
Matching principle requires that the revenue of

a given period is matched against the expenses
for the same period. This ensures ascertainment of

the correct amount of profit or loss. If some cost is

incurred whose benefit extend to more than one
accounting period, it is not justified to charge the

entire cost as expense in the year in which it is
incurred. In fact, such a cost must be spread over

the periods in which it provides benefits.

Depreciation, on fixed assets, which is the main
subject matter of the present chapter, deals with such

a situation. Further, it may not always be possible
to ascertain with certainty the amount of some

particular expense. Recall the principle of

conservatism (prudence) which requires that instead
of ignoring such items of costs, adequate provision

must be made and charged against profits of the
current period. Moreover, a part of profit may be

retained in the business in the form of reserves to

provide for growth, expansion or meeting certain
specific needs of the business in future. This  chapter

deals with two distinct topics and hence is being
presented in two different sections. First section deals

with depreciation and second section  deals with

provisions and reserves.

SECTION – I

7.1 Depreciation

Now you are aware that fixed assets are the assets

which are used in business for more than one

LEARNING OBJECTIVES

After studying this chapter,
you will be able to :

• explain the meaning of

depreciation and
distinguish it from

amortisation and

depletion;

• state the need for

charging depreciation
and identify its causes;

• compute depreciation

using straight line and

written down value

methods;

• record transactions

relating to depreciation

and disposition of

assets;

• explain the meaning
and purpose of creating

provisions and reserves;

• distinguish between

reserves and provisions;

• explain the nature of
various types of

provisions and reserves

including secret reserve.
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accounting year. Fixed assets (technically referred to as “depreciable assets”)

tend to reduce their value once they are put to use. In general, the term
“Depreciation” means decline in the value of a fixed assets due to use, passage

of time or obsolescence. In other words, if a business enterprise procures a

machine and uses it in production process then the value of machine declines
with its usage. Even if the machine is not used in production process, we can

not expect it to realise the same sales price due to the passage of time or
arrival of a new model (obsolescence). It implies that fixed assets are subject

to decline in value and this decline is technically referred to as depreciation.

As an accounting term, depreciation is that part of the cost of a fixed asset
which has expired on account of its usage and/or lapse of time. Hence,

depreciation is an expired cost or expense, charged against the revenue of a
given accounting period. For example, a machine is purchased for Rs.1,00,000

on April 01, 2014. The useful life of the machine is estimated to be 10 years. It

implies that the machine can be used in the production process for next 10
years till March 31, 2015. You know that by its very nature, Rs. 1,00,000 is a

capital expenditure during the year 2014-15. However, when income statement
(Statement of Profit and Loss) is prepared, the entire amount of Rs.1,00,000 can

not be charged against the revenue for the year 2014-15, because of the reason

that the capital expenditure amounting to Rs.1,00,000 is expected to derive
benefits (or revenue) for 10 years and not one year. Therefore, it is logical to

charge only a part of the total cost say Rs.10,000  (one tenth of   Rs. 1,00,000)
against the revenue for the year 2014-15. This part represents the expired cost

or loss in the value of machine on account of its use or passage of time and is

referred to as ‘Depreciation’. The amount of depreciation, being a charge against
profit, is debited to Income Statement (Statement of Profit and Loss).

7.1.1 Meaning of Depreciation

Depreciation may be described as a permanent, continuing and gradual

shrinkage in the book value of fixed assets. It is based on the cost of assets

consumed in a business and not on its market value.

According to Institute of Cost and Management Accounting, London (ICMA)

terminology “ The depreciation is the diminution in intrinsic value of the asset
due to use and/or lapse of time.”

Accounting Standard-6 issued by The Institute of Chartered Accountants

of India (ICAI) defines depreciation as “a measure of the wearing out, consumption
or other loss of value of depreciable asset arising from use, effluxion of time or

obsolescence through technology and market-change. Depreciation is allocated
so as to charge fair proportion of depreciable amount in each accounting period

during the expected useful life of the asset. Depreciation includes amortisation

of assets whose useful life is pre-determined”.
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Box  1

AS-6 (Revised): Depreciation

• Depreciation is “a measure of the wearing out, consumption or other loss of
value of depreciable asset arising from use, effluxion of time or obsolescence
through technology and market-change. Depreciation is allocated so as to charge
fair proportion of depreciable amount in each accounting period during the
expected useful life of the asset. Depreciation includes amortisation of assets
whose useful life is pre-determined”.

• Depreciation has a significant effect in determining and presenting the financial
position and results of operations of an enterprise. Depreciation is charged in
each accounting period by reference to the extent of the depreciable amount.

• The subject matter of depreciation, or its base, are ‘depreciable’ assets which.

• “are expected to be used during more than one accounting period.
• have a limited useful life; and
• are held by an enterprise for use in production or supply of goods and services,

for rental to others, or for administrative purposes and not for the purpose of
sale in the ordinary course of business.”

• The amount of depreciation basically depends upon three factors, i.e. Cost, Useful
life and Net realisable value.

• Cost of a fixed asset is “the total cost spent in connection with its acquisition,
installation and commissioning as well as for add item or improvement of the
depreciable asset”.

• Useful life of an asset is the “period over which it is expected to be used by the
enterprise”.

• There are two main methods of calculating depreciation amount.
• straight line method
• written down value method

• Selection of appropriate method depends upon the following factors:
• type of the asset
• nature of the use of such asset
• circumstances prevailing in the business.

• The selected depreciation method should be applied consistently from period to
period. Change in depreciation method may be allowed only under specific
circumstances.

Depreciation has a significant effect in determining and presenting the

financial position and results of operations of an enterprise. Depreciation is

charged in each accounting period by reference to the extent of the depreciable
amount. It should be noted that the subject matter of depreciation, or its

base, are ‘depreciable’ assets which:

• “are expected to be used during more than one accounting period;

• have a limited useful life; and

• are held by an enterprise for use in production or supply of goods and
services, for rental to others, or for administrative purposes and not for

the purpose of sale in the ordinary course of business.”
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Examples of depreciable assets are machines, plants, furnitures, buildings,

computers, trucks, vans, equipments, etc. Moreover, depreciation is the

allocation of ‘depreciable amount’, which is the “historical cost”, or other

amount substituted for historical cost less estimated salvage value.

Another point in the allocation of depreciable amount is the ‘expected useful

life’ of an asset. It has been described as “either (i) the period over which a

depreciable asset is expected to the used by the enterprise, or (ii) the number

of production of similar units expected to be obtained from the use of the

asset by the enterprise.”

7.1.2 Features of Depreciation

Above mentioned discussion on depreciation highlights the following features

of depreciation:

1. It is decline in the book value of fixed assets.

2. It includes loss of value due to effluxion of time, usage or obsolescence.

For example, a business firm buys a machine for Rs. 1,00,000 on  April
01, 2012. In the year 2014, a new version of the machine arrives in the

market. As a result, the machine bought by the business firm becomes

outdated. The resultant decline in the value of old machine is caused by
obsolescence.

3. It is a continuing process.

4. It is an expired cost and hence must be deducted before calculating taxable
profits. For example, if profit before depreciation and tax is Rs. 50,000,

and depreciation is Rs. 10,000; profit before tax will be:

  (Rs.)
Profit before depreciation & tax 50,000
 (-) Depreciation (10,000)
Profit before tax  40,000

5. It is a non-cash expense. It does not involve any cash outflow. It is the
process of writing-off the capital expenditure already incurred.

