28200|| Plant& Machinery 4,65,000
Sundry Creditors 1,44,000 || Furniture& Fittings 90,000
Outstanding Expenses 16,000 || Stock 1,80,000
SureshLoanA/c 4,87,800 || Debtors - 1,992,000
Less; Provision — 12,000 1,80,000
Cashinhand 81,000
(1,21,000 — 40,000)
Goodwill 2,00,000
19,76,000 19,76,000

Share of Profits/Losses up to date of deceased Partner

Asstated earlier, the accounting treatment in the event of death of apartnerissimilar to that
incaseof retirement of apartner, and that in case of death of apartner hisclaimistransferredto his
executorsand settled in the same manner asthat of theretired partner. However, thereisonemajor
differencethat, whiletheretirement normally takes place at the end of an accounting period, the

death of apartner may occur any time. Hence, in case of apartner, hisclaim shall dsoincludehis
shareof profit or loss, interest on capital, interest on drawings (if any) from the date of thelast
Balance Sheet to the date of hisdeath.

Themain problem relatesto thecd culation of profit for theintervening period(i.e., theperiod
from date of the last balance sheet to the date of the partner’s death). Since, it is considered
burdensometo close the booksand prepare final account, for the period, the deceased partner’s
shareof profit may be calculated on thebasisof last year’ sprofit (or average of past few years) or

onthebasisof sales.

Thejourna entry will berecorded asfollows:

(@) For transfer of profit to adeceased partner

Profit & LossSuspenseAl/c

To Deceased Partner’s Capital A/c
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(i) For transfer of deceased partner’samount dueto the ExecutersA/c
Deceased Partner’s Capital A/c Dr. XXX
To Deceased Partner’s ExecutersA/c XXX

lllustration-10

B, Cand D werepartnersinafirm sharing profitsintheratio of 5:4:1. The profit of thefirm
for theyear ending on March 31, 2014 was Rs.1,00,000. C dieson June 30, 2014. CalculateC's
shareof profit and passjournal entry.

Solution
Profit for the period from April 1 to June 30, 2014, shall be calculated asfollows:
Total profit for theyear ending on 31st March, 2014 = Rs.1,00,000
C’sshare of profit = Preceding Year's Profit x Proportionate Period ~ Share of Deceased Partner

24
=Rs. 1,00,000= —*—

12 10
= Rs. 10,000
Thejourna entry will berecorded asfollows:
Profit & LossSuspenseA/c Dr. 10,000
To C'sCapital Alc 10,000

(C sshareof profit transferred to his capital account)

lllustration 11
Anil, Bhanu and Chandu were partnersin afirm sharing profitsin theratio of 5:3:2. On
March 31, 2014, their Balance Sheet wasasunder:

Liabilities Amount Assets Amount

(Rs) (Rs)
Creditors 11,000 || Buildings 20,000
Reserve Fund 6,000|| Machinery 30,000
Anil’sCapitd 30,000 || Stock 10,000
Bhanu'scapita 25,000 || Patents 11,000
Chandu’sCapital 15,000 || Debtors 8,000
Cash 8,000
87,000 87,000

Anil died on October 1, 2014. It wasagreed between hisexecutorsand theremaining partners
thet:
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(@ Goodwill tobevaued at 2%2years purchase of the average profitsof the previous

four yearswhichwere:
2010-11 — Rs.13,000, 2011-12 — Rs. 12,000,
2012-13 —Rs.20,000, 2013-14 — Rs.15,000.

(b) Patentsbevalued at Rs.8,000; Machinery at Rs.28,000; and Building at Rs.25,000.

(o Profitfor theyear 2014-15to betaken ashaving accrued at the samerate asthat of
thepreviousyesar.

(d) Interest oncapital provided at 10%p.a

(¢ Half of theamount dueof Anil tobepaidimmediately.

PrepareAnil’sCapital Account and Anil’s Executor’ sAccount ason October 1, 2014.

Solution
Dr. RevaluationA/c Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
To PatentsA/c 3,000 | ByBuildings 5,000
ToMachinery Alc 2,000
5,000 5,000
Dr. Anil’sCapital A/c Cr.
Particulars Amount Particulars Amount
(Rs) (Rs.)
ToAnil'sExecutersAlc 57,000 || ByBdanceb/d 30,000
By Reserve Fund 3,000
By Interest on capital 1,500
By Profit & L oss(suspense) 3,750
By Bhanu'scapital (goodwill) 11,250
By Chandu’scapital (goodwill) 7,500
57,000 57,000
Dr. Anil’s Executers Alc Cr.
Particulars Amount Particulars Amount
(Rs) (Rs)
ToCashA/c 28,500 || ByAnil’'sCapitd Alc 57,000
ToBaanceb/d 28,500
57,000 57,000
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Working Note:
1.  Goodwill =AverageProfit x 2%2years purchase
AverageProfitfor 4years = Rs. 60,000/ 4

=Rs. 15,000
Goodwill = 15,000 X%

=Rs. 37,500
Anil’'sShareof Goodwill = 37,500 X%

=Rs. 18,750

Thisgoodwill amount will adjust with 3:2 ratio between Bhanu and Chandu.
2. Profit from the date of |ast balance sheet to date of death (April 1, 2014 to October
1, 2014) = 6 months

&
Profit for 6 months =Rs. 15,000 * o
=Rs. 7,500
. . ]
Anil’sshareof profit =Rs. 7,500 * I
=Rs. 3,750
3. Interest on Anil’sCapital (April 1, 2014 to October 1, 2014)

=Rs. 30,000 NN
I 100 12

=Rs. 1,500

lllustration-12
You aregiventhe Balance Sheet of Mohit, Sohan and Rahul who are partnerssharing profits
intheratio of 2:2:1, ason March 31, 2014.

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 40,000 ||  Goodwill 30,000
Reserve Fund 25,000 || FixedAssts 60,000
Capitds Stock 10,000
Mohit - 30,000 Debtors 20,000

Sohan - 25,000 Cash at Bank 15,000

Rahul  -15,000 70,000
1,35,000 1,35,000
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Sohan died on June 15, 2014. According to the Deed, hislegal representatives are entitled to:
(& BdanceinCapita Account;
(b)  Shareof goodwill valued onthebasisof thricetheaverage of thepast 4 years profits.
() Shareinprofitsup tothedate of death on the basis of average profitsfor the past 4

years.

(d) Interest on capital account @ 12% p.a.

Profitsfor theyear ending on March 31 of 2011, 2012, 2013 and 2014 were Rs. 15,000,
Rs. 17,000, Rs. 19,000 and Rs. 13,000 respectively.
Mohit and Rahul continued as partner by taking over Sohan’sshare equally. Work out the

amount payableto Sohan'slegal representatives.

Solution
Dr. Sohan’sCapital A/c Cr.
Particulars Amount Particulars Amount

(Rs) (Rs)
To Goodwill Alc 12,000 || By Baanceb/d 25,000
To Sohan’s ExecutersAlc 44,158 || By ReserveFund 10,000
By Interest on capital 625
By Profit & Loss(suspense) 1,333
By Mohit'scapital (goodwill) 9,600
By Rahul’scapital (goodwill) 9,600
56,158 56,158

Working Notes;

1.  Goodwill =AverageProfit x 3years purchase
AverageProfitfor 4years = Rs. 64,000/ 4

Goodwill

Rs. 16,000
16,000 x 3

=Rs. 48,000

2
Sohan’s Share of Goodwill = 48,000 XE

2014) = 2%2months

=Rs. 19,200
2. Profit from the date of |ast balance sheet to date of death (April 1, 2014 to June 15,
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250
Profit for 2.5 months = Rs. 16,000 XE
= Rs. 3,333
) 2
Sohan'sshareof profit = Rs. 3,333 XE
= Rs. 1,333
3. Interest on Sohan's Capital (April 1, 2014 to June 15, 2014)
= Rs. 25,000 XEKE
T 00 12
= Rs. 625
Summary

Retirement of aPartner: Retirement of apartner isone of themodes of reconstituting thefirm
under which an old partnership deed comesto an end and a new one between the continuing
partners(i.e. partners other than the outgoing partner) comesinto existence. However, thefirm
continuesitsbusiness.

New Profit sharingratio after retirement/death: New profit sharingratioistheratioinwhich
theremaining partner will sharefuture profitsafter the retirement or death of any partner.
New Share= Old share + Gaining share.

Gainingratioof remaining partners: Gainingratioistheratioinwhich the continuing partners
have acquired the sharefrom theretiring/deceased partner.
Gainingratio=New ratio—Old Ratio

Thebasicruleisthat gaining partner share compensatesthe sacrificing partner to the extent of their
gainfor therespective share of goodwill.

Revaluation of Assetsand L iabilities: At thetime of retirement/death of apartner, there may be
someassets/liabilitieswhich may not have been shown at their current values.

Adjustment of Accumulated Profitsand L osses: Thereserves (Accumulated profits) or losses
belong to all the partnersand should betransferred to capital account of all partnerson retirement/
death.

Adjustment of Goodwill: If goodwill already appearsinthebooks, it will bewritten off by debiting
al partners capital accountintheir old profit sharing ratio.
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Givecredit for outgoing partners (i.e. retiring/deceased partner) share of goodwill to outgoing
partner capital account.

Computation of amount duetor etiring/deceased partner : Retiring partner/deceased partner
may bepaidin onelumpsum or instalmentswith interest.

Adjustment of Capital: Atthetimeof retirement/death of apartner, the remaining partners may
decideto keeptheir capital contributionsintheir profit sharing ratio. For thispurposethe continuing
partnerswill be adjusted their share capital in new profit-sharing ratio.

MODEL QUESTIONS

Very Short Answer Questions

What ismeant by retirement of apartner

What do you understand by ‘ Gaining Ratio

What arethe adjustmentsrequired on theretirement or death of apartner?
How isthe account of deceased partner settled

Explain themodesof payment to aretiring partner.

o b~ w DN

Exercises
1.  Madhu, Nehraand Tinaare partnerssharing profitsin theratio of 5:3:2. Caculate new
profitsharingratioif
1. Madhuretires
2. Nehraretires
3. Tinaretires
(Ans: New Profit Sharing Ratio: 1= 3:2,2=5:2and 3=5:3)

2. Hari, Prasad and Anwar are partners sharing profitsintheratio of 3:2:1. Hari retires
and hisshareistaken up by Prasad and Anwar intheratio of 3:2. Calculatethe new
profit sharingratio.

(Ans: New Profit Sharing Ratio of Prasad and Anwar=19:11)

3. Ranjana, Sadhnaand Kamanaare partnerssharing profitsintheratio 4:3:2. Ranjana
retires, Sadhnaand Kamanadecided to sharefuture profitsintheratio of 5:3. Caculate
theGaining Ratio.

(Ans Gainingratio=21:11)
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4.  Murdi, Naveen and Omprakash are partnerssharing profitsintheratio of 3:4:1 Murali
retiresand surrenders 2/3rd of hisshareinfavour of Naveen and theremaining share
infavour of Omprakash. Cal culate new profit sharing and the gaining ratio of the
remaining partners.

(Ans: New Profit Sharing Ratio= 3:1 and gaining ratio=2:1)

5. Vasu, Dasuand Bosu are partnerssharing profitsintheratio of 1:2:3. Dasuretiresand
at thetimeof retirement, goodwill isvalued at Rs. 84,000. Vasu and Bosu decided to
sharefutureprofitsintheratio of 2:1. Record the necessary journal entries.

6. Rama Krishnaand Reddy are partnersinafirm sharing profitsand lossesin theratio
of 2:2:1. On Rama’sretirement, the goodwill of thefirmisvalued at Rs. 46,000.
Krishnaand Reddy decided to sharefuture profitsequaly. Record the necessary journd
entry for thetreatment of goodwill without opening’ Goodwill Account’.

7. Shanu, Niceeand Jwalithaare partnerssharing profitsintheratio of 1:3:5. Goodwill is
appearinginthebooksat avalue of Rs. 60,000. Niceeretiresand goodwill isvalued
at Rs. 90,000. Shanu and Jwalitha decided to share future profits equally. Record
necessary journa entries.

8.  Asha Deegpaand Lataarepartnersinafirmsharing profitsintheratio of 3:2:1. Deepa
retires. After making all adjustmentsrelating to reval uation, goodwill and accumulated
profit etc., the capital accounts of Asha and Lata showed a credit balance of
Rs.1,60,000 and Rs. 80,000 respectively. It was decided to adjust the capital s of
Ashaand Lataintheir new profit sharing ratio. They decided that the requirement of
capital isRs. 2,50,000. You arerequired to cal culate the new capital s of the partners
and record necessary journal entriesfor bringing in or withdrawal of the necessary
amountsinvolved.

(Ans: Asha scapital brought —Rs. 27,500 & Lata'scapital withdrew —Rs. 17,500)

9. A,B,andCarepartnersinafirm. B retiresfrom thefirmon 1st Jan 2015.0Onthedate
of hisretirement Rs. 55,000 weredueto him. It was decided that the payment will be
donein 3 equal yearly instalmentstogether with interest @ 10% p.a. ontheunpaid
balance. Prepare necessary entries.
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10. TheBalance Sheet of Mohit, Neerg] and Sohan who are partnersin afirm sharing

profitsaccording to their capitalsason March 31, 2015 was as under:

Liabilities Amount Assets Amount
(Rs) (Rs)

Creditors 21,000 || Buildings 1,00,000

Mohit'scapital 80,000 || Machinery 50,000

Neergj’scapital 40,000 || stock 18,000
Sohan'scapital 40,000 || Debtors - 20,000

Generd reserve 20,000 || Less: Provision - 1,000 19,000

Cash at Bank 14,000

2,01,000 2,01,000

Onthat date, Neerg) decided toretirefrom thefirm and waspaid for hisshareinthe
firmsubject tothefollowing:
1. Buildingsto be appreciated by 20%.

2. Provision for Bad debtsto beincreased to 15% on Debtors.

3. Machinery to be depreciated by 20%.

Prepare necessary accounts and new Balance Sheet after retirement.

(Ans: Gain on Revauation—Rs. 8,000; Mohit’scapital A/c—Rs. 94,000, Sohan’s capital
Alc—Rs. 47,000; Neerg’sloan A/c—Rs.47,000; New Balance Sheet —Rs. 2,09,000).

11. Siva, Ramaand Krishnawerepartnersin afirm sharing profitsintheratio of 2:2:1.
Their Balance Sheet ason March 31, 2015 wasasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs.)

Creditors 49,000 || Cash 8,000
Reserve Fund 18,500 || Debtors 19,000
SivasCapita 82,000 || Stock 42,000
Rama's Capital 60,000 || Buildings 2,07,000
Krishna'sCapita 75,500 || Patents 9,000

2,85,000 2,85,000

Ramaretired on March 31, 2015 on thefollowing terms:
(i) Goodwill of thefirmwasvaued at Rs. 70,000 and was not to appear in the books.
(i) Bad debtsamounting to Rs. 2,000 wereto bewritten off.
(i) Patentswereconsidered asvalueless.
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Prepare Reval uation Account, Partners’ Capital Accountsand the Balance Sheet
(Ans: Losson Revauation-Rs. 11,000; Siva'scapital A/c—Rs. 66,333, Krishna's capital
Alc—Rs. 67,667; Rama'sloan A/c—Rs.91,000, Balance Sheet Total Rs. 2,74,000).

12. Radha Krishnaand Satyawerein partnership sharing profit and lossesin theratio of
4:2:1. OnApril 1, 2015, Krishnaretiresfrom thefirm. On that date, their Balance
Sheet wasasfollows:

Liabilities Amount Assets Amount
(Rs)) (Rs.)
Creditors 3,000 || cashinhand 1,500
BillsPayable 4,500 || Cash at Bank 7,500
ExpensesOwing 4,500 || Debtors 15,000
General Reserve 13,500 || stock 12,000
Capitds: Premises 22,500
Radha - 15,000 Machinery 8,000
Krishna - 15,000 LooseTools 4,000
Satya - 15,000 45,000
70,500 70,500
Thetermswere:

a) Goodwill of thefirmwasvaued at Rs. 13,000.
b) Expensesowing to bebrought downto Rs. 3,750.
¢) Machinery and Loose Toolsareto bevalued at 10% lessthan their book value.
d) Factory premisesareto berevalued a Rs. 24,300.
Prepare: 1. Revauation account
2. Partner’s capital accountsand
3. Baance sheet of thefirm after retirement of Krishna
(Ans: Profit on Revaluation Rs. 1,350; Radha' scapital A/c—Rs. 30,914, Satya's capital
Alc—Rs. 18,979; Krishna sloanA/c—Rs. 22,957, Balance Sheet Total = Rs. 81,100).

13.  Suresh, Naresh and Ramesh are partners sharing profitsintheratio of 3:2:1. Naresh
retired fromthefirm dueto hisillness. Onthat datethe Bal ance Sheet of thefirmwas
asfollows:



228

Accountancy-11

Books of Suresh, Naresh and Ramesh Balance Sheet ason March 31, 2015

Liabilities Amount Assets Amount
(Rs.) (Rs.)
General Reserve 12,000 || Bank 7,600
Sundry Creditors 15,000 || pebtors - 6,000
BillsPayable 12,000 || |ess: Provisions- 400 5,600
Outstanding Salary 2,200 || stock 9,000
Provisonfor Legal Damages 6,000 || Furniture 41,000
Capitals: Premises 80,000
Suresh — 46,000
Naresh — 30,000
Ramesh — 20,000 | 96,000
1,43,200 1,43,200

Additiond Informetion:

(i) Premiseshave appreciated by 20%, stock depreciated by 10% and provisionfor
doubtful debtswasto be made 5% on debtors.

(i1) Goodwill of thefirm valued at Rs. 42,000.

(iii) Rs. 46,000 from Naresh’s Capital account betransferred to hisloan account and

bal ance be paid through bank.

(iv) New profit sharing ratio of Suresh and Rameshisdecidedtobe5: 1.

Givethe necessary ledger accountsand bal ance sheet of thefirm after Naresh' sretirement.
(Ans. Profit on Revaluation Rs. 15,200; Suresh’scapital A/c—Rs. 80,600, Ramesh'scapital

Alc—Rs. 31,533; Paid to Naresh—Rs. 7,067; Balance Sheet -Rs. 1,93,333).

14. R, Sand T werecarrying onbusinessin partnership sharing profitsintheratioof 3:2:1

respectively. On March 31, 2015, Balance Sheet of thefirm stood asfollows:

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Sundry Creditors 16,000 || Buildings 23,000
Capitd: Debtors 7,000
R — 20,000 Stock 12,000

S - 7,500 Patents 8,000

T — 12,500 40,000 || Bank 6,000
56,000 56,000
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Sretired on the above mentioned date onthefollowing terms:
(8 Buildingsto be appreciated by Rs.8,800.
(b) Provision for doubtful debtsto be made @ 5% on debtors.
(c) Goodwill of thefirmto bevalued at Rs.9,000.
(d) Rs.5,000 to be paid to Simmediatel y and the balance dueto him to betreated as
aloan carrying interest @ 6% per annum.
Prepare the balance sheet of thereconstituted firm.
(Ans: Profit on Revaluation Rs. 8,450; R'scapital A/c—Rs. 28,725, T'scapital A/lc—Rs.
15,408; S'sLoanA/c—Rs. 8,317; Balance Sheet - Rs. 68,450)
15. TheBalance Sheet of A, B and C who were sharing the profitsin proportionto their
capitalsstood ason March 31, 2015.

Balance Sheet ason March 31, 2015

Liabilities Amount Assets Amount
(Rs)) (Rs.)
BillsPayable 6,250 || Land& Buildings 12,000
Sundry Creditors 10,000 || Debtors -10,500
Reserve Fund 2,750 || Less Provisions - 500 10,000
Capitds: BillsRecavables 7,000
A — 20,000 Stock 15,500
B — 15,000 Plant & Machinery 11,500
C — 15,000 50,000 || Cashat Bank 13,000
69,000 69,000

B retired onthe date of Baance Sheet and thefollowing adjustmentswereto be made:

(a) Stock was depreciated by 10%.

(b) Factory building was appreciated by 12%.

(c) Provision for doubtful debtsto be created up to 5%.

(d) Provisionfor legal chargesto be made at Rs.265.

(e) Thegoodwill of thefirmto befixed at Rs.10,000.

(f) Thecapital of the new firmto befixed at Rs.30,000.
The continuing partnersdecideto keep their capitalsinthe new profit sharing ratio of
3:2.Work out thefinal balancesin capital accountsof thefirm, and theamountsto be
brought in and/or withdrawn by A and C to maketheir capitalsproportionateto then
new profit sharing ratio.
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(Ans: Loss on Revauation - Rs. 400; A’s capital A/c — Rs. 18,000, C’'s capital A/c —
Rs. 12,000; cash withdrawn by A - Rs. 6,940 & C —Rs. 6,705; B’'s Loan A/c —
Rs. 18,705; Balance Sheet - Rs. 65,220)

16. N, Sand B are partnersin afirm sharing profitsand lossesin ratio of 3:1:2. The
Balance Sheet onApril 1, 2015 wasasfollows:

Liabilities Amount Assets Amount
(Rs) (Rs)

BillsPayable 12,000 || Frechold premises 40,000

Creditors 28,000 || Machinery 30,000

Resarves 12,000 || Furniture 12,000

Capita Accounts: Stock 22,000
N - 30,000 Debtors - 20,000

S - 20,000 Less: Provisions-1,000 19,000

B - 28,000 | 78,000 || cash 7,000

1,30,000 1,30,000

B retiresfrom the businessand the partners agreeto thefollowing:
a) Freehold premisesand stock areto be appreciated by 20% and 15%respectively.
b) Machinery and furniture areto be depreciated by 10% and 7% respectively.
c) Bad Debtsreserveisto beincreased to Rs. 1,500.
d) Goodwill isvalued at Rs. 21,000 on B’sretirement.

€) Thecontinuing partnershave decided to adjust their capitalsin their new profit
sharing ratio after retirement of B. Capital requirement to continuethefirmis
Rs. 72,000. Surplug/deficit, if any, intheir capital accountswill be adjusted.

Prepare necessary ledger accountsand draw the Bal ance Sheet of the reconstituted firm.

(Ans: Profit on Revaluation, Rs. 6,960; N's Capital A/c - Rs. 54,000, S's Capital A/c -
Rs.18,000; Cash supplied by N —Rs. 4,020, Cash withdrawn by S—Rs. 8,660; B's
LoanA/c-Rs. 41,320; Balance Sheet —Rs. 1,53,320).
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17. OnDecember 31, 2014, the Balance Sheet of P, Q and R showed asunder:
Liabilities Amount Assets Amount
(Rs)) (Rs.)
Sundry creditors 25,000 || Buildings 26,000
Reserve Fund 20,000 || Investments 15,000
Capitds Debtors 15,000
P- 15,000 || BillsReceivable 6,000
Q- 10,000 || Stock 12,000
R- 10,000 || Cash 6,000
80,000 80,000

The partnership deed providesthat the profit besharedintheratioof 2:1:1andthat in

theevent of death of apartner, hisexecutorsentitled to be paid out:

(a) Thecapita of hiscredit at the date of |ast Balance Sheet.

(b) Hisproportion of reservesat thedate of last Balance Shest.

(c) Hisproportion of profitsto the date of death based on the average profitsof the
last three compl eted years.

(d) By way of goodwill, hisproportion of thetota profitsfor thethree preceding years.
Thenet profitsfor thelast threeyearswere:
2012- 16,000; 2013 -16,000; 2014 - 15,400

RdiedonApril 1, 2015. He had withdrawn Rs.5,000 to the date of his death.

Prepare R's Capital Account that of hisexecutors.

(Ans: R'ssharein profits—Rs. 988; R's ExecutersA/c—Rs. 14,938)

18. FollowingistheBalance Sheet of P, Q and R ason March 31, 2014.

Liabilities Amount Assets Amount

(Rs) (Rs)
Creditors 16,000 BillsRecdvables 16,000
Generd Reserve 16,000 || Emiture 22,600
Capital Accounts: Stock 20,400
P — 30,000 Debtors 22,000
Q — 20,000 CashinHand 18,000
R — 20.000 70,000 || cach at Bank 3,000
1,02,000 1,02,000
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Qdied on June 30, 2014. Under theterms of the partnership deed, the executorsof a
deceased partner were entitled to:

a) Amount standing to the credit of the Partner’s Capita account;
b) Interest on capital at 5% per annum;
¢) Shareof goodwill onthebasisof twicetheaverage of thepast threeyears’ profit;

d) Shareof profit fromtheclosing date of thelast financia year to the date of desthon
thebasisof last year’sprofit.
Profitsfor theyear ending on March 31, 2012, 2013 and 2014 were Rs. 12,000, Rs. 16,000
and Rs. 14,000 respectively. Profitswere shared intheratio of capitals.
Pass the necessary journal entriesand draw up Q’scapital account to berendered to his
executor.

(Ans: Q' sExecutor Account isRs. 33,821)
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M B Introduction

A company form of organisationitisthird state
intheevolution of formsof organisation. Itscapital is
contributed by a large number of persons called
shareholderswho aretherea ownersof the company.
But neither itispossiblefor dl of themto participatein
the management of the company nor considered
desirable. Therefore, they elect aBoard of Directors
astheir representative to manage the affairs of the
company. Infact, all theaffairsof the company are
governed by the provisions of the CompaniesAct,
1956. A company meansacompany incorporated or
registered under the CompaniesAct. According to
Chief JugiceMarshd, “ acompany isaperson, atificid.
Invisble, intangiblead exigting only intheeyesof law.
Being amerecreation of law it possessesonly those

propertieswhich the charter of itscreation confersupon it, either expresdy or asincidental toits

very exigence’.