Do it Yourself

 Look at your surroundings and identify at least five depreciable assets in your home,
school, hospital, printing press and in a bakery.
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7.2 Depreciation and other Similar Terms

There are some terms like ‘depletion’ and ‘amortisation’, which are also used in
connection with depreciation. This has been due to the similar treatment given

to them in accounting on the basis of similarity of their outcome, as they represent
the expiry of the usefulness of different assets.

7.2.1 Depletion

The term depletion is used in the context of extraction of natural resources like
mines, quarries, etc. that reduces the availability of the quantity of the material

or asset. For example, if a business enterprise is into mining business and
purchases a coal mine for Rs. 10,00,000. Then the value of coal mine declines
with the extraction of coal out of the mine. This decline in the value of mine is
termed as depletion. The main difference between depletion and depreciation is
that the former is concerned with the exhaution of economic resources, but the

latter relates to the usage of an asset. In spite of this, the result is erosion in the
volume of natural resources and expiry of the service potential. Therefore,
depletion and depreciation are given similar accounting treatment.

7.2.2 Amortisation

Amortisation refers to writing-off the cost of intangible assets like patents,

copyright, trade marks, franchises, goodwill which have utility for a specified
period of time. The procedure for amortisation or periodic write-off of a portion
of the cost of intangible assets is the same as that for the depreciation of fixed
assets. For example, if a business firm buys a patent for Rs. 10,00,000 and
estimates that its useful life will be 10 years then the business firm must write-

off  Rs. 10,00,000 over 10 years. The amount so written- off is technically referred
to as amortisation.

7.3 Causes of Depreciation

These have been very clearly spelt out as part of the definition of depreciation in
the Accounting Standard 6 and are being elaborated here.

7.3.1 Wear and Tear due to Use or Passage of Time

Wear and tear means deterioration, and the consequent diminution in an assets
value, arising from its use in business operations for earning  revenue. It reduces
the asset’s technical capacities to serve the purpose for, which it has been meant.
Another aspect of wear and tear is the physical deterioration. An asset

deteriorates simply with the passage of time, even though they are not being put
to any use. This happens especially when the assets are exposed to the rigours
of nature like weather, winds, rains, etc.
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7.3.2 Expiration of Legal Rights

Certain categories of assets lose their value after the agreement governing their
use in business comes to an end after the expiry of pre-determined period.

Examples of such assets are patents, copyrights, leases, etc. whose utility to
business is extinguished immediately upon the removal of legal backing to them.

7.3.3 Obsolescence

Obsolescence is another factor leading to depreciation of fixed assets. In ordinary
language, obsolescence means the fact of being “out-of-date”. Obsolescence

implies to an existing asset becoming out-of-date on account of the availability
of better type of asset. It arises from such factors as:

• Technological changes;

• Improvements in production methods;

• Change in market demand for the product or service output of the asset;

• Legal or other description.

7.3.4 Abnormal Factors

Decline in the usefulness of the asset may be caused by abnormal factors
such as accidents due to fire, earthquake, floods, etc. Accidental loss is
permanent but not continuing or gradual. For example, a car which has been
repaired after an accident will not fetch the same price in the market even if it
has not been used.

Test Your Understanding - I

1. You are looking at the profit and loss account of three business enterprises. You
find the term depletion in first case and amortisation in third case. State the type
of business of two enterprises are into.

2. A pharmaceutical manufacturer has just developed and registered a patent for a
rare medicine. Which term will appear in its profit and loss account regarding the
cost of patent written-off.

7.4 Need for Depreciation

The need for providing depreciation in accounting records arises from conceptual,

legal, and practical business consideration. These considerations provide
depreciation a particular significance as a business expense.

7.4.1 Matching of Costs and Revenue

The rationale of the acquisition of fixed assets in business operations is that

these are used in the earning of revenue. Every asset is bound to undergo
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some wear and tear, and hence lose value, once it is put to use in business.

Therefore, depreciation is as much the cost as any other expense incurred in the
normal course of business like salary, carriage, postage and stationary, etc. It is

a charge against the revenue of the corresponding period and must be deducted

before arriving at net profit according to ‘Generally Accepted Accounting
Principles’.

7.4.2 Consideration of Tax

Depreciation is a deductible cost for tax purposes. However, tax rules for the

calculation of depreciation amount need not necessarily be similar to current

business practices,

7.4.3 True and Fair Financial Position

If depreciation on assets is not provided for, then the assets will be over valued
and the balance sheet will not depict the correct financial position of the

business. Also, this is not permitted either by established accounting practices

or by specific provisions of law.

7.4.4 Compliance with Law

Apart from tax regulations, there are certain specific legislations that indirectly
compel some business organisations like corporate enterprises to provide

depreciation on fixed assets.

Test Your Understanding - II

State whether the following statements are true or false:

1. Depreciation is a non-cash expense.

2. Depreciation is also charged on current assets.

3. Depreciation is decline in the market value of tangible fixed assets.

4. The main cause of depreciation is wear and tear caused by its usage.

5. Depreciation must be charged so as to ascertain true profit or loss of the
business.

6. Depletion term is used in case of intangible assets.

7. Depreciation provides fund for replacement.

8. When market value of an asset is higher than book value, depreciation is not
charged.

9. Depreciation is charged to reduce the value of asset to its market value.

10. If adequate maintenance expenditure is incurred, depreciation need not be

charged.
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7.5 Factors Affecting the Amount of Depreciation

The determination of depreciation depends on three parameters, viz. cost,
estimated useful life and probable salvage value.

7.5.1 Cost of Asset

Cost (also known as original cost or historical cost) of an asset includes invoice

price and other costs, which are necessary to put the asset in use or working

condition. Besides the purchase price, it includes freight and transportation
cost, transit insurance, installation cost, registration cost, commission paid

on purchase of asset add items such as software, etc. In case of purchase of a
second hand asset it includes initial repair cost to put the asset in workable

condition. According to Accounting Standand-6 of ICAI, cost of a fixed asset is

“the total cost spent in connection with its acquisition, installation and
commissioning as well as for addition or improvement of the depreciable asset”.

For example, a photocopy machine is purchased for Rs. 50,000 and Rs. 5,000
is spent on its transportation and installation. In this case the original cost of

the machine is Rs. 55,000 (i.e. Rs. 50,000 + Rs.5,000 ) which will be written-

off as depreciation over the useful life of the machine.

7.5.2 Estimated Net Residual Value

Net Residual value (also known as scrap value or salvage value for accounting
purpose) is the estimated net realisable value (or sale value) of the asset at the

end of its useful life. The net residual value is calculated after deducting the
expenses necessary for the disposal of the asset. For example, a machine is

purchased for  Rs. 50,000 and is expected to have a useful life of 10 years. At
the end of 10th  year it is expected to have a sale value of Rs. 6,000 but

expenses related to its disposal are estimated at Rs. 1,000. Then its net residual
value shall be Rs. 5,000 (i.e. Rs. 6,000 – Rs. 1,000).