A company usudly raisesitscapitd intheform of shares(caled share capital) and debentures
(debt capital). Thischapter deal swith theaccounting for share capital of companies
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m Categories of Share Capital

A company, being an artificia person, cannot generateitsown capital which hasnecessarily
to be collected from several persons. There persons are known as sharehol ders and the amount
contributed by them iscalled share capital . Sincethe number of shareholdersisvery very large, a
separate capital account cannot be opened for each one of them. Hence, innumerable streams of
capita contribution mergetheir identitiesinacommon capita account caled as* sharecapita account'.

8.2.1 Categories of share capital

From accounting point of view the share capita of the company can beclassified asfollows:

Authorized share capita
| ssued capital Unissued capital
Subscribed capital Unsubscribed capital
Called-up-capitd Uncalled capitdl

Paid-up-capital Cdls-in-capita Unreserved capital Reserved capital

1)  Authorised capital: Authorised capita istheamount of sharecapita whichacompany
isauthorised toissueto the public by the Memorandum of Association. Itisalso called
nominal or registered capital.

2) Issued Capital: Issued capita isthat part of the authorised capital whichisactually
issued to the public for subscription. A company may issueitsentire authorised capital
or may issuein partsfromtimeto timeas per the needs of the company.

3) Subscribed Capital: Itisthe part of theissued capital which has been actually
subscribed by the public. Thiscapital can beequal to or lessthan theissued capital.
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4)  Called-up capital: Itisthepart of the subscribed capital whichiscalled-up by the
company to pay on the allotted shares. The company may decideto call theentire
amount or part of theface value of the shares.

5  Uncalled Capital: Uncalled capital isthat portion of theissued/ subscribed capital
that isnot called up by the company on the sharesallotted.

6) Paid-up Capital: Itistheportion of thecaled up capital whichisactualy paid by the
shareholders.

7)  Unpaid-Capital: That part of the called up capitd whichiscalled but not paid by the
shareholdersiscalled unpaid capitd, ie: calles—in-arrears.

8) ReserveCapital: A company may reserve aportion of itsuncalled capital to be
caledonly intheevent of winding up of the company. Such uncaled amount iscalled
Reserve-capita” of thecompany.

8.2.2 Types of shares

Shares, asapplied to the capital of acompany, refer to the unitsinto which thetotal share
capital of acompany isdivided. Thus, ashareisafractiona part of the share capital and formsthe
basisof ownershipinterestinacompany. The personswho contribute money through sharesare
called shareholders.

Theamount of authorised capitd, together with the number of sharesinwhichitisdivided, is
stated in the Memorandum of A ssociation but the classes of sharesinwhich the company’scapital
isto bedivided, along with their respectiverightsand obligations, are prescribed by theArticlesof
Association of the company. A per Section 86 of The CompaniesAct, acompany canissuetwo
typesof shares(1) preference shares, and (2) equity shares(also called ordinary shares).

1) Preferenceshares. Accordingto section 85 of thecompaniesAct, 1956, apreference

shareisonewhichfulfilsthefollowing conditions

a  Thatitcariesapreferentia right todividend, to be paid wither asafixed amount
payableto preference share holders or an amount cal culated by afixed rate of
thenominal value of each sharebefore any dividend ispaid to the equity share
holders.

b)  That with respect to capital it carriesor will carry, on the winding up of the
company, the preferential right to the repayment of capital beforeanythingis
paidto equity shareholders.
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2)  Equity Sharesor ordinary Shares: Theequity sharesareal so called asordinary
shares.According to section 85 of the companiesAct, 1956, an equity shareisashare
which is not a preference share. In other words, shares which do not enjoy any
preferential right in the payment of dividend or repayment of capital arecalled as
equity shares. Theequity shareholdersare entitled to share the distributabl e profits of
thecompany after satisfying thedividend rights of the preferencesshareholders. The
dividend on equity sharesisnot fixed and it may vary from year to year depending
upon theamount of profitsavailablefor distribution.

m Issues of shares

A salient feature of the share capital of acompany isthat the amount on its shares can be
gradually collected in easy installments spread over aperiod of time depending uponitsgrowing
financial requirement. Thefirst installment is collected along with application andis known as
gpplication money, the second on dlotment (termed asallotment money), and theremaining money
iscollected iningtallment aretermed asfirst call, second call and find call. Theword find issuffixed
tothelast installment. However, thisin no way preventsacompany from caling thefull amount on
sharesright at thetime of application.

Accounting Treatment

Normally the sharesof acompany areissued at par value. However, the shares of acompany
can beissued at apremium or at adiscount. Thefollowing isthe accounting treatment for issue of
shares.

8.3.1 Shares issued at Par or Face value

When acompany issuesits sharesat their face val ue, the shares are known to have been
Issued at par.
Example: Thefacevalueof theshareisRs. 100 anditisissued for Rs. 100.

Thefollowing journa entriesarerequired.
1) For Receipt of application money.
Bank A/c Dr
ToshareApplicationAlc.
(Amount received onApplicationfor ........ shares@Rs...... per share)

2) For Transfer of Application money to sharecapital A/c
Share applicationA/c Dr
Tosharecapital A/c
(Application many on....sharesistransferred to share capital A/c)
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3)  Foramount dueon allotment.
SharedlotmentA/c
ToshareCapital Alc
(Sharealotment money dueon..... shares@Rs...... per share)

4)  Forreceipt of allotment money
BankAlc Dr
ToshareAllotment A/c.
(Allotment money receivedon......shares@Rs...... per share)

When call ismade and theamount of the sameisreceived, thejourna entriesarerequired.

5)  Forcdl amount due
Sharefirstcal Alc
Toshare Capital Alc
(Cal money dueon...... shares @ Rs.....per share)

6) For Receptof cal amount.
Bank A/c Dr
To Sharefirstcal Alc
(Cdll money received on....shares)

Note:- If acompany makesmorethan onecal the same accounting treatment isfollowed for
recording the second call or third call money due and their receiptsthelast call madeisknown as
find cdl.

lllustration 1

Pavithra Ltdissued 10,000 sharesof Rs. 10 each for the subscription. Payableat Rs.3 per
share on application, Rs.4 per share on alotment and the balance onfirst and final call. All the
amountswereduly received. Makejourna entriesin the books of the company.

Booksof PavithraLtd Journal.

Date | Particulars L.F Debit Credit
Amount (Rs)) | Amount (Rs.)
Bank A/c Dr 30,000
To shareApplicationAlc. 30,000

(Amount received on Application for
10000 shares @Rs 3 per share)
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Share application A/c Dr 30,000
To share capital A/c 30,000
(application many on 10000 shares
transferred to share capital A/c)
Share allotment A/c Dr 40,000
To share Capital A/c 40,000
(Share alotment money due on10000
shares @Rs 4 per share)
Bank A/c Dr 40,000
ToshareAllotment A/c. 40,000
(Allotment money received on 10000
shares @ Rs4 per share)
Sharefirst & final call A/lc ~ Dr 30,000
To share Capital A/c 30,000
(Cal money due on 10000 shares @
Rs 3 per share)
Bank A/c Dr 30,000
To Sharefirst & final call A/lc 30,000

(call money received on 10000 shares)

[lustration 2
Bhavani Ltdissued 20,000 sharesof Rs. 20 each to the public for subscription asfollows,
Payable Rs. 5 onapplication, Rs. 10 on alotment and the remaining balanceon first and fina call.
Givethe Journd entriesin the booksof the company.

Booksof Bhavani Ltd Journal.

Date Particulars L.F Debit Credit
Amount (Rs.) |Amount (Rs.)
Bank A/c Dr 1,00,000
ToshareApplicationAlc. 1,00,000

(Amount received onApplicationfor
20000 shares @Rs5 per share)
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ShareapplicationAlc Dr 1,00,000

To share capital A/c 1,00,000
(application many on 20000 shares
transferred to share capital A/c)

Share allotment A/c Dr 2,00,000

To share Capital A/c 2,00,000
(Share alotment money due on20000
shares @ Rs 10 per share)

Bank A/c Dr 1,00,000
To shareAllotment A/c. 1,00,000
(Allotment money received on 20000
shares @ Rs 10 per share)

Sharefirst & fina call Alc  Dr 1,00,000

To share Capital A/c 1,00,000
(Call money due on 20000 shares @ Rs
5 per share)

Bank A/c Dr 1,00,000
To Sharefirst & final call A/c 1,00,000
(call money received on 20000 shares)

[llustration 3

Sival tdissued 30000 shares of Rs 30 each to the public for subscription asfollows, payable
Rs5 on application, Rs 10 on alotment, and the remaining balance onfirst call Rs5,second call
Rs5, andfinal call Rs5.Givethejournal entriesin the booksof the company.
Booksof SivaLtd Journal.

Date | Particulars L.F Debit Credit
Amount (Rs)) | Amount (Rs)
Bank A/c Dr 1,50,000
To ShareApplicationAlc. 1,50,000

(Amount received on Application for 30000
shares @Rs5 per share)
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ShareapplicationAlc Dr 1,50,000

To share capital A/c 1,50,000
(application many on 30000 shares
transferred to share capital A/c)

SharedlotmentA/c Dr 3,00,000

To share Capital A/c 3,00,000
(Share alotment money due on30000
shares @Rs 10 per share)

Bank A/c Dr 3,00,000

To shareAllotment A/c. 3,00,000
(Allotment money received on 30000
shares @ Rs 10 per share)

Sharefirst call A/c Dr 1,50,000
To share Capital A/c 1,50,000
(Call money dueon 30000 shares @ Rs
5 per share)

Bank A/c Dr 1,50,000
To Sharefirst call Alc 1,50,000
(call money received on 30000 shares)

Sharesecond call A/c  Dr 1,50,000

To share Capital A/c 1,50,000
(Call money due on 30000 shares @ Rs
5 per share)

Bank A/c Dr 1,50,000
To Share second call A/c 1,50,000
(call money received on 30000 shares)

Sharefinal call A/lc  Dr 1,50,000
To share Capital A/c 1,50,000
(Call money due on 30000 shares @ Rs
5 per share)
Bank A/c Dr 1,50,000
To Sharefinal call Alc 1,50,000
(Call money received on 30000 shares)
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8.3.2 Shares issued at Premium (Section 52)

When acompany issuesitssharesat aprice of morethanthefacevalue, itissaid to bean
issueat apremium. Themoney collected morethan thefacevalueis® Premium”.

For example:-If the face value of the shareisRs100 and issued at Rs 110. The excess
amount Rs. 10istreated ascapital income. Itistransferred to securitiespremium account and will
beshownintheliabilitiesside of the balance sheet under the head “ Reservesand Surplus’.

Whentheissueof sharesisat apremium, theamount of premium may technically becalled at
any stage of theissue of shares. However, premiumisgenerally called with the amount due on
alotment, sometimeswith the gpplication money and rardly withthecall money

Thejourna entriesrequiredissuesof sharesat apremium areasfollows

1) For premium amount called with application money.
a) BankA/c Dr
To Share application A/c
(Money received on gpplicationfor ....shares@Rs.. . .per shareincluding premium)

b) ShareapplicationA/cDr
To Share capital A/c
To securitiespremiumA/c
(Transfer of gpplication money to share capital and premium account)

2)  Premiumamount caled withalotment money

a) ShareallotmentA/cDr
To Share capital A/c
To securitiespremiumA/c
(Amount due on alotment of shares @ Rs......per shareincluding premium)

b) BankAlc Dr
To Sharealotment A/c
(Allotment money received including premium)

[llustration 4

Sarojanamma Ltd issued 20,000 shares of Rs 10 each at a premium of Rs 5 per share,
payableasfollows, onapplication,Rs5(including Rs2 Premium) per share, on allotment Rs7
(including premium Rs3) per share, and thebalance onfirst and final call Rs3. Applicationswere
received for 20000 sharesand allotment was madeto al, makejournal entries.
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Booksof SarojanammalLtd Journal.

Date | Particulars L.F. Debit Credit
Amount (Rs.) | Amount (Rs))
Bank A/c Dr 1,00,000
To shareApplicationA/c. 1,00,000

(Amount received on Application for
20000 shares @Rs5 per shareincluding
premium Rs2)

Share application A/c Dr 1,00,000
To share capital A/c 60,000
To securitiespremiumA/c 40,000
(application money on 20000 shares
transferred to share capital A/cand
premiumA/c)

ShareallotmentA/c  Dr 1,40,000
To share Capital A/c 80,000
To securitiespremiumA/c 60,000
(Share alotment money due on20000
shares @Rs 7 per shares including

premium Rs3)
Bank A/c Dr 1,40,000
To shareAllotment A/c. 1,40,000

(Allotment money received on 20000
shares @ Rs 7 per share including
premium)

Sharefirst & final call A/c  Dr 60,000
To share Capital A/c 60,000
(Call money due on 20000 shares @ Rs
3 per share)

Bank A/c Dr 60,000
To Sharefirst & final cal Alc 60,000
(Call money received on 20000 shares)
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lllustration 5

Ramaiah Ltd issued 50,000 shares of Rs 10 each at apremium of Rs5 per share, payable
asfollows, on application Rs5(including premium Rs 2) per share, on allotment Rs6 (including
premium Rs3) per share, theremaining balance Rs4 onfirst and fina call, theissuewasfully
subscribed .All the money wasduly received.

Make Journa entries.

Booksof Ramaiah Ltd Journal.

Date | Particulars L.F. Debit Credit
Amount (Rs.) ' Amount (Rs.)

Bank A/c Dr 2,50,000
ToshareApplicationAlc. 2,50,000
(Amount received on Application for
50000 shares @Rs5 per shareincluding
premium Rs2)

Share applicationA/c Dr 2,50,000
To share capital A/c 1,50,000
To securitiespremiumA/c 1,00,000
(application many on 50000 shares
transferred to share capital and premium
Alc)

Share alotment A/c Dr 3,00,000
To share Capital Alc 1,50,000
To securitiespremiumA/c 1,50,000
(Share alotment money due on50000
shares @Rs 6 per share including
premium Rs3)

Bank A/c Dr 3,00,000
ToshareAllotment A/c. 3,00,000
(Allotment money received on 50000
shares @ Rs 6 per share including
premium Rs2)
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Sharefirst & final call A/c  Dr 2,00,000
To share Capital A/c 2,00,000
(Call money due on 50000 shares @ Rs
4 per share)

Bank A/c Dr 2,00,000
To Sharefirst & final call Alc 2,00,000
(Call money received on 50000 shares)

8.3.3 Shares Issued at Discount (Section 53)

When acompany issuesitssharesat apricelessthanthefacevalue, itissaidtobeanissue
at adiscount. Thedifference between thefacevalueandissuepriceiscalled“ Discount”. Itisa
capital loss. Itwill beshown intheasset side of the balance sheet under the head “Miscellaneous
Expenditure’”. Maximum rateof discount is10 per cent only.

For example:-If theface value of the shareisRs100 and issued at Rs 90.

Whenever sharesareissued at adiscount, theamount of discount isbrought into the books
at thetime of allotment by debiting an account called * Discount ontheissue of sharesaccount’

Thejournal entriesrequired issuesof sharesat adiscount areasfollows

a) SharealotmentA/cDr
Discount ontheissue of sharesA/c
To Sharecapital Alc
(Amount dueon alotment of .....shares@ Rs.....per share and discount on issue
brought into account)

b) BankA/c Dr
To SharedlotmentA/c
(Allotment money received on ....shares)

lllustration 6
Sugunamotors Ltdissued to the public for subscription of 10,000 sharesof Rs10eachat a
discount of 10% per share, payable at Rs4 on application, Rs3 on dlotment and Rs2 onfirst and
fina call, theissuewasfully subscribed .All themoney wasduly received.
Writethe Journal entriesin the books of the sugunamotorsLtd
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Booksof SugunaMotorsLtd

Journal
Date | Particulars L.F. Debit Credit
Amount (Rs.) | Amount (Rs))
Bank A/c Dr 40,000
To shareApplicationAlc. 40,000
(Amount received on Application for
10000 shares @Rs 4 per share)
ShareapplicationAlc Dr 40,000
To share capital A/c 40,000
(application many on 10000 shares
transferred to share capital A/c)
Share allotment A/c Dr 30,000
Discount onissueof sharesA/c Dr 10,000
To share Capital Alc 40,000

(Amount due @ Rs 3 per share on
allotment and discount Rs 1 per shareon

10000 shares)
Bank A/c Dr 30,000
To shareAllotment A/c. 30,000
(Allotment money received on 10000
shares @ Rs 3 per share)
Sharefirst & final call A/c Dr 20,000
To share Capital Alc 20,000
(Call money due on 10000 shares
@ Rs2 per share)
Bank A/c Dr 20,000
To Sharefirst & final call Alc 20,000

(Call money received on 10000 shares)
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[llustration 7
Ravi Tractor Ltd issued to the public for subscription of 20,000 sharesof Rs10each at a
discount of 10% per share, payableat Rs2 on application, Rs3 on allotment and Rs4 onfirst and
find call, theissuewasfully subscribed .All the money wasduly received.
Prepare the Journal entriesin the books of the company

Booksof Ravi tractor company Ltd Journal.

Date | Particulars L.F. Debit Credit
Amount (Rs.) | Amount (Rs)
Bank A/c Dr 40,000
ToshareApplicationA/c 40,000.
(Amount received on Application for
20000 shares @Rs 2 per shares)
Share applicationA/c Dr 40,000
To share capital A/c 40,000
(application money on 20000 shares
transferred to share capital A/c)
Share allotment A/c Dr 60,000
Discount onissue of sharesA/c Dr 20,000
To share Capital Alc 80,000

( Amount due @ Rs 3 per share on
alotment and discount Rs 1 per shareon

20000 shares)
Bank A/c Dr 60,000
ToshareAllotment A/c. 60,000
(Allotment money received on 20000
shares @ Rs 3 per share)
Sharefirst & final call A/c Dr 80,000
To share Capital A/c 80,000
(Call money due on 20000 shares @ Rs
4 per share)
Bank A/c Dr 80,000
To Sharefirst & final call A/c 80,000

(Call money received on 20000 shares)
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Summary

Company isan organisation conssting of individualscalled* shareholders’ by virtueof their holding
the shares of acompany, who can act asonelegal person asregardsitsbusinessthrough an elected
board of directors.

ShareisaFractiond part of thecapita, and form the basisof ownershipinacompany; sharesare
generaly of twotypes, viz., equity sharesand preference shares, according totheprovisonsof The
CompaniesAct, 1956. Preference sharesagain are of different types based on vary shades of
rightsattached to them.

Share capital of acompany iscollected by issuing sharesto either aselect group of persons
through theroute of private placementsand/ or offered to the public for subscription. Thus, the
issue of sharesis basic to the capital of a company. Shares are issued either for cash or for
consideration other than cash, the former being more common. Sharesare said to beissued for
consideration other then cash when acompany purchasesbusi ness, or some asset/ assets, and the
vendorshave agreed to receive payment in theform of fully paid sharesof acompany.

Stagesof Sharelssueare Theissueof sharesfor cashisrequired to bemadein strict conformity
with the procedurelaid down by law for the same. When sharesareissued for cash, theamount on
them can be collected at one or more of thefollowing stages:

()  Applicationfor shares
(i)  Allotment of shares
(i)  Cdl/calsonshares.

Callsinarrearsasthefull amount called on allotment and/ or call (calls) isnot received from
thedlottees/ shareholders. Theamount not so received arecumulatively called unpaid callsor cals
in-Arrears. However, itisnot mandatory for acompany to maintain aseparate callsin arrearsto
pay apart or whole of theamount not yet called up onthe sharesall otted to them. Any amount paid
by ashareholder intheexcessof theamount duefrom himonalotment/cal (cals) isknownasCals
inAdvance or which aseparate account ismaintained. A company hasthe power to chargeinterest
oncalsinarrearsandisunder an obligationto pay interest on callsin advanceif it acceptsthemin
accordancewith the provisionsof Articlesof Association.
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MODEL QUESTIONS

Short Answer Questions.

1) Whatisauthorized capital?

2) Whatisapreferenceshare?

3) Whatisan Equity share?

4)  Explaintheissueof sharesat par.

5  Explaintheissueof sharesat premium.

6) Explaintheissueof sharesat discount.

Essay type Questions.
1) Explainthecategoriesof sharecapital.
2) Explaintheclassesof shares.

3) Explainthetypesof issueof shares.
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Exercises

1

2)

3

4)

5)

Dhana Ltd issued 20,000 shares of Rs. 100 each for the subscription. Payable at
Rs.40 per share on application, Rs.40 per share on allotment and the balance Rs 20
onfirstandfinal call. All theamountswereduly received. Makejourna entriesinthe
books of the company

Charan Ltd decided to issue 10,000 shares of Rs. 200 each for the subscription.
Payable at Rs.50 per share on application, Rs.100 per share on allotment and the
balance Rs50 onfirst and final call. All the money wasduly received. Writejournal
entriesinthe books of the company

Gayaitri clothsLtd issued 15,000 shares of Rs. 150 each, Payable at Rs.50 per share
on application, Rs.50 per shareon allotment and thebalance Rs20 onfirst call, Rs20
onsecond call and Rs10find call. All themoney wasduly received. Preparejourna
entriesinthe books of the company

Jayaram Furniture’sLtd issued 20,000 shares of Rs100 each at apremium of Rs10
per share payable asfollows, on application Rs40(including premium Rs5 per share),
onadlotment Rs40 (including premium Rs5 per share) theremaining balanceRs30 on
firstandfinal call, theissuewasfully subscribed .All the money wasduly received.
Makethe Journal entriesin the books of the company.

AnushaL td having an authorized capital of Rs100,00,000in shareof 10 eachissued
10,000 at apremium of Rs2 per share payableat R4 on gpplication(including premium
Rs1 per share), Rs5 onalotment (including premium Rs 1 per share) theremaining
balance Rs3 onfirstandfinal call, theissuewasfully subscribed .All the money was
duly received. Preparethe Journal entriesin the books of the company.
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6)

8)

9

Karthik Ltd issued 50,000 sharesof Rs100 at apremium of Rs 10 per share, payable
at Rs40 on gpplication(including premium Rs5 per share), Rs40 ondlotment (including
premium of Rs5 per share) theremaining balanceRs 30 onfirst and find call, theissue
wasfully subscribed .All the money wasduly received. Record the Journal entriesin

the books of the company.

Padmavati Ltdissued to the public for subscription of 10,000 sharesof Rs100 each at
adiscount of 10% per share, payable at Rs30 on application, Rs40 on allotment and
Rs20 onfirstandfinal call, theissuewasfully subscribed .All the money wasduly
received. Writethe Journal entriesin the books of the company.

Abishek Ltd issued 20,000 shares of Rs 100 each at adiscount of 10% per share, the
shareswere payableat Rs. 40 on application, Rs30 on allotment and Rs 20 onfirst
andfind call, theissuewasfully subscribed .All themoney wasduly received. Record
the Journa entriesin the books of the company.

Venkat Ltd issued 50,000 shares of Rs 10 each at adiscount of 10% per share, the
shareswere payable at Rs3 on application, Rs3 on allotment and Rs3 onfirst and
find cal, theissuewasfully subscribed .All themoney wasduly received. Give Journd

entriesin the books of the company.
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Computerised Accounting System

Introduction

Manua system of accounting hasbeenthemost
popular method of maintaining records of financial
transactions of an organisation, which requires
mai ntaining books of accountssuch asJourna, Cash
Book, Specia Purpose Books, Ledger, etc., soasto
prepareasummary of transactionsand fina accounts
manually. Gradually, with the development of
technology, machine ware started to be used in
accounting process. Billing machine is a popular
exampleinthisregard. Thismachineis capable of
computing discount, adding net total and posting
requisite datato relevant accounts. The customer’s
bill isgenerated automatically oncethe operator has
entered the necessary information. These machines

combinethefeaturesof atypewriter and variouskindsof calculators. With the devel opment of

technol ogy, not only computer started playing animportant rolein accounting process but the newer

versionsof these machineshave a so started operating through computers.

The successof agrowing organi sation with acomplexity of transactionstrendsto depend on

resource optimisation, quick decision-making and control. Traditional, periodic accounting takes
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placeover regular intervals, duringwhichfinancia satementsare prepared. Sincetraditiond reporting
providesacompany’sfinancial position, results of operations, cash flows, and other financial
information of severa weeksor even months after the reporting period hasended, theinformation
reportedisnot asrelevant asit could be. The sooner acompany issuesitsfinancial statementsfor a
particular period, themore useful it would beto users, aslong asaccuracy isnot compromisedin
order toissue statementsquickly.

Asareault, the maintenance of accounting dataon ared-time (or spontaneous) basisbecame

amogt essentid. Maintaining red-time accounting recordsisposs ble only through accounting system
under acomputerised environment.
Real-TimeAccounting: Inreal-timeaccounting system once atransaction isentered and saved,
theinformationisimmediately postedto al appropriatejournas, ledger and financial statements.
Real-Time accounting allows management to quickly adapt to opportunitiesand address problems.
Daily reporting greatly easesthe stressinvolved in preparing quarterly and year-end financial
satements. Rather than spending long hoursin preparing periodic financial statements, management
executives, accountantsand other bus nessprofessionalsarealowed moretimefor other tasks, such
asfinancid management, product devel opment aand customer rel ations. Businessesare becoming
increasingly reliant onfinancia information that isreported astransactionsand eventsoccur.

m Computers in Accounting

Accounting refersto identifying transactions and events of financial nature and recording
theminthebooksof accountsand producing meaningful information for theusers. Thus, theforemost
function of accountingistoidentify transactionsand eventsof financia natureand recordtheminthe
books of accounts.

Accounting processmeans preparing vouchersfor thetransactions, writing theminthe Journd,
posting the recorded transactionsin the L edger Accounts, drawing Trial Balance and thereafter
preparing Financial Statements, i.e., Trading Account, Profit and LossAccount and Bal ance Sheet.