7.5.3 Depreciable Cost

Depreciable cost of an asset is equal to its cost (as calculated in point 7.5.1

above) less net residual value (as calculated in point 7.5.2,) Hence, in the
above example, the depreciable cost of machine is Rs. 45,000 (i.e., Rs. 50,000

– Rs. 5,000.) It is the depreciable cost, which is distributed and charged as
depreciation expense over the estimated useful life of the asset. In the above

example, Rs. 45,000 shall be charged as depreciation over a period of 10
years. It is important to mention here that total amount of depreciation charged

over the useful life of the asset must be equal to the depreciable cost. If total
amount of depreciation charged is less than the depreciable cost then the
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capital expenditure is under recovered. It violates the principle of proper matching

of revenue and expense.

7.5.4 Estimated Useful Life

Useful life of an asset is the estimated economic or commercial life of the asset.

Physical life is not important for this purpose because an asset may still exist

physically but may not be capable of commercially viable production. For

example, a machine is purchased and it is estimated that it can be used in

production process for 5 years. After 5 years the machine may still be in good

physical condition but can’t be used for production profitably, i.e., if it is still

used the cost of production may be very high. Therefore, the useful life of the

machine is considered as 5 years irrespective of its physical life. Estimation of

useful life of an asset is difficult as it depends upon several factors such as

usage level of asset, maintenance of the asset, technological changes, market

changes, etc.  As per Accounting Standard – 6 useful life of an asset is normally

the “period over which it is expected to be used by the enterprise”. Normally,

useful life is shorter than the physical life. The useful life of an asset is expressed

in number of years but it can also be expressed in other units, e.g., number of

units of output (as in case of mines) or number of working hours. Useful life

depends upon the following factors :

• Pre-determined by legal or contractual limits, e.g. in case of leasehold

asset, the useful life is the period of lease.

• The number of shifts for which asset is to be used.

• Repair and maintenance policy of the business organisation.

• Technological obsolescence.

• Innovation/improvement in production method.

• Legal or other restrictions.

7.6 Methods of Calculating Depreciation Amount

The depreciation amount to be charged for during an accounting year depends

upon depreciable amount and the method of allocation. For this, two methods

are mandated by law and enforced by professional accounting practice in

India. These methods are straight line method and written down value method.

Besides these two main methods there are other methods such as – annuity

method, depreciation fund method, insurance policy method, sum of years

digit method, double declining method, etc. which may be used for determining

the amount of depreciation. The selection of an appropriate method depends

upon the following :
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• Type of the asset;

• Nature of the use of such asset;

• Circumstances prevailing in the business;

As per Accounting Standard-6, the selected depreciation method should be

applied consistently from period to period. Change in depreciation method may
be allowed only under specific circumstances.

7.6.1 Straight Line Method

This is the earliest and one of the widely used methods of providing depreciation.
This method is based on the assumption of equal usage of the asset over its

entire useful life. It is called straight line for a reason that if the amount of
depreciation and corresponding time period is plotted on a graph, it will result

in a straight line (figure 7.1).

It is also called fixed installment method because the amount of depreciation

remains constant from year to year over the useful life of the asset. According
to this method, a fixed and an equal amount is charged as depreciation in

every accounting period during the lifetime of an asset. The amount annually

charged as depreciation is such that it reduces the original cost of the asset to
its scrap value, at the end of its useful life. This method is also known as fixed

percentage on original cost method because same percentage of the original
cost (infact depreciable cost) is written off as depreciation  from year to year.

The depreciation amount to be provided under this method is computed

by using the following formula:

asset the of life useful Estimated

value lresidentianet  Estimated asset  ofCost 
   onDepreciati

−
=

Rate of depreciation under straight line method is the percentage of the
total cost of the asset to be charged as deprecation during the useful lifetime

of the asset. Rate of depreciation is calculated as follows:

100
cost nAcquisitio

amount ondepreciati Annual
onDepreciati of Rate ×=

Consider the following example, the original cost of the asset is Rs. 2,50,000.
The useful life of the asset is 10 years and net residual value is estimated to

be Rs. 50,000. Now, the amount of depreciation to be charged every year will

be computed as given below:
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Annual Depreciation Amount

asset of life Estimated

value lresidentianet  Estimatedasset ofcost  Acqusition −
=

20,000 Rs.
10

50,000 Rs. 2,50,000 Rs.
i.e. =

−
=

The rate of depreciation will be calculated as :

(i) 100
cost nAcquisitio

amount ondepreciati Annual
onDepreciati of Rate ×=

From point (i), the annual depreciation amounts to Rs. 20,000.

Thus, the rate of depreciation will be = 8%  100
2,50,000 Rs.

20,000 Rs.
=×

7.6.1.1 Advantages of Straight Line Method

Straight Line method has certain advantages which are stated below:

• It is very simple, easy to understand and apply. Simplicity makes it a

popular method in practice;

• Asset can be depreciated upto the net scrap value or zero value. Therefore,

this method makes it possible to distribute full depreciable cost over useful

life of the asset;

• Every year, same amount is charged as depreciation in profit and loss

account. This makes comparison of profits for different years easy;

• This method is suitable for those assets whose useful life can be estimated

accurately and where the use of the asset is consistent from year to year

such as leasehold buildings.

25,000

20,000

15,000

10,000

5,000

0

2001 2002

Year

2003

20,000 20,000 20,000

Fig. 7.1 : Depreciation amount under straight line method
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7.6.1.2 Limitations of Straight Line Method

Although straight line method is simple and easy to apply it suffers from

certain limitations which are given below.

• This method is based on the faulty assumption of same amount of the utility

of an asset in different accounting years;

• With the passage of time, work efficiency of the asset decreases and repair

and maintenance expense increases. Hence, under this method, the total

amount charged against profit on account of depreciation and repair taken

together, will not be uniform throughout the life of the asset, rather it will

keep on increasing from year to year.

7.6.2 Written Down Value Method

Under this method, depreciation is charged on the book value of the asset. Since

book value keeps on reducing by the annual charge of depreciation, it is also

known as ‘reducing balance method’. This method involves the application of a

pre-determined proportion/percentage of the book value of the asset at the

beginning of every accounting period, so as to calculate the amount of

depreciation. The amount of depreciation reduces year after year.

For example, the original cost of the asset is Rs. 2,00,000 and depreciation

is charged @ 10% p.a. at written down value, then the amount of depreciation
will be computed as follows:

(i) Depreciation (I year) = 20,000 Rs. 
100

10
 20,00,000 Rs. =×

(ii) Written down value   = Rs. 2,00,000 – 20,000 = Rs.1,80,000
(at the end of the I year)

(iii) Depreciation (II year) = 18,000 Rs. 
100

10
 1,80,000 Rs. =×

(iv) Written down value = Rs. 1,80,000 – Rs.18,000 = 1,62,000
(at the end of the II year)

(v) Depreciation (III year) = 16,200 Rs. 
100

10
 1,62,000 Rs. =×

(vi) Written down value = Rs. 1,62,000 – Rs. 16,200 = Rs. 1,45,800

(at the end of III year)

As evident from the example, the amount of depreciation goes on reducing
year after year. For this reason, it is also known ‘reducing installment’ or
‘diminishing value’ method. This method is based upon the assumption that
the benefit accruing to business from assets keeps on diminishing as the

asset becomes old (refer figure 7.2). This is due to the reason that a pre-
determined percentage is applied to a gradually shrinking balance on the
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asset account every year. Thus, large amount is recovered depreciation charge
in the earlier years than in later years.