Accounting process, whether carried out manually or by use of computers, generates
accounting records such as Cash Book, Bank Book, Journal, Purchases Book, SalesBook, Ledger
and Tail Balance. Besidesthe accounting records, certain reports such as Payroll, Stock Report,
Satutory Returns (VAT, CST, etc), Debtors Report, Creditors Report and Exception Report, etc.,
are also prepared under both the methods.

mProcess of Computerised Accounting System

Accounting softwareisused to perform thefunction of accounting. The softwarefunctionson
the concept of database. Asdiscussed above, accounting software eiminatesthe process of posting
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atransactioninto the Ledger account, that is, when atransactionisentered in the computer system,
thefunction of posting in theledger amount isautomatic dueto instructionsin the software. The
softwareis so designed that atransaction, once entered, isautomatically transported or transferred
or posted to the L edger account al so. Computeri sed accounting can be explained asaprocessing
function. Dataprocessing hasthreedistinct stages.

INPUT PROCESSING OUTPUT

Transaction Data Computer Financial Satement
& Or &

Amendmentsto Data Accounting System M anagement I nformation

Input

Theinput to acomputerised accounting systemisthe accounting data, whichisobtained from
the detail s of each transaction. In practice, the data originatesfrom asource document. A source
document isthe document, whichisproduced asaresult of the happening of atransactionandis
kept asaproof of thetransaction. Infact, source documentsare used to tracethe transactions|ater
on. Theexamplesof source documentsincludeinvoices, chequesreceived, salesorder form, credit
note, debit notesetc. In acomputerised accounting system, computers are used to produce source
documentsand thedataisautomatically inputted to the system for storage and further processing.

Another input to the computerised accounting system isthe set of accounting rulesand
procedures, which are programmed to process the accounting dataas per the accounting theory
and conventions. These accounting rulesand procedures are coded in the accounting software,
whichisloaded and run by the computer, when the transactionsare to be processed by the system.

Processing

Computersarethefastest computing machinesavailableto the mankind. The computerised
accounting systemsare built to take advantages of thefast processing capabilitiesof themodern
day compuiters. Inthisstage, the accounting datais processed as per the accounting rules of double
entry book keeping. The only addition hereisthat unlike manual accounting systems, computerised
accounting systemsarevery fast and error free.

Output

Thebas c output of computerised accounting systemisthe Trading and Profit & Lossaccount
and the Balance Sheet. Compuiteri sed accounting system producesthesefina accountsautomatically
and on the user’ srequest. The most interesting thing to noteisthat in computerised accounting,
these statements can be produced as often asdesired but in the manual system of accounting the
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production of fina accountsisavery tediousand time consuming activity and sometimestakesas
long astwo or three monthsto finalise the accounts. Also the computers automatically transfer the
output of one component of computerised accounting to another component asinput. That is, data
sharingispossible.

Driving Forces for Computerised Accounting

Whenthecomputerswerefirst put to useby the businesscommunitiesthe accounting function
wasthefirgt gpplication for computerization. Organizationsintending to use computersinvariably
make the computerization of the accounting function their first priority because of thefollowing
reasons.

1.  Computerscan process numeric datamoreeasily than thetextual dataand thevery

nature of accounting work isnumeric. Therefore, it isasimpletask for computer
programmersto codify numeric calculations.

2. Computers can take up ajob if the same can be solved by a precise step by step
procedure, i.e., if thetask isagorithmic. And the accounting systemisalgorithmic
becauseit hasaset of sandards, clearly defined and unambiguousrulesand procedures
to prepare books of accounts. Thisfactor makesaccounting easy to beexplainedina
precise step by step sequence, using toolslike Flowchartsetc., and programmerscan
easily convert aFlowchart into asource code.

3. Thebasic method of recording transactions, irrespective of the naturesof thefirm, is
amost thesame. Therefore, the programmers can devel op generd purpose accounting
packages. Thiscan beused by any kind of bus nessfirmwith minor modifications. This
factor also became a temptation for amateur programmers to write software for
accounting, which can berun on any computer without any difficulty.

4.  Thevolumeof accounting detaisawaysvery high, especidly inlargesizeorganizations.
Thusit becomesdifficult and error-proneto processmanualy thousandsof transactions
every day. I ntroduction of computersin accounting assured speedy processing of
voluminousdataand that too without errorsin cal cul ations.

Comparison of Manual and Computerized

9.5

Accounting System

Aim of both manual and computerized accountingisto record, classify and summarizethe
accounting transactions. Both areused for preparing financia statementsbut thedifferenceinthe
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system. We can writethe difference between manual accounting and computerized accounting on

thefollowing basis.

Basis of Difference Manual Accounting Computerized Accounting

1 Definition Manual accounting is the | In this system of accounting, we
system in which we keep | use computer and different
physical register of jouwrnal | accounfting software for digital
and ledger for keeping the | record of each fransaction.
records of each transaction.

2 Calculation In manual accounting, all | In computerized accounting, owr
calculation of adding and | duty is to record the transactions
subtracting are done [ manually in the database. All the
manually. For example, we | calculations are done by
find the balance of any ledger | computer system. We need notto
acco unt, we will calculate the | calculate each account's balance,
debit and credit side and then | it is calculated automatically by
we will find its difference for | computerized accounting system.
showing balance,

3 Ledger [n manual accounting, we | Computerized accounting system

Accounts check the journal and then | will automatically process the
we transfer figures to related | system and will make all the
accounts' debit or caredit side | accounts ledgers because we
through manual posting, hawve pass the wvoucher entries

under its respectad ledger
acoo unt,

4 Trial Balance | In this system of accounting, | Our computerized accounting
we hawve to collect the | system will produce trial balance
information of the balances | auto matically.
of all accounts in our ledger,
on this basis, we have
prepared the trial balance
manually.

5 Adjustment Both adjustment jowrnal | Only adjustment entries will pass
Entries enfries and its posting in the | in the computerized accounting
Record ledger accounts will be done | system, posting in the ledger

manually one by one, acco unts will he done
automatically.

[ Financial We have to make the|We need not prepare finandal
Statements financial statements | statement manually, financdal

manually by careful | statements will hecome

transferring trial balance's | automatically. It will also change

fisures in income statement | after each voucher entry in the

and balance sheet, system  this faciity iz  not
available in the manual
accounting system.
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m Advantages of Computerised Accounting System

Computerised accounting offers several advantagesvis-a-vismanual accounting, theseare
summarized asfollows,

1.

Speed: Accounting dataisprocessed faster by using acomputerised accounting system
than it isachieved through manual efforts. Thisisbecause computersrequirefar less
timethan human beingsin performing atask.

Accuracy: Theposshility of error iseliminated in acomputerised accounting system
becausethe primary accounting dataisentered oncefor all the subsequent usageand
processesin preparing the accounting reports. Normally, accounting errorsinamanua
accounting system occur because of repeated posting of same set of origina databy
severd timeswhile preparing different typesof accounting reports.

Réiability: Thecomputer system iswell-adapted to performing repetitive operations.
They areimmuneto tiredness, boredom or fatigue. Asaresult, computersare highly
reliablecompared to human beings. Since computerised accounting systemreliesheavily
on computers, they arerelatively morereiablethan manual accounting systems.

Up-to-Datel nfor mation: Theaccounting records, inacomputerised accounting system
areupdated automatically asand when accounting dataisentered and stored. Therefore,
latest information pertaining to accounts get reflected when accounting reportsare
produced and printed. For example, when accounting data pertaining to atransaction
regarding cash purchase of goodsisentered and stored, the cash account, purchase
account and also thefinal accounts (trading and profit and loss account) reflect the
impactimmediatdy.

Real TimeUser Interface: Most of the automated accounting systemsareinter-
linked through anetwork of computers. Thisfacilitatestheavailability of informationto
varioususersat thesametimeon areal timebasis(that isspontaneoudy).

Automated Document Production: Most of the computerised accounting systems
have standardised, user defined format of accounting reports that are generated
automatically. Theaccounting reports such as Cash book, Tria balance, Statement of
Accounts are obtained just by click of a mouse in a computerised accounting
environment.

Scalability: In acomputerised accounting system, the requirement of additional
manpower isconfined to dataentry operatorsfor storing additional vouchers. The
additional cost of processing additiona transactionsisalmost negligible. Asaresult the
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10.

12.

13.

computerised accounting systemsarehighly scalable.

L egibility: Thedatadisplayed on computer monitor islegible. Thisisbecausethe
characters(a phabets, numerals, etc.) aretypewritten using standard fonts. Thishelps
inavoiding errorscaused by untidy written figuresinamanual accounting system.

Efficiency: Thecomputer based accounting systemsensure better use of resources
andtime. Thisbringsabout efficiency in generating decisions, useful information and

reports.

Quality Reports: Theinbuilt checksand untouchablefeaturesof datahandling facilitate
hygienic and true accounting reportsthat are highly objectiveand can berelied upon.

M I SReports: Thecomputerised accounting system facilitatestherea timeproduction
of management information reports, whichwill help management to monitor and control
thebusinesseffectively. Debtors analysiswould indicatethe possibilitiesof defaults
(or bad debts) and al so concentration of debt and itsimpact on the bal ance sheet. For
example, if the company hasapolicy of restricting the credit sdlesby afixed amount to
agiven party, theinformationisavailable on thecomputer systemimmediately when
every voucher isentered through the dataentry form. However, it takestimewhen it
comesto amanual accounting system. Besides, theresultsmay not be accurate.

Storageand Retrieval: The computerised accounting system allowsthe usersto
store datain amanner that does not require alarge amount of physical space. Thisis
because the accounting datais stored in hard-disks, pendrive, CD/DVD-ROMS,
floppiesthat occupy afraction of physica space compared to booksof accountsinthe
form of ledger, journa and other accounting registers. Besides, the system permitsfast
and accurateretrieval of dataand information.

M otivation and Employees|nterest: Thecomputer system requiresaspecialised
training of staff, which makesthem feal morevaued. Thismotivatesthem to develop
interest inthejob. However, it may also causeres stancewhen weswitch over froma
manual system to acomputer system.

Limitations of Computerised Accounting System

Themain limitationsemerge out of the environment in which the computerised accounting

systemismadeto operate. Theselimitationsareasgiven below;

1.

Cost of Training: The sophisticated computerised accounting packages generally
require specialised staff personnel. Asaresult, ahugetraining cost isincurred to
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understand the use of hardware and software on a continuous basi s because newer
typesof hardware and software are acquired to ensure efficient and effective use of
computerised accounting systems.

Saff Oppostion: Whenever theaccounting systemiscomputerised, thereisasgnificant
degree of resistance from the existing accounting staff, partly because of thefear that
they shall be made redundant and largely because of the perception that they shall be
|essimportant to the organisation.

Disruption: Theaccounting processes suffer asignificant lossof work timewhenan
organisation switchesover to the computerised accounting system. Thisisdueto changes
intheworking environment that requiresaccounting staff to adapt to new systemsand
procedures.

System Failure: Thedanger of the system crashing dueto hardwarefailuresand the
subsequent loss of work isaseriouslimitation of computerised accounting system.
However, providing for back-up arrangements can Inability to Check Unanticipated
Errors. Sincethe computerslack capability to judge, they cannot detect unantici pated
errors as human beings commit. Thisis because the software to detect and check
errorsisaset of programmesfor known and anticipated errors.

Breachesof Security: Computer related crimesaredifficult to detect asany ateration
of datamay go unnoticed. Thealteration of recordsin amanua accounting systemis
easily detected by first sight. Fraud and embezzlement are usually committed ona
computerised accounting system by alteration of dataor programmes. Hacking of
passwords or user rights may change the accounting records. Thisisachieved by
tapping telecommuni cationslines, wire-tapping or decoding of programmes. Also, the
peopleresponsiblefor tampering of datacannot belocated whichinamanual system
isrelatively easier to detect.

Ill-effects on Health: The extensive use of computers systems may lead to
development of varioushealth problems: bad backs, eyestrain, muscular pains, etc.
Thisaffectsadversely the working efficiency of accounting staff on one hand and
increased medical expenditure on such staff on the other. Obviate thislimitation.
Software damage and failuremay occur dueto attacksby viruses. Thisisof particular
relevanceto accounting systemsthat extensively use Internet facility for their online
operations. No fool proof solutions are avail able as of now to tackle the menace of
attackson software by viruses.



Computerised Accounting System 259

m Sourcing of Accounting Software

Accounting softwareisanintegrd part of the computeri sed accounting system. Animportant
factor to be cons dered before acquiring accounting softwareisthe accounting expertise of people
responsible in organisation for accounting work. People, not computers, are responsible for
accounting. Theneed for accounting software arisesin two situations:

a  Whenthecomputerised accounting systemisimplemented to replacethemanua system

or

b.  Whenthecurrent computerised system needsto bereplaced with anew oneinview of

changing needs.

m Accounting Packages

Every Computerised Accounting Systemisimplemented to perform the accounting activity
(recording and storing of accounting data) and generate reportsas per the requirements of the user.
From this perspectivethe accounting packages are classified into thefollowing categories:

(8 Readytouse
(b) Customisd
(¢ Talored

Each of these categoriesoffersdistinctive features. However, the choice of the accounting
software would depend upon the suitability to the organisation especialy in termsof accounting
needs.

Ready-to-Use

Ready-to-Use accounting softwareis suited to organi sations running small/ conventional
businesswherethefrequency or volumeof accounting transactionsisvery low. Thisisbecausethe
cogt of ingdlationisgenerdly low and number of usersislimited. Ready-to-Usesoftwareisrdatively
easier to learn and peopl e (accountant) adaptability isvery high. Thisalso impliesthat level of
secrecy isrelatively low and the softwareisproneto datafrauds. Thetraining needsaresmpleand
sometimesthe vendor (supplier of software) offersthetraining on the software free. However,
these software offer little scope of linking to other information systems.

Customised

Accounting software may be customised to meet the special requirement of the user.
Standardised accounting softwareavailableinthemarket may not suit or fulfil the user requirements.
For exampl e, standardised accounting software may contain the salesvoucher and inventory status
asseparaeoptions. However, whentheuser requiresthat inventory statusto be updated immediately
upon entry of salesvoucher and report be printed, the software needsto be customi sed. Customised
softwareissuited large and medium businessesand can belinked to the other information systems.
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The cost of ingtallation and maintenanceisrelatively high becausethe high cost isto be paid to the
vendor for customisation. The customisation includes modification and addition to the software
contents, provision for the specified number of usersand their authentication, etc. Secrecy of data
and software can be better maintained in customised software. Sincethe need to trainthe software
usersisimportant, thetraining costsaretherefore high.

Tailored

The accounting softwareisgenerally tailoredin large busi ness organi sationswith multi users
and geographically scattered locations. Thissoftwarerequiresspecialised training to theusers. The
tailored softwareis designed to meet the specific requirements of the usersand form an important
part of the organisational M1S. The secrecy and authenticity checksarerobust in such softwares
andthey offer highflexibility intermsof number of users.

To summarise, thefoll owing tabl e representsthe comparison between the various categories

of accounting software:

Basis Ready toUse Customised Tailored

Nature of Business Small, conventional | Large, medium Large, typical
business business business

Cost of installation Low Rdatively high High
and maint enance
Expected Level of Low Rdatively high Relatively high
secrecy (Software
and Data)
Number of usersand | Limited Asper Unlimited
theirinterface specifications
Linkage to other Restricted Yes Yes
information system
Adaptahbility Higdh Rdatively high Specific
Training Low Medium High
requirements
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Summary

Computerised Accounting isaccounting donewith theaid of computer. It trendsto involve
dedicated accounting software and digital spreadsheetsto keep track of abusinessor client’s
financia transaction. computerised accountingisbenificia useof current technol ogical advances.
Not only hasit revol utionised thetraditional paper methods of accounting, but it hasalso created
new typesof accounting applicationsfor business. Computerised Accounting System have replaced
mannual based accountinginvirtually all businesses and organi sations, providing accountants,
managers, employeesand stakehol ders accessto vita accounting information at thetouch abutton.
Computerised accounitn systemsautomate the accounting process, improving efficiency and cutting
down costs. Computerised accounting hasmany advantages|ike Speed, Accuracy, Reliability, Up-
to-Date Information, Real Time User Interface, Automated Document Production, Scalability,
Legibility, Efficiency, Quality Reports, MIS Reports, Storage and Retrieval .Limitations of
Computerised Accounting System:Cost of Training, Staff Opposition, Disruption, System Failure,
Breaches of Security, and I11-effects on Health. The Accounting Packagesare broadly classified
into three categoriesviz.,Ready-to-Use, Customized, and Tailored.
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MODEL QUESTIONS
Very Short Questions
1.  WhatisComputerised Accounting?
2. WhatisMIS?
3. Ready to Useaccounting software.
4. Customised accounting software.
5. Tailored accounting software.

Long answer Questions

1.

Define a computerised accounting system. Distinguish between a manual and
computerised accounting system.

Discusstheadvantages of computerised accounting system over themanua accounting
sysem.

Explainthelimitationsof aComputerised accounting system

Explainthevariouscategories of accounting package.
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10.1

Introduction

We have so for studied accounting records of
firms, which follow the double entry system of book
keeping. Thisgivesusanimpressionthat al business
unitsfollow thissystem. However, inpracticedl firms
do not maintain accounting records strictly as per the
doubleentry system. Many smal sizeenterpriseskeep
incompleterecordsof their transactions. But, they so
haveto ascertainthe profit or lossfor theyear and the
financia position of thefirm asat the end of theyear.
Thischapter dealswith the ascertainment of profit or
lossand financial position of thefirm that have not
been maintaining records as per doubl e entry book
keeping or whoserecords are otherwiseincompl ete.

Meaning and Definition

Accounting records, whicharenot grictly kept
according to double entry system are known as
Accountsfrom Incomplete Records. It Smply means
that principlesof thedoubleentry system arenot being
followedfor dl transactions. Under thismethod, usudly

the personal accounts of the debtorsand creditorsare kept and impersonal accounts (i.e. real and
nominal accounts) may not be maintained inthebooks. Usually only one aspect of every transaction
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isrecorded under thissystem. Thissystem isnamed asAccountsfrom Incompleterecordsor single
entry system. It should be noted that the system which does not totally follow the principles of
doubleentry system, iscalled Accountsfrom Incompleterecordsor singleentry system.

Definition : Accordingto R.N. Carter, singleentry cannot betermed asasystem, asitisnot
based on any scientific system like Double Entry System, for this purpose, single entry isnow-a-
daysknown as preparation of accountsfrom incompleterecords.

Generdly, the Single Entry System can be classified into thefollowing three categories.

1. PureSingleEntry system: Under thistypeof singleentry system, the dual aspect of
each transactionisignored. Only personal accountsof debtorsand creditorsarekept.
No recordsare kept for real and nominal accounts. Thistype of singleentry isnot
popular because even cash book which isavery important book isnot maintained.

Simplesingleentry system: Under thissystem, persona accounts and cashbook
aremaintained.

Quas SingleEntry System: Under this system personal accounts, cash book and
some subsidiary booksare a so maintai ned.

2
3

Features of Accounts from Incomplete Records
a)

Itisunsystematic method of recording transactions.
b) Itisvery common to keep only personal accounts.
c) Itavoidsrea and nomina accounts.
d) Itisvery commonto keep acash book torecord al cash receiptsand cash payments
€)  Thissysemlacksuniformity asit differ fromfirmtofirm.

f) Itismostly suitableand used by soletradersand partnership concerns.

Uses of Accounts from Incomplete Records

a  Singleentry isasmplemethod of recording transaction.
b) Itislessexpensivewhen comparedto doubleentry system of book keeping.
c) Itismainly suitableto smal businessconcernswith limited number of transactions.

d) Itisvery easy tofollow, aperson without any adequate knowledge of principles of
accounting can aso understand it.

€)  Ascertainment of profit or lossisvery easy.
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Limitations of Accounts from Incomplete records

1. Itisnot scientific method of accounting becauseit doesnot record the two-fold aspect
of each transaction.

2. Notrall baancecan beprepared asit doesnot record the dual aspect of each transaction,
sothearithmetical accuracy of the books cannot be checked.

3.  Intheabsence of nominal accounts, trading and profit and loss account cannot be
prepared.

4.  Intheabsenceof real accounts, itisnot possibleto know theexact financia position of
the businesson any particular day by preparing abalance shest.

5.  Internd check isnot possible, sothe possbility of fraud or misappropriationisgreater
incaseof singleentry than in the case of double entry system.

6.  Accountsprepared onthe basisof the single entry do not inspire confidencein the
outsidersowingtothelack of any test for their arithmetical accuracy.

7. ltistodifficult to ascertaintheva ueof thebusiness, specialy of goodwill if theproprietor
wishesto sdll hisbusiness.

Differences Between Single Entry System and

Lt Double Entry System
]_3['515 of Double Entrv Svstem single Entry Systemn
Difference o - o
1. Type It 1z perfect and complete | It 15 an wmcomplete system and a
systern of bool keeping. ctude from of book keeping
2. MNature This system 15 scientific and | This  systern 15 unscienpfic  and
follows certain  accountng | dees  not  follow  accounting
principles pinciples
3 Two aspects | Both  debit  and  credt | Both the aspects are not recorded
aspects of each transaction
are recorded
4 Eecords It prowdes complete and | It does not prowide complete and
detalled records of business | detaled records of business
3. Accounts In this, all types of accourts | In thus, all personal accounts are
namely, personal, real and | mamtaned except cash book, all
notrral accounts are | other real accounts and normnal
tnaintained accourts are ignored.
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6. | Trail Balance |Arthmetica accuracy of | Tral  balanee cannot  be
accounts can be checked | prepared  to check  the
hy  prepanng  a  tral | Arithmetical accuracy
halance

T | Ascertainment | Profit can be ascertaned | Eegular trading and profit and

of profit hy preparing a trading | loss  account  cannot he
and profit  and  loss | prepared and profit cannot he
account can ascertaned

8. Cost Eelatiwely it 13 a more | Relatively 1t 15 a  less
expensive systetmn EXpEn Ve system

a, Suitability It 1z suitable to all types | It 15 suwitable only for small
ofbusiness organization | business concerns

10. | Errots Efrors  can  easily  be | Errors cannot be detected and
detected and rectified rectified

11. | True financial |Balance sheet can  be | Balance sheet cannot  be

position prepared to know the true | prepared and only a statement
and fair financial position | of affairs 15 prepared to know
the financial position in a

rough matner

[ XMW Preparing Statement of Affairs

Under thismethod, statements of assetsand liabilitiesasat the beginning and at the end of
therelevant accounting period are prepared to ascertain the amount of changein thecapital during
the period. Such astatement isknown as statement of affairs, shows assetson onesideand the
liabilitieson the other just asin case of abalance sheet. Thedifference betweenthetotalsof thetwo
sides(baancingfigure) isthecapital. Though statement of affairsresemblesbal ance sheet , itisnot
called abal ance sheet because the datais not wholly based on ledger balances. The amount of
itemslikefixed assets, outstanding expenses, bank balances, etc., are ascertained from therel evant
documentsand physical count.

Proformastatement of affairsasat ...............

Liabilities Amount Assets Amount

(Rs) (Rs)
Creditors wEE Land and Building i
BillsPayable x Plant and Machinery e
Bank overdraft xx Furniture e
Outstanding expenses xx Stock i
Capitd (Baancing Figure) ok Debtors e
Billsreceivables e
Cashat Bank i
Prepaid Expenses il
* %% * %%
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Illustration 1: Fromthefollowing information prepare statement of affairsand find out the capital

at thebeginning.
CashinHand 10,000 Building 40,000
Cash at Bank 40,000 Plant 60,000
Debtors 60,000 Creditors 30,000
Stock 30,000 Billspayable 10,000
Solution :
Satement of affairsat thebeginning
Liabilities Amount Assets Amount
(Rs.) (Rs.)
Creditors 30,000 CashinHand 10,000
Billspayable 10,000 || CashatBank 40,000
Debtors 60,000
Stock 30,000
Capitd (Bdancingfigure) 2,00,000 || Building 40,000
Plant 60,000
2,40,000 2,40,000

Illustration 2 : Prepare statement of affairsfrom thefollowing information and find out the capital

at theend of theyear
Stock 95,000 Bank over draft 6,000
Debtors 1,30,000 Creditors 37,000
Cash 8,000 Machinery 15,000
Billsreceivables 1,000 Furniture 1,000
Solution :
Satement of affairsat theend of theyear
Liabilities Amount Assets Amount
(Rs) (Rs)
Bank over draft 6,000 || Stock 95,000
Creditors 37,000 || Billsreceivables 1,000
Debtors 1,30,000
Cash 8,000
Capitd (Bdancingfigure) 2,07,000 || Machinery 15,000
Furniture 1,000
2,50,000 2,50,000
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10.7

Both statement of affairsand bal ance sheet show the assets and liabilities of abusiness

Difference between Statement of Affairs and
Balance Sheet

entity on aparticular date. However, thereare somefundamental differencesbetween thetwo.

entry system

Basics Statement of affairs Balance sheet

1. | Purpose It shows the financial |It shows the financial
position as well as to find out | position of the business as
the capital 1n ascertaining the | on a particular date
trading profit or loss for a
particular perod

2. SOlLrCe It 1z prepared from ledger | It is prepared from balances
balances and pattly from | only
other particulars atd
estimates, ete.