Fig. 7.2 : Depreciation amount using written down value method

Under written down value method, the rate of depreciation is computed by using

the following formula:

100
c

s
n1 R ×












−=

Where,   r = Rate of depreciation

 n = Expected useful life

 s = Scrap value

 c = Cost of an asset

For example, the original cost of a truck is Rs. 9,00,000 and its net salvage

value after 16 years of useful life is Rs. 50,000 then the appropriate rate of

depreciation will be computed as under:

16.6%  100  0.834) (1  100 
9,00,000

50,000
161 R =×−=×












−=

7.6.2.1 Advantages of Written Down Value Method

Written down value method has the following advantages:

• This method is based on a more realistic assumption that the benefits from

asset go on diminishing (reducing) with the passage of time. Hence, it calls

for proper allocation of cost because higher depreciation is charged in earlier

years when asset’s utility is higher as compared to later years when it becomes

less effective.

• It results into almost equal burden of depreciation and repair expenses taken

together every year on profit and loss account;
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• Income Tax Act accept this method for tax purposes;

• As a large portion of cost is written-off in earlier years, loss due to obsolescence

gets reduced;

• This method is suitable for fixed assets which last for long and which require

increased repair and maintenance expenses with passage of time. It can also

be used where obsolescence rate is high.

7.6.2.2  Limitations of Written Down Value  Method

Although this method is based upon a more realistic assumption it suffers from
the following limitations.

• As depreciation is calculated at fixed percentage of written down value,

depreciable cost of the asset cannot be fully written-off. The value of the
asset can never be zero;

• It is difficult to ascertain a suitable rate of depreciation.

7.7 Straight Line Method and Written Down Method: A Comparative Analysis

Straight line and written down value methods are generally used for calculating

depreciation amount in practice. Following are the points of differences between
these two methods.

7.7.1 Basis of Charging Depreciation

In straight line method, depreciation is charged on the basis of original cost or

(historical cost). Whereas in written down value method, the basis of charging

depreciation is net book value (i.e., original cost less depreciation till date) of
the asset, in the beginning of the year.

7.7.2 Annual Charge of Depreciation

The annual amount of depreciation charged every year remains fixed or

constant under straight line method. Whereas in written down value method

the annual amount of depreciation is highest in the first year and subsequently
declines in later years. The reason for this difference, is the difference in the

basis of charging depreciation under both methods. Under straight line method
depreciation is calculated on original cost while under written down value

method it is calculated on written down value.

7.7.3 Total Charge Against Profit and Loss Account on Account of

Depreciation and Repair Expenses

It is a well-accepted phenomenon that repair and maintenance expenses

increase in later years of the useful life of the asset. Hence, total charge against
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profit and loss account in respect of depreciation and repair expenses increases

in later years under straight line method. This happens because annual

depreciation charge remains fixed while repair expenses increase. On the other

hand, under written down value method, depreciation charge declines in later

years, therefore total of depreciation and repair charge remains similar or

equal year after year.

7.7.4 Recognition by Income Tax Law

Straight line method is not recognised by Income Tax Law while written down

value method is recognised by the Income Tax Law.

7.7.5 Suitability

Straight line method is suitable for assets in which repair charges are low the

possibility of obsolescence is low and scrap value depends upon the time period

involved, such as freehold land and buildings, patents, trade marks, etc. Written
down value method is suitable for assets which are affected by technological

changes and require more repair expenses with passage of time such as plant
and machinery, vehicles, etc.

Basis of Dif ference Straight Line Method Written Down Value

Method

1. Basis of charging depre- Original cost Book Value (i.e. original
ciation cost less depreciation

charged till date)

2. Annual depreciation charge Fixed (Constant) year Declines year after year

3. Total charge against Unequal year after year. Almost equal every year.
profit and loss account in It increases in later years.
respect of depreciation
and repairs

4. Recognition by income Not recognised Recognised
tax law

5. Suitablity It is suitable for assets in It is suitable for assets,
which repair charges are which are af fected by
less, the possibility of technological changes
and obsolescence is low and require more repair
scrap value depends upon expenses with passage of
the time period involved. time.

Fig. 7.3 : Comparison of straight line and written down value method
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Test Your Understanding - III

 There are two dentists Dr. Aggarwal and Dr. Mehta in your locality who are
competitors. Both of them have recently bought an equipment for treatment of
patients. Dr. Aggarwal has decided to write-off an equal amount of depreciation
every year while Dr. Mehta wants to write-off a larger amount in earlier years. They
do not know anything about the methods of depreciation. Who is wise in your opinion?
Give reasons in support of your answer.

7.8 Methods of Recording Depreciation

In the books of account, there are two types of arrangements for recording

depreciation on fixed assets:
• Charging depreciation to asset account or

• Creating Provision for depreciation/Accumulated depreciation account.

7.8.1 Charging Depreciation to Asset account

According to this arrangement, depreciation is deducted from the depreciable

cost of the asset ( credited to the asset account) and charged (or debited) to
profit and loss account. Journal entries under this recording method  are as

follows:
1. For recording purchase of asset (only in the year of purchase)

Asset A/c Dr. (with the cost of asset including
installation, freight, etc.)

To Bank/Vendor A/c
2. Following two entries are recorded at the end of every year

(a) For deducting depreciation amount from the cost of the asset.
Depreciation A/c Dr. (with the amount of depreciation)

To Asset A/c
(b) For charging depreciation to profit and loss account.

Profit & Loss A/c Dr. (with the amount of depreciation)

To Depreciation A/c
3. Balance Sheet Treatment

When this method is used, the fixed asset appears at its  net book value  (i.e. cost
less depreciation charged till date) on the asset side of the balance sheet and not at
its original cost (also known as historical cost).

7.8.2 Creating Provision for Depreciation Account/Accumulated
Depreciation Account

This method is designed to accumulate the depreciation provided on an asset in
a separate account generally called ‘Provision for Depreciation’ or ‘Accumulated
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Depreciation’ account. By such accumulation of depreciation the asset account

need not be disturbed in any way and it continues to be shown at its original
cost over the successive years of its useful life. There are some basic characteristic

of this method of recording depreciation. These are given below:

• Asset account continues to appear at its original cost year after year over its
entire life;

• Depreciation is accumulated on a separate account instead of being adjusted
in the asset account at the end of each accounting period.

The following journal entries are recorded under this method:

1. For recording purchase of asset (only in the year of purchase)

Asset A/c Dr. (with the cost of asset including
installation, expenses etc.)

To  Bank/Vendor A/c (cash/credit purchase)

2. Following two journal entries are recorded at the end of each year:

(a) For crediting depreciation amount to provision for depreciation   account

Depreciation A/c Dr. (with the amount of depreciation)
To Provision for depreciation A/c

(b) For charging depreciation  to profit and loss account

Profit & Loss A/c Dr. (with the amount of depreciation)

To Depreciation A/c

3. Balance sheet treatment

In the balance sheet, the fixed asset continues to appear at its original cost on the

asset side. The depreciation charged till that date appears in the provision for depreciation
account, which is shown either on the “liabilities side” of the balance sheet or by way of

deduction from the original cost of the asset concerned on the asset side of the balance
sheet.

Illustration 1

M/s Singhania and Bros. purchased  a plant for Rs. 5,00,000 on April, 01 2014, and spent

Rs. 50,000 for its installation. The salvage value of the plant after its useful life of 10 years
is estimated to be Rs. 10,000. Record journal entries for the year 2014-15 and draw up

Plant Account and Depreciation Account for first three years given that the depreciation is
charged using straight line method if :

(i) The books of account close on  March 31 every year; and

(ii) The firm charges depreciation to the asset account.
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Solution

Books of Singhania and Bros.

Journal

Date Particulars L.F. Debit Credit
Amount Amount

Rs. Rs.

2014
Apr. 01 Plant A/c Dr. 5,00,000

To Bank A/c 5,00,000
(Purchased plant for Rs. 5,00,000)

Apr. 01 Plant A/c Dr. 50,000
To Bank A/c 50,000

(Expenses incurred on installation)

2015

Mar. 31 Depreciation A/c Dr. 54,000
To Plant A/c 54,000

(Depreciation charged on asset)

Mar. 31 Profit and Loss A/c Dr. 54,000
To Depreciation A/c 54,000

(Depreciation debited to profit and
loss account)

Plant  Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2015
Apr. 01 Bank 5,00,000 Mar. 31 Depreciation 54,000

Balance c/d 4,96,000
Bank 50,000
(Installation
expenses)

5,50,000 5,50,000

2015 2016
Apr. 01 Balance b/d 4,96,000 Mar. 31 Depreciation 54,000

Balance c/d 4,42,000

4,96,000 4,96,000

2016 2017
Apr. 01 Balance b/d 4,42,000 Mar. 31 Depreciation 54,000

Balance c/d 3,88,000

4,42,000 4,42,000
2017
Apr. 01 Balance b/d 3,88,000
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Depreciation Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amounts

Rs. Rs.

2015 2015
Mar. 31 Plant 54,000 Mar. 31 Profit and Loss 54,000
2016 2016
Mar. 31 Plant 54,000 Mar. 31 Profit and Loss 54,000
2017 2017

Mar. 31 Plant 54,000 Mar. 31 Profit & Loss 54,000

Workings Notes

(1) Calculation of original cost

(Rs.)
Purchase cost 5,00,000
Add: Installation cost   50,000
Original cost            5,50,000
Salvage value 10,000

Useful life 10 years

(2)  Depreciation amount = p.a. 54,000 Rs.
10

10,000 Rs.5,50,000 Rs.
=

−

Illustration 2

M/s Mehra and Sons acquired a machine for Rs. 1,80,000 on October 01, 2014, and spent
Rs 20,000 for its installation. The firm writes-off depreciation at the rate of 10% on original
cost every year. Record necessary journal entries for the year 2014 and draw up Machine
Account and Depreciation Account for first three years given that:

(i) The book of accounts closes on March 31 every year; and

(ii) The firm charges depreciation to asset account.

Solution

Books of  Mehra and Sons
Journal

Debit Credit

Date Particulars L.F. Amount Amount

Rs. Rs.

2014
Oct. 01 Machine A/c Dr. 1,80,000

To Bank A/c 1,80,000
(Purchased machine for Rs.1,80,000)

Oct. 01 Machine A/c Dr. 20,000
To Bank A/c 20,000

(Expenses incurred on installation)
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2015
Mar. 31 Depreciation A/c Dr. 10,000

To Machine A/c 10,000
Depreciation charged on machine)

Mar. 31 Profit and Loss A/c Dr. 10,000
To Depreciation A/c 10,000

(Depreciation debited to profit and loss
account)

2016
Mar. 31 Depreciation A/c Dr. 20,000

To Machine A/c 20,000
(Depreciation charged on machine)

Mar. 31 Profit and Loss A/c Dr. 20,000
To Depreciation A/c 20,000

(Depreciation debited to profit and loss
account)

2017
Mar. 31 Depreciation A/c Dr. 20,000

To Machine A/c 20,000
(Depreciation charged on machine)

Mar. 31 Profit and Loss A/c Dr. 20,000
To Depreciation A/c 20,000

(Depreciation debited to profit and
loss account)

Books of M/s Mehra and Sons
Machine Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2015
Oct. 01 Bank 1,80,000 Mar. 31 Depreciation 10,000

Oct. 01 Bank 20,000 (for 6 months)
(Installation Balance c/d 1,90,000
expenses) Mar. 31

2,00,000 2,00,000
2015 2016

Apr. 01 Balance b/d 1,90,000 Mar. 31 Depreciation 20,000

1,70,000
Balance c/d

1,90,000 1,90,000

2016 2017
Apr. 01 Balance b/d 1,70,000 Mar. 31 Depreciation 20,000

Balance c/d 1,50,000

1,70,000 1,70,000
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 Depreciation Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2015 2015
Mar. 31 Machine 10,000 Mar. 31 Profit & Loss 10,000

10,000 10,000
2016 2016

Mar. 31 Machine 20,000 Mar. 31 Profit & Loss 20,000
20,000 20,000

2017 2017

Dec. 31 Machine 20,000 Dec. 31 Profit & Loss 20,000

20,000 20,000

Working Notes

(1) Calculation of original cost of the machine
 Rs.

Purchase cost  1,80,000
Add Installation cost     20,000

Original cost  2,00,000

(2) Depreciation expense = 10% of Rs. 2,00,000 every year
= Rs. 20,000 p.a.

(3) During the year 2014, depreciation shall be charged only for 6 months, as
acquisition date is October 01, 2014, i.e. the asset is used only for 6 months
during the year 2014-15.

(4)
6

Depreciation (2014-2015) = 20,000 x Rs.10,000
12

=

Illustration 3

Based on data given in question number 2 record journal entries and prepare Machine
account, Depreciation account and Provision for Depreciation account for the first 3 years
if provision for depreciation account is maintained by the firm.

Solution

Books of  Mehra and Sons
Machine Account

Dr. Cr.
Date Particulars J.F. Amount   Date Particulars J.F. Amounts

Rs. Rs.

2014 2015
Oct. 1 Bank 1,80,000 Mar. 31 Balance c/d 2,00,000
Oct. 1 Bank

(Installation 20,000
expenses)

2,00,000 2,00,000
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2015 2016

Apr. 01 Balance b/d 2,00,000 Mar. 31 Balance c/d 2,00,000

2,00,000 2,00,000

Provision for Depreciation Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amounts

Rs. Rs.