3 | Accounting It 15 prepared when accounts | It 1z prepared  when

tethod are maintained under single | accounts  are  mantaned

under double entry system

4. | Eeliability

It iz not regarded as reliable
as it 15 based partly on
accounts and partly on other

information

It 12 reliable as it 15 based

on actual figures

3. Capital account

Capital 15 the excess of assets

over liabilities

Capital account is  taken

from the ledger

& Trail balance

Trail Balance 12 not prepared

Trail Balance is prepared
before balance sheet

7. Chmigst on

In this statement omission of
assetz or liabilites cannot be

traced

In it omission of any aszet
ot liability can be easly be
traced as the totals will not

tally
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10.8

Ascertainment of Profit or Loss of Business

Under Accountsfrom incomplete records of book keeping, itisnot possibleto preparea

trading and profit and lossaccount asnorecord s kept of thenomina accountsand the exact profit
or lossfor the period cannot be ascertained. However, the net profit can be calcul ated by any two
of thefollowing methods:

i) Statement of Affairsmethod and ii) Conversion Method)

i) statement of AffairsMethod (capital comparison method)

B UnderthisMethod, thenet profit for aparticular period can be cal culated by comparing
the opening capital withtheclosing capital.

B Opening and closing capitals can bethe ascertained by preparing two statements of
affairs, oneat the beginning and the other at the end of the period and comparison of
the capitalsat thetwo dateswill reveal either profit or loss.

B Thenadjustmentsareto bemadeinrespect of drawingsand additionsto capital during
the period under consideration. If therearewithdrawal sduring the period, these must
be added to the capital at the end for the reason that the closing capital would have
been moreif these drawings have not been made.

B Smilarly theadditional capital should be deducted from the capital at theend for the
reason that the closing capital would have beenlessif the additionsto capital havenot
been made.

Profor ma statement of profit or lossfor theperiod......
Particulars Amount
(Rs)
Capital asat theend of year(computed from statement of affairsat the *okkk
end of theyear)
Add  Drawingsduringtheyear —
Less  Additional capita introduced during theyear —
Adjusted capital at theend of year -
Less Capita asat thebeginning of year (computed from statement of affairs *okkk
asat the beginning of theyear)
Profit or lossmadeduring the year Kk ko
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B Theabovestatement can aso be shown asunder:
Net profit or net loss= Capital at the end + Drawings—additional capital = Adjusted Capital —
capitd at thebeginning
Note: When adjusted capital islessthanthe capita at thebeginning, itindicatesnet

loss. If theclosing capital ismorethan the opening capital, it showsaprofit, if theclosing
capital islessthan theopening capital it indicatesal oss.

[llustration:3
From thefollowinginformation computethe net profit of atrader under singleentry

Capitd at thebeginning of theyear 100000
Capital at theend of theyear 150000
Solution :
Particulars Amount
(Rs)
Capital at theend of theyear 1,50,000
Less Capita at the beginning of theyear 1,00,000
Net profit for theyear 50,000
[lustration4:

Computethenet profit for theyear ending 31-03-2014 from theinformation given bel ow.
Capital ason 1-4-2013 ~ Rs 80000

Capital ason 31-3-2014  Rs 75000

Statement of profitsor loss

Particulars Amount
(Rs))
Capitd at theend of the year(31-3-2014) 75,000
Less Capita at thebeginning of theyear 80,000
Net lossfor theyear 2013-2014 (-) 5,000

Note: Theabovecalculationindicatesonly theinitia figuresof income. Any freshamountis
introduced as capital during the period by thetrader or any drawings made by himwill affect the
amount of theprofit. Therefore, if any amountsaregivenfor additional capital or for drawings, than
theprofit can be calculated asfollows.
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[lustration5:
Thefollowing information isgiven below prepare the statement of profit or loss
Capita at thebeginningof year, i.e.  April 01,2013 Rs 7,50,000
Capital at theend of year, i.e.on March 31,2014 Rs 5,00,000
Capita brought in by the proprietor during theyear Rs 50,000
Withdrawal sby the proprietor during theyear Rs 3,75,000
Solution :
Satement of profit or lossfor theyear ended on march 31, 2014
Particulars Amount
(Rs)
Capital ason March 31, 2014 5,00,000
Add  Drawingsduringtheyear 3,75,000
8,75,000
Less Additional capita introduced during theyear 50,000
Adjusted capital at theendi.e. March 31,2014 8,25,000
Less Capita inthebeginningi.e. April 01,2013 7,50,000
Profit madeduring theyear 75,000
[llustration6:
Find out themissing vaue?
Capital at thebeginning of theyear 30,000
Capital at theend of theyear 45,000
Drawings 5,000
Profit 4,000
Additiond capital broughtin ?
Particulars Amount
(Rs)
Capital at theend of theyear 45,000
Add Drawings 5,000
Adjusted capital 50,000
Less Capitd a thebeginning 30,000
20,000
Less Netprofit 4000
Additiona capital broughtin 16,000
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[lustration?:
Gopal started hisbusinesson January 01, 2014 with acapital of Rs4,50,000 on December
31, 2014 his position was as under

Rs.
Cash 99,000
BillsReceivables 75,000
Plant 48,000
Land and building 1,80,000
Furniture 50,000
Creditors 30,000

He owned Rs45000 from hisfriend Sukumar onthat date. Hewithdrew Rs.8000 per month
for hishousehold purposes. Ascertain hisprofit or lossfor thisyear ended December 31, 2014.

Solution:
Books of Mr. Gopal statement of affairsas on December 31, 2014.
Liabilities Amount Assets Amount
(Rs) (Rs)
Creditors 30,000 || Cash 99,000
Capitd (Baancingfigure) 4,22,000 || BillsReceivables 75,000
Plant 48,000
Landand Building 1,80,000
Furniture 50,000
4,52,000 4,52,000

Statement of profit or lossfor the year ended December 31, 2014

Particulars Amount

(Rs))
Capital ason December 31, 2014 4,22,000
Add DrawingsRs8,000 x12 months 96,000
5,18,000
Less Additiond Capita introduced 45,000
Adjusted capital at theend of theyear i.e. December 31, 2014. 4,73,000
Less Capital ason January 01, 2014 4,50,000
Profit made during theyear 23,000

Note: drawings per month Rs. 8000x12 months= 96000 per year
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Illustration 8:
Mr. Ashok keeps hisbooks onincompleterecordsfollowing informationisgiven bel ow.

April 012013 March 31 2014

Rs Rs

Cashinhand 1,000 1,500
Cash at bank 15,000 10,000
Stock 1,00,000 95,000
Debtors 42,500 70,000
Businesspremises 75,000 1,35,000
Furniture 9,000 7,500
Creditors 66,000 87,000
Billspayable 44,000 58,000

During theyear hewithdrew Rs. 45,000 and introduced Rs. 25000 asfurther capital inthe
businesscomputethe profit or loss of the business.

Solution :
Books of Mr. Ashok statement of affairsason
April 01, 2013 and ason March 31, 2014
Liabilities April 01, |March 31, Assets Amount | Amount
2013 2014 (Rs) (Rs)
Rs. Rs.

Creditors 66,000 87,000 || Cashinhand 1,000 1,500
BillsPayable 44,000 58,000 || Cashat Bank 15,000 10,000
Capital (Baancing | 1,32,500| 1,74,000 || Stock 1,00,000| 95,000
figure) Debtors 42,500 70,000
Businesspremises 75,000 1,35,000
Furniture 9,000 7,500
2,42500| 3,19,000 2,42,500| 3,19,000




Accountancy-II

274
Statement of profit or lossfor theyear ended on March 31, 2014.
Particulars Amount
(Rs)
Capital ason March 31, 2014 1,74,000
Add Drawingsduringtheyear 45,000
2,19,000
Less Additional Capita introduced during theyear 25,000
Adjusted capital at theend of theyear(31.03.14) 1,94,000
Less Capital asonApril 01,2013 1,32,500
Profit made during the year 61,500

[lustration 9:
Mr. Shankar keepshisbooks under single entry system and thefollowing informationis
availablefrom hisrecords.

31-3-2014

Rs.

Plant 1,35,000
Furniture 37,500
Stock 60,000
Outstanding expenses 7,500
Creditors 1,05,000
Bank balance 82,500

Sankar commenced business 1% April 2013 with acapital of Rs1,27,500. During theyesr
hewithdrew Rs 750 per month for hispersonal use. Charge depreciation on plant at 10% and on
furniture at 5% you are required to prepare astatement showing profit or lossfor theyear ended

31.3.2014
Solution :
Statement of affairsason 31-03-2014 (Befor e adj ustments)
Liabilities Amount Assets Amount
(Rs) (Rs)
Sundry creditors 1,05,000 || Pant 1,35,000
Outstanding expenses 7,500 || Furniture 37,500
Capitd (bdancingfigure) 2,02,500 || Stock 60,000
Bank balance 82,500
3,15,000 3,15,000
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Statement of profit or lossfor theyear ended 31-03-2014.

Particulars Amount
(Rs)
Capital at theend of theyear (31.03,2014) 2,02,500
Add Drawings (Rs. 750x12 months) 9,000
Less Capitd at thebeginning of theyear (01.4.2013) 2,11,500
Net profit for theyear i.e. 31.03.2014 (before adjustments) 1,27,500
Less Depreciationonplant Rs. 13,500 84,000
Depreciationonfurniture Rs. 1875 15,375
Net profit for theyear after adjustments 68,625

Application of Single Entry System to

10.9

Partnership Firms

When the accounts of a partnership firm are maintained under single entry system, the
calculation of profit or lossismade aong thelinesindicated earlier. The statement of affairs of
partnership firmsare prepared to ascertain the amount of combined capitalsof the partnersat the
beginning and at theend of the period. A statement of profit and lossisprepared to show the profit
made during the period, which should be divided among the partnersin agreed proportions. The
profit isascertained by comparing the combined capitalsof the partnersat the beginning and at the
end of the period, after taking into account drawings made by the partnersduring theyear and the
additiona capita sintroduced.

Therefore, astatement of profit or lossinapartnership firmwill be prepared asfollows.
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Satement of profit and lossfor theperiod ended............

Particulars Amount | Amount
(Rs)) (Rs)
Combined capital at the end of the period —
Add Combined drawingsfor the period —
Less Combined additiona capita -
Less Combined capita at thebeginning of the period - S—
Profit before adjustments —
Less Adjugments
Depreciation -
Provisionfor Bad debts - * ok
Net profit for the period —
Less Appropriations. Interest on capital salary of the partners kK
Add Interestondrawings - S—
Divisbleprofit —
[llustration 10:

Suresh and Ramesh areequal partnersin abusinessinwhich thebooks of accountsare kept
by singleentry system. Their combined capitalsstood at the beginning of theyear at Rs1,25,000
and the combined capital at theend of theyear stood at Rs 1,75,000. During theyear they have
withdrawn Rs 50000 equally for their personal use and introduced Rs 37,500 as fresh capital .
Computethe profit for the year by preparing astatement of profit.

Solution:
Satement showing profit or loss
Particulars Amount
(Rs)
Combined Capitd at theend of the year 1,75,000
Add  Drawings(combined) 50,000
2,25,000
Less Additiond Capital 37,500
Adjusted combined closing capital 1,87,500
Less Combined capita at the beginning of theyear 1,25,000
Divisibleprofit for theyear of the partners 62,500
Suresh share of profit 62500x 1/2=31250
Ramesh share of profit 62500x 1/2=31250
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Ilustration 11:

XandY arepartnerssharing profitsand lossesintheratio of 3:2who keep their bookson
singleentry systemon 1% April 2013. Their capital accounts show abalance of Rs 60,000 and
70,000 respectively. During theyear they havewithdrew Rs2000 and 3000 for their personal use.
Find out the capitalsat theend of theyear. Also calculatethedivisibleprofit for theyear ending 31-
03-2014.

31-3-2014
Rs.
Stock intrade 50,000
Debtors 1,30,000
Furniture 40,000
Cash 80,000
Sundry creditors 1,10,000
Solution:
Statement of affaires as on 31-3-2014
Particulars Amount Particulars Amount
(Rs) (Rs)

Sundry creditors 1,10,000 || Sundry Debtors 1,30,000

Combined Capital 1,90,000 || Closingstock 50,000

(baancingfigure) Cash 80,000

Furniture 40,000

3,00,000 3,00,000

Satement of profit or lossason 31-03-2014
Particulars Amount
(Rs)

Combined capital at the end of the year 31-03-2014 1,90,000

Add  Drawings(2000+3000) 5,000

Adjusted capital at theend 1,95,000

Less Capital at the beginning of theyear 01-04-2013 (60,000+70,000) 1,30,000

Net profit for theyear 2013-2014 65,000

X’sShareof profit (65,000 x 3/5) 39,000
Y’sshareof profit (65,000 x 2/ 5) 26,000
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Summary

Singleentry systemisanincomplete system and crudeform of book keeping under this
accounting, only one aspect of every businesstransactionisrecorded. Inthissystem scientific
principlesof doubleentry arenot followed. Singleentry system may beimplemented by thetraders
who are not well-versed with accounting principles.