2015 2015
Mar. 31 Balance c/d 10,000 Mar. 31 Depreciation 10,000

10,000 10,000

2016 2015
Mar. 31 Balance c/d 30,000 Apr. 01 Balance b/d 10,000

Mar. 31 Depreciation 20,000

30,000 30,000

2017 2016

Mar. 31 Balance c/d 50,000 Apr. 1 Balance b/d 30,000

2017
Mar. 31 Depreciation 20,000

50,000 50,000

Depreciation Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2015 2015
Mar. 31 Provision for 10,000 Mar.31 Profit & Loss 10,000

Deprection
10,000 10,000

2016 2016
Mar. 31 Provision for 20,000 Mar.31 Profit & Loss 20,000

Depreciation
20,000 20,000

2017 2017
Mar. 31 Provision for 20,000 Mar.31 Profit & Loss 20,000

Depreciation

20,000 20,000

Illustration 4

M/s. Dalmia Textile Mills purchased machinery on April 01, 2014 for Rs. 2,00,000  on

credit from M/s Ahuja and sons and spent Rs. 10,000 for its installation. Depreciation is

2015-16



249Depreciation, Provisions and Reserves

provided @10% p.a. on written down value basis. Prepare  Machinery Account for the first

three years. Books are closed on March 31, every year.

Solution

Books of Dalmia Textiles mills
Machinery Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2015
Apr. 01 Bank 2,00,000 Mar. 31 Depreciation 21,0001

Bank 10,000 Balance c/d 1,89,000

2,10,000 2,10,000

2015 2016
Apr. 01 Balance b/d 1,89,000 Mar. 31 Depreciation 18,9002

Balance c/d 1,70,100

1,89,000 1,89,000

2016 2017
Apr. 01 Balance b/d 1,70,100 Mar. 31 Depreciation 17,0103

Balance c/d 1,53,090

1,70,100 1,70,100

2017 Balance b/d 1,53,090

Working Notes

1. Calculation of the amount of depreciation (Rs.)

Original cost on 01.04.2014 2,10,000 (i.e. 2,00,000 + 10,000)
Less: Depreciation for 2014-15   (21,000)
WDV on 01.04.2015 1,89,000
Less: Depreciation for 2015-16   (18,900)
WDV on 01.04.2016 1,70,100
Less: Depreciation for 2016-17   (17,010)
WDV on 01.04.2017  1,53,090

Illustration 5

M/s Sahani Enterprises acquired a printing machine for Rs. 40,000 on July 01, 2014 and
spent Rs. 5,000 on its transport and installation. Another machine for Rs. 35,000 was
purchased on January 01, 2016. Depreciation is charged at the rate of 20% on written
down value.  Prepare Printing Machine  account.
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Solution

Books of Sahani Enterprises
Printing Machine Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.
2014 2015

Jul. 01 Bank 40,000 Mar. 31 Depreciation 6,7501

Bank 5,000 Balance c/d 38,250

45,000 45,000

2015 2016

Apr. 01 Balance b/d 38,250  Mar. 31 Depreciation 9,4002

Jan. 01 Bank 35,000 Balance c/d 63,850

73,250 73,250

2016 2017
Apr. 01 Balance b/d 63,850 Mar.31 Depreciation  12,7703

Balance c/d 51,080

63,850 63,850

2017
Apr. 01 Balance b/d 51,080

Working Notes

    (Rs.)
Orignal cost machine purchased on July 01, 2014 45,000
(–) Depreciation till Mar.  31, 2015 (for 9 months @ 20%) (6,750)1

38,250
+ Cost of new machine purchased  on Jan. 01, 2016 35,000

73,250
(–) Depreciation for the year 2015-2016
(20% of 38,250 + 20% of Rs. 35,000 for 3 month)  (9,400) 2

WDV on Mar. 31, 2016 63,850
(–) Depreciation for the year 2016 – 17 (20% of Rs. 63,850) (12,770)3

WDV on Mar. 31, 2017  51,080

Test Your Understanding - IV

Basaria Confectioner bought a cold storage plant on July 01, 2014 for Rs.1,00,000.
Compare the amount of depreciation charged for first three years using:

1. Rate of depreciation @ 10% on original cost basis;
2. Rate of depreciation @ on written down value basis;

3. Also, plot the computed amount of depreciation on a graph.
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7.9 Disposal of Asset

Disposal of asset can take place either (a) at the end of its useful life or (b) during
its useful life (due to obsolescence or any other abnormal factor).

If it is sold at the end of its useful life, the amount realised on account of the sale
of asset as scrap should be credited to the asset account and the balance is

transferred to profit and loss account. In this regard the following journal entries
are recorded.
1. For sale of asset as scrap

Bank  A/c Dr.
To Asset A/c

2. For transfer of balance in asset account

(a) In case of profit
Asset A/c Dr.

To Profit and Loss A/c
(b) In case of loss

Profit and Loss A/c Dr.
To Asset A/c

In case, however, the provision for depreciation account has been in use

for recording the depreciation, then before passing the above entries transfer
the balance of the provision for depreciation account to the asset account by

recording the following journal entry:

Provision for depreciation A/c Dr.
To Asset A/c

For example, R.S. Limited purchased a vehicle for Rs. 4, 00,000. After
4 years its salvage value is estimated at Rs. 40,000. To find out the amount of

depreciation to be charged every year based on straight line basis, and show
as to how the vehicle account would appear for four years assuming it is sold

for Rs. 50,000 at the end when

(a) depreciation is charged to asset account; and
(b) provision for depreciation account is maintained.

Consider the following entries in the book of account of R.S. Limited

(a) When depreciation is charged to assets account

Books of R.S. Limited
Vehicle Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

I Bank 4,00,000 End of Depreciation 90,000
year the year Balance c/d 3,10,000

4,00,000 4,00,000
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II Balance b/d 3,10,000 End of Depreciation 90,000
year the year Balance c/d 2,20.000

3,10,000 3,10,000

III Balance b/d 2,20,000 End of Depreciation 90,000
year the year Balance c/d 1,30,000

2,20,000 2,20,000

IV Balance b/d 1,30,000 Depreciaton 99,000
year Profit and 10,000 Bank 50,000

loss (Profit on
sale of vehicle)

1,40,000 1,40,000

(b) When Provision for depreciation account is maintained.

Books of R.S. Limited

Vehicle Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

I Bank 4,00,000 End of Balance c/d 4,00,000
year the year

4,00,000 4,00,000

II Balance b/d 4,00,000 End of Balance c/d 4,00,000
year the year

4,00,000 4,00,000

III Balance b/d 4,00,000 End of Balance c/d 4,00,000
year the year

4,00,000 4,00,000

IV Balance b/d 4,00,000 Provison for 3,60,000
year Profit and loss 10,000 depreciation

(Profit on Sale Bank 50,000
of Vehicle)

4,10,000 4,10,000

Provision for Depreciation
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

Ist Balance b/d 90,000 End of Depreciation 90,000
year year

90,000 90,000

2015-16



253Depreciation, Provisions and Reserves

II Balance b/d 1,80,000 End of Balance c/d 90,000

year the year Depreciation 90,000

1,80,000 1,80,000

III Balance b/d 2,70,000 End of Balance c/d 1,80,000

year the year Depreciation 90,000

2,70,000 2,70,000

IV Machinery 3,60,000 End of Balance c/d 2,70,000

year the year Provison for 90,000
Depreciation

3,60,000 3,60,000

7.9.1 Use of Asset Disposal Account

Asset disposal account is designed to provide a complete and clear view of all

the transactions involved in the sale of an asset under one account head. The
concerned variables are the original cost of the asset, depreciation accumulated

on the asset upto date, sale price of the asset, value of the parts of the asset

retained for use, if any and the resultant profit or loss on disposal. The balance

of this amount is transferred to the profit and loss account.

This method is generally used when  a part of the asset is sold  and
provision for depreciation account exists.

Under this method, a new account titled Asset Disposal Account  is opened.

The original cost of the asset being sold is debited to the asset disposal account

and accumulated depreciation amount appearing in provision for depreciation
account relating to that asset till the date of disposal is credited to the asset

disposal account. The net amount realised from the sale of the asset is also

credited to this account. The balance of asset disposal account shows profit

or loss which is transferred to profit and loss account. The advantage of this

method is that it gives a full picture of all the transactions related to asset
disposal at one place. The journal entries required for the preparation of asset

disposal account is as follows:

1. Asset Disposal A/c Dr. (with the original cost of asset,
To Asset A/c being sold)

2. Provision for Depreciation A/c Dr. (with the accumulated balance in
To Asset Disposal A/c provision for depreciation account)

3. Bank A/c Dr. (with the net sales proceeds)
To Asset Disposal A/c

Asset Disposal Account may ultimately show a debit or credit balance.

The debit balance on the account indicate loss on disposal and would be dealt

with as follows:
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Profit and Loss A/c Dr. (with the amount of loss on sale)
To Asset Disposal A/c

The credit balance of the account, profit on disposal and would be closed
by the following journal entry:

Asset Disposal A/c Dr. (with the amount of profit on sale)
To Profit and Loss A/c

For example, Karan Enterprises has the following balances in its books

as on March 31, 2014

Machinery (gross value): Rs. 6,00,000

Provision for depreciation: Rs. 2,50,000

A machine purchased for Rs. 1,00,000 on November 01, 2015, having
accumulated depreciation amounting to Rs. 60,000 was sold on April 1, 2015 for
Rs. 35,000. The Asset Disposal account will be prepared in the following manner:

Books of Karan Enterprises
Machinery Disposal Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars L.F. Amount

Rs. Rs.

2015 2015
Apr. 01 Machinery 1,00,000 Apr. 01 Provision for 60,000

depreciation 
Apr. 01 Bank 35,000
2016
Mar. 31 Profit & Loss

(Loss on sale) 5,0001

1,00,000 1,00,000

Machinery Account
Dr. Cr.

Date Particulars Amount Date Particulars Amount

Rs. Rs.
2014 2014
Mar. 31 Balance b/d 6,00,000 Apr. 01 Machine

Disposal 1,00,000
2015
Mar. 31 Balance c/d 5,00,000

6,00,000 6,00,000

Working Notes

(1) Computation of loss on sale of machinery Rs.
Original cost of the asset being sold 1,00,000
Less: accumulated depreciation  (60,000)

40,000
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(2) Sales value realised (35,000)
Loss on sale (i.e. Rs. 40,000 – Rs. 35,000) 5,0001

Illustration 6

On January 01 2014, Khosla Transport Co. purchased five trucks for Rs. 20,000 each.
Depreciation has been provided at the rate of 10% p.a. using straight line method and
accumulated in provision for depreciation acount.  On January 01, 2015, one truck was
sold for Rs. 15,000. On July 01, 2016, another truck (purchased for Rs. 20,000 on Jan 01,
2014) was sold for Rs. 18,000. A new truck costing Rs. 30,000 was purchased on October
01, 2016. You are required to prepare trucks account, Provision for depreciation account
and Truck disposal account for the years ended on December 2014, 2015 and 2016 assuming
that the firm closes its accounts in December every year.

Solution

Book of Khosla Transport Co.
Trucks Account

Dr. Cr.

Date Particulars J.F Amount Date Particulars J.F Amount
Rs. Rs.

2014 2014

Jan. 01 Bank 1,00,000 Dec. 31 Balance c/d 1,00,000

(Purchase of
truck) 1,00,000 1,00,000

2015 2015
Jan. 01 Balance b/d 1,00,000 Jan. 01 Truck disposal 20,000

Dec 31 Balance c/d 80,000

1,00,000 1,00,000

2016 2016
Jan. 01 Balance b/d 80,000 Jul. 01 Truck  disposal 20,000
Oct. 01 Bank 30,000 Dec. 31 Balance c/d 90,000

(Purchase of

new truck) 1,10,000 1,10,000

Truck Disposal Account

Dr. Cr.
Date Particulars J.F Amount Date Particulars J.F Amount

Rs. Rs.

2015 2015
Jan. 01 Machinery 20,000 Jan. 01 Provision for  2,000

Depreciation
Jan. 01 Bank  (Sale) 15,000
Jan. 01 Profit & Loss 3,0004

(Loss on sale)
20,000 20,000
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2016 2016
Jul. 01 Machinery 20,000 Jul. 01 Provision for
Jul. 01 Profit & Loss 3,000 Depreciation

(Profit on sale)5 (Rs. 2,000 +
2,000 +1,000) 5,000

Jul. 01 Bank  (Sale) 18,000

23,000 23,000

Provision for Depreciation Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount 

Rs. Rs.

2014 2014
Dec. 31 Balance c/d 10,000 Dec. 31 Depreciation 10,0001

10,000 10,000

2015 2015
Jan. 01 Truck Disposal 2,000 Jan. 01 Balance b/d 10,000
Dec. 31 Balance c/d 16,000 Dec. 31 Depreciation 8,0002

18,000 18,000

2016 2016
Jan. 01 Truck Disposal 5,000 Jan. 01 Balance b/d 16,000
Dec. 31 Balance c/d 18,750 Dec. 31 Depreciation

(Rs. 6000+
1000+750) 7,7503

23,750 23,750

Working Notes

1. Calculation of amount of depreciation Rs.
Year - 2014
10% on Rs. 1,00,000 for one year 10,0001

Year - 2015
10% on Rs. 80,000 for one year 80002

Year – 2016
10% on Rs. 60,000 for 1 year 6,000
10% on Rs. 20,000 for six months 1,000
10% on Rs. 30,000 for three months 7,50

7,7503

2. Loss on sale of first truck

Original cost on January 01, 2014 20,000
Less depreciation at 10% (2,000)
Book value on January 1, 2015  18,000
Sales price realised on 01.01.2015   (15,000)
Loss on sale of first machine 3,0004
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3. Profit on sale of second truck Rs.
Original Cost of second truck 20,000
(Less) depreciation charged
2014 2,000
2015 2,000
2016 (upto June, 2016) 1,000 5,000
Book value of second truck  15,000
Sale price of second truck  18,000
Profit on sale  3,000

Illustration 7

On April 01, 2014, following balances appeared in the books of M/s Kanishka Traders:
Furniture account Rs. 50,000, Provision for depreciation on furniture Rs. 22,000. On
October 01, 2014 a part of furniture purchased for Rupees 20,000 in April 01, 2010 was
sold for Rs. 5,000. On the same date a new furniture costing Rs. 25,000 was purchased.
The depreciation was provided @ 10% p.a. on original cost of the asset and no depreciation
was charged on the asset in the year of sale. Prepare furniture account and provision for
depreciation account for the year ending March 31, 2015.

Solution
Books of Kanishka Traders

Furniture Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F Amount

Rs. Rs.