MODEL QUESTIONS

Short Answer questions.
1)  Whatismeant by accountsfrom Incompleterecords?
2)  Défineaccountsfrom Incompleterecords
3) What aretheusesof Incompleterecords?
4)  Writebriefly the salient festures of Incompleterecords.
5)  Givetwomaindifferencesbetween astatement of affairsand aba ance sheet.
6) How toascertain profit under Incompleterecords?
7)  Writeinbrief thelimitationsof Incompleterecordsof book keeping.
8)  Writeany differencesbetween doubleentry system and singleentry system.

Excercises

1.  Fromthefollowingfind theprofit earned by atrader.
Capitd at thebeginning of theyear Rs 7,500
Capital at theend of theyear Rs 10,000
[Ans: Profit Rs2,500]
2. Cdculatetheprofit or lossof aconcern
Capital at thebeginning of theyear Rs 15,000
Capital at theend of theyear Rs 14,000
[Ans: Net Loss Rs1,000]
3.  Cdculatethemissngfigure

Capital at thebeginning ?

Capital at theend Rs 36,000
Capitd introduced Rs 9,400
Drawings Rs. 5,600
Loss Rs. 2,800

[Ans: 35,000]
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4.

Find out the profit from thefollowing data:
Capitd at thebeginning for theyear
Capital at theend of theyear
Drawingsduringtheyear

Capitd introduced during theyear

Find out the profit from thefollowing data:
Capital at thebeginning for theyear

Capital at theend of theyear
Drawingsduringtheyear

Additional capital introduced duringtheyear

Rs. 40,000
Rs. 45,000
Rs. 5,000
Rs. 2,500

Rs. 60,000
Rs. 67,500
Rs. 7,500
Rs. 3,750

[Ans: Profit Rs7,500]

[Ans: Profit Rs11,250]

Ascertain profit earned by atrader who keepsthisbooksunder single entry system.

() Excessof assetsover liabilitiesason 31-12-2014
(i) Additional capital introduced during theyear

(iif) Drawingsduring theyear

(iv) capital ason 01-01-2014

Rs. 26,150
Rs. 7,500
Rs. 4,800
Rs. 15,000

Following information given below preparethisstatement of profit or loss

(i) Capital at theend of theyear

(i) Capital inthe beginning of theyear
(iii) Drawingsmade during the period
(iv) Additional capitd introduced

Rs.2,00,000
Rs.1,20,000
Rs. 30,000
Rs. 50,000

[Ans: Profit Rs8,450]

[Ans: Profit Rs60,000]

Mr. Gopal maintains his books on single entry method he gives the following

information:

Capital on 01-04-2013

Capital on 31-3-2014
Drawingsduringtheyear

Additional capital introduced duringtheyear

You arerequiredto cal culate profit or loss

Rs. 38,000
Rs. 44,000
Rs. 14,000
Rs. 8,000

[Ans: Profit Rs12,000]
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9.  Mr Jeevan maintains his books in the single entry system he givesthe following

information:

Capital on 01-04-2013 Rs. 48,000
Drawingsduring theyear Rs. 15,000
Capital ason 31-03-2014 Rs. 54,000
Additional capital introduced duringtheyear Rs. 9,000

You arerequested to prepare astatement of profit or lossfor the 31-03- 2014
[Ans: Profit Rs12,000]

10. Mr. Ramesh commenced businesson 1st April 2013 with acapital of Rs35000. On
31st March 2014 hisposition wasasfollows.

Furniture Rs. 2,000
Cashinhand Rs. 10,000
Machinery Rs. 18,000
Creditors Rs. 5,000
Debtors Rs. 20,000
Billspayable Rs. 3,000

During theyear hewithdrew Rs. 12,000 for hispersona use and introduced additional
capital Rs6,000 find out profit or lossmade by Mr. Ramesh during the year.

[Ans: Capital on 31-3-2014 Rs 42,000
Profit Rs 13,000]

11. Mr Harshamaintainshisbookson single entry system he givesyou thefollowing

informations.

Capita on01-04-2013 Rs. 8,000
Capital on 31-03-2014 Rs. 9,500
Drawingsfor theyear Rs. 2,000
Capital introduced during theyesr Rs. 1,500

You arerequired to calculate the profit that Harshaearned.
[Ans: Net profit Rs2,000]
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12.

13.

14.

15.

Mr Ganesh maintain hisbooks on single entry method. He givesyou thefollowing
information.

Capital on01-01-2013 Rs. 40,000
Drawingsduring theyear Rs. 15,000
Capital on 31-12-2014 Rs. 45,000
Fresh capita during theyear Rs. 6,000

Preparethe statement of profit or loss.
[Ans: Net profit Rs14,000]

Mr. X keeps booksin the single entry system. Find the profit from the following
particulars.

Capital on 31-03-2014 Rs. 80,000
Capital on 1-04-2013 Rs. 70,000
Additional capital ason 2013 -2014 Rs. 4,000
Drawingsmadeduring theyear Rs. 3,000

[Ans: profit Rs9,000]
Fromthefollowing details, ascertain Rgju's capital ason 01-01-2014.

Cashinhand Rs. 20,000
Building Rs. 80,000
Cashat Bank Rs. 80,000
Pant Rs. 1,20,000
Debtors Rs. 1,20,000
Creditors Rs. 60,000
Stock Rs. 60,000
Billspayable Rs. 20,000

[Ans Capital ason 1-1-14 RS4,00,000]
Mr. Mehtastarted hisreadymade garmentsbusinessonApril 1, 2013 with acapital of
Rs50,000. Hedid not maintain hisbooks according to double entry system. During
theyear heintroduced fresh capital of 15,000. Hewithdrew Rs 10,000 for personal
use. OnMarch 31, 2014, hisassetsand liabilitieswere asfollows:
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16.

17.

18.

Tota creditors Rs90,000; Total Debtors Rs 1,25,600; Stock Rs 24,750; cash at bank
Rs 24,980

Calculate profit or lossmade by Mr. Mehtaduring thefirst year of hisbusinessusing
the statement of affairsmethod.

[Ans: Capital ason March 31, 2014 Rs 85,330, Profit Rs 30,330]

Mr. J.Keepshisbooksby singleentry. He started businesson 1% January 2014 with
Rs. 20,000 on 31% December, 2014 his position wasas under:

Assets: cashin hand Rs. 500; cash at bank Rs 1,000; Furniture Rs 2,500; plant Rs
10000; sundry debtors Rs. 5,000; stock Rs 9,000 and billsreceivables Rs 1,000.

Liabilities: sundry creditorsRs4,000; bills payable Rs500 and outstanding expenses
Rs. 500 Ascertain the profit or lossmade by J.

[Ans: Profit Rs4,000; capital on 31-12-2014 Rs 24,000]

Mr. Ravikumar keeps hisbooks on singleentry hisposition on 31% December, 2013
was as follows cash at bank Rs. 3,000, stock Rs. 20,000; Debtors Rs 30,000
Machinery Rs50,000 and creditors Rs 25,000, His position on 31% December, 2014
was as follows. Cash at bank Rs.4,000; stock Rs.25,000 ; (@48ts#<iRs 45,000;
Machinery Rs.50,000 and creditors Rs 25,000. During the year heintroduced Rs
10,000 asfurther capital and withdrew from business Rs. 3,000 per month.

From the aboveinformation ascertain the profit or lossmade by Mr. Ravikumear for the
year ended 31% December 2014.

[Ans: profit Rs.47,000;capital on 31-12-2013 Rs.78,000, 31-12-2014 -99,000]
Note: Drawings 3,000 per month, per year 36,000 (3,000x12 months)

Fromthefollowing particulars prepareastatement of profit andlossfor theyear ended
31% December 2014.

Opening Closing
1-1-2014 31-12-2014
Rs Rs
Cash 4,000 3,000
Bank 10,000 5,000
Debtors 80,000 75,000
Stock 30,000 28,000

Creditors 42,000 37,000
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19.

20.

21.

Meachinery 10,000 15,000
Furniture 1,000 1,000
Theproprietor drew at therate of Rs 750 per month heintroduced Rs. 3,000 asfresh
capitd.
[Ans: Loss Rs 7,000; Capital on 1-1-2014 Rs 93,000 on 31-12-2014,
Rs. 80,000, Drawings 750x12=9,000]

A Trader keeps hisbooksby thesingleentry method. Hisposition on 31¥ December,
2013 was follows. Cash at bank Rs 9,000, stock Rs. 60,000 Debtors Rs 90,000,
Machinery Rs 1,50,000 and creditors Rs 69,000. His position on 31 December
2014 wasasfollows. Cashat bank Rs 12,000 stock Rs. 75,000, Debtors Rs 1,35,000,
Machinery Rs 1,35,000 and creditors Rs. 75,000

During theyear thetrader introduced Rs 30,000 asfurther capital in businessand
withdrew Rs 900 per month. From the aboveyou arerequired to ascertain the profit
or lossmade by thetrader for the year ended 31-12-2014.

[Ans: Capital ason 31-12-2013 Rs 2,40,000;Capital ason 31- 122014
Rs2,82,000;Net profit Rs. 22,800]
Theassetsand liabilitiesof Mr. well on 01-01-14 and on 31-12-2014 were asfollows

01-01-2014 31-12-2014

Rs. Rs.

Cashinhand and at bank 4,005 3,000
Billsreceivable 2,000 3,500
Sundry debtors 15,000 25,000
Stock intrade 3,700 3,800
Fixed assets 60,000 65,400
Creditors 5,705 6,700

Calculatetheprofit after charging interest on capital inthebeginning at 5 percent per
annum after providing interest on drawings6 percent. Drawingswere Rs14.000

[Ans: Profit Rs25,890; capital on 1-1-2014 Rs 79,000;
Capital on 31-12-2014 Rs 94,000]

Mr Vijay startshisbusinesswith Rs30,000in cash ashiscapital on 18 April 2013. At
the end of the year his position was asfollows. Creditors Rs 7,500; Debtors Rs
6,000; Cash at Bank Rs12,750; Stock Rs 7,500; and Machinery Rs15,000. During
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22.

23.

theyear hewithdrew Rs 1,125 every month. on 1 October 2013 heintroduced a
further capital of Rs7,500. You arerequired to ascertain profit or lossmade by him
during the year after considering the following adjustments. Machinery wasto
depreciated at 12% and areserve of 2% was to be raised against Debtors. Also
prepare astatement of affairsasat 31 March 2014.

[Ans: Capital at theend Rs 31,830 Net profit Rs 7,830]
Gopal and Krishnakept their books of accounts under singleentry system. Their
capital accounts on 1% April 2013 show a balance of Rs 2,00,000 and 1,00,000
respectively. Thenet profitsareto be shared as Gopal 2/3 and Krishna1/3. During
theyear they have withdrawn Rs 10,000 and Rs 7,500. On March 2014 their assets
and liabilitieswereasfollows.
Assets: Furniture Rs 75,000; stock Rs 1,75,000; Debtors Rs 1,25,000; Bills
Receivable Rs 25,000; cash at bank Rs 10,000.

Liabilities: Sundry creditors Rs 25,000; Bills payable Rs 12,500
Prepareastatement of affairson 31% March 2014 and cal culatethedivisible profits of
thepartners.
[Ans: Combined capital of the partner at the end of theyear Rs 3,72,500.
Net profit Rs90,000; Gopal’s share of profit Rs 60,000 and
Krishna sshare of the profit Rs30,000]

Ramesh and Rajesh are partners sharing the profit and lossesin theratio of 4:1 on 31%
March 2013, their capital accounts show a credit balance of Rs 1,00,000 and Rs
25,000 respectively. During theyear they haveintroduced afresh capitd of Rs. 25,000
and 6,250 respectively. Alsothey havewithdrawn Rs 1,875 and Rs 625 each month
respectively for their personal use. On 31 March 2014. Their businessposition was
asfollows:

Assets: Machinery Rs 58,750; stock Rs 61,500; sundry debtors Rs 33,125; Bills
Receivable Rs5,375; cashinhand Rs 3,750

Liabilities: sundry creditors Rs 25,000. You are asked to prepare a statement of
affairsand statement of profit on 31% March 2014 and ca culate thedivisible profitsor
losses of the partners.

[Ans: Combined capita of the partnersat the end of theyear Rs 1,37,500; Net profit
for theyear Rs 11,250; Ramesh share Rs9,000; Rajesh share Rs2,250]
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24.  Anil and Sunil are partnerssharing the profit andlossesintheratio of 3:2on31 March
2013, their capital accounts show a credit balance of Rs 12,000 and Rs 8,000
respectively. On 31% March 2014 their businessposition wasasfollows.

Assets: Machinery Rs 15,000; stock Rs4,000; Bills ReceivablesRs. 5,000; sundry
debtorsRs 7,000;

Liabilities: sundry creditors Rs8,000; Bills payable Rs 3,000

You arerequired to prepare aprofit and loss statement of affairsasat the date after
takingintothefollowing.

a) Drawingsmadeduringtheyear by Anil Rs 3,000 sunil Rs2,000
b) Interest on capital istobeallowed at 6%.

[Ans. combined capital at theend of theyear Rs20,000; Divisible profit Rs 3,800;
Anil’sshareof profit 2,280; Sunil shareof profit 1,520]
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