2014 2014
Apr. 01 Balance b/d 50,000 Oct.01 Bank 5,000
Oct. 10 Bank 25,000 Apr. 01 Provision for  8,000

depreciation 7,0001

Profit and Loss
(Loss on sale)
Balance c/d 55,000

75,000 75,000

Provision for Depreciation on Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particular J.F. Amount

Rs. Rs.

2014 2014
Oct. 01 Furniture 8,000 Apr. 01 Balance b/d 22,000

(Accumulated
depreciation on
furniture sold)

2015 2015
Mar. 31 Balance c/d 18,250 Mar. 31 Depreciation

(Rs. 3,000 + 4,250
26,250 1,250) 26,250
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Working Notes

1. Calculation of amount of depreciation

Calculation of loss on sale Rs.
Original cost of furniture on 01.10.2014 20,000
Less: Depreciation for 4 year from 01.04.2010 to
31.04.2014 (no depreciation for the year of sale
@10% p.a. on original cost 8,000

Value as on 01.10.2014 12,000
Sale price 5,000

2. Loss on sale 7,0001

Depreciation for the year 2014-15
10% of Rs. 30,000 (Rs. 50,000 – Rs. 20,000) for full year 3,000
10%  of Rs. 25,000 for 6 month 1,250

 4,250

Illustration 8

Solve illustration 07,  if the firm maintains furniture disposal account prepared along
with furniture account and provision for depreciation on furniture account.

Books of Anil Traders
Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014
Apr. 01 Balance b/d 50,000 Apr. 01 Furniture 20,000

disposal
Oct.01 Bank 25,000 2015

Mar. 31 Balance c/d 55,000

75,000 75,000

Provision for Depreciation on Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particular J.F. Amount

Rs. Rs.

2014 2014

Oct.01 Furniture 8,000 Apr.01 Balance b/d 22,000

disposal

2015 2015

Mar. 31 Balance c/d 18,250 Mar.31 Depreciation 4,250

26,250 26,250
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Furniture Disposal Account
Dr. Cr.

Date Particulars J.F. Amount Date Particular J.F. Amount

Rs. Rs.

2014 2014
Oct.01 Furniture 20,000 Oct.01 Provision for

Depreciation 8,000
Bank 5,000
Profit & Loss 
(Loss on sale) 7,000

20,000 20, 000

Illustration 9

On Jan 01, 2010 Jain & Sons purchased a second hand plant costing Rs. 2,00,000 and
spent Rs. 10,000 on its overhauling. It also  spent Rs. 5,000 on transportation and
installation of the plant. It was decided to provide for depreciation @ of 20% on written
down value. The plant was destroyed by fire on July 31, 2013 and an insurance claim of
Rs. 50,000 was admitted by the insurance company. Prepare plant account, accumulated
depreciation account and plant disposal account assuming that the company closes its
books on  December 31, every year.

Solution

Books of Jain & Sons.

Plant Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2010 2010
Jan. 01 Bank 2,15,000 Dec. 31 Balance c/d 2,15,000

2,15,000 2,15,000

2011 2011
Jan. 01 Balance b/d 2,15,000 Dec. 31 Balance c/d 2,15,000

2,15,000 2,15,000

2012 2012
Jan. 01 Balance b/d 2,15,000 Dec. 31 Balance c/d 2,15,000

2,15,000 2,15,000

2013 2013
Jan. 01 Balance b/d 2,15,000 Jul. 31 Plant disposal 2,15,000

2,15,000 2,15,000
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Accumulated Depreciation Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2010 2010
Dec. 31 Balance c/d 43,000 Dec. 31 Depreciation 43,0001

43,000 43,000

2011 2011
Jan. 01 Balance c/d 77,400 Jan. 01 Balance b/d 43,000

Depreciation 34,4002

77,400 77,400

2012 2012
Dec. 31 Balance c/d 1,04,920 Jan. 01 Balance b/d 77,400

Dec. 31 Depreciation 27,5203

1,04,920 1,04,920

2013
2013 Jan. 01 Balance b/d 1,04,920
Jul. 31 Plant disposal 1,17,763 July 31 Depreciation 12,8434

1,17,763 1,17,763

Plant Disposal Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2013 2013
Jul. 31 Plant 2,15,000 Jul. 31 Accumulated 1,17,763

depreciation 
Insurance Co. 50,000
Profit & Loss 47,2375

(Loss on sale)
2,15,000 2,15,000

Working Notes:

1. Calculation of Depreciation Amount (Rs.)
Original cost on 01.01.2010 2,15,000
(2,00,000 + 10,000+ 5,000)

Depreciation for the year 2010

(@20% of Rs. 2,15,000) (43,0001)

1,72,000
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Depreciation for the year 2011

(@20% of Rs. 1,72,000)    (34,4002)

1,37,600

Depreciation for the year 2012

(@20% of Rs. 1,37,600)    27,520 3

1,10,080

Depreciation till 31.07.14 (12,8434)

(@20% of Rs. 1,10,080) 97,237

Insurance claim (50,000)

Loss on disposal    47,2375

7.10 Effect of any Addition or Extension to the Existing Asset

An existing asset may require some additions or extensions for being suitable

for operations. Such additions/extensions may or may not become an integral

part of the asset. The amount incurred on such additions/extensions is

capitalised and written off as depreciation over the life of the asset. It is

important to mention here that the amount so incurred is in addition to usual

repair and maintenance expenses. AS-6 (Revised) mentions that

• Any addition or extension, which becomes an integral part of the existing

asset should be depreciated over the useful life of that asset;

• The depreciation on such addition or extension may also be provided

at the rate applied to the existing asset;

• Where an addition or extension retains a separate identity and is capable

of being used after the existing asset is disposed off, depreciation, should

be provided independently on the basis of its own useful life.

Illustration 10

M/s Digital Studio bought a  machine for Rs. 8,00,000 on April 01, 2012. Depreciation
was provided on straight-line basis at the rate of 20% on original cost. On April 01,2014
a substantial modification was made in the machine to make it more efficient at a cost of
Rs. 80,000. This amount is to be depreciated @ 20% on straight line basis. Routine
maintenance expenses during the year 2013-14 were Rs. 2,000.

Draw up the Machine account, Provision for depreciation account and charge to profit

and loss account in respect of the accounting year ended on March 31,2015.
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Solution

Books  of Digital Studio

Machine Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2012 2013

Apr 01 Balance b/d 800,000  Mar 31 Balance c/d 8,80,000

Bank 80,000

8,80,000 8,80,000

Provision for Depreciation Account

Dr. Cr.

Date Particulars J.F Amount Date Particulars J.F Amount

Rs. Rs.

2013 2013
Mar 31 Balance c/d 4,96,000 April 01 Balance b/d 3,20,0001

2014
Mar 31 Depreciation 1,76,0002

4,96,000 4,96,000

Working Notes

1. Cost of modification is capitalised but routine repair expenses are treated as
revenue expenditure.

2. Calculation of balance of provision for depreciation account on 01.04.2014.

Original Cost on 01.04.2012 = Rs. 8,00,000
Depreciation for the years 2012-13 and 2013-14 = Rs 3,20,0001

(@ 20% of Rs. 8,00,000 )

3. Depreciation for the year 2014-15 is calculated as under:
20% of 8,00,000 = Rs. 1,60,000
20% of Rs. 80,000 = Rs. 16,000
Total Depreciation for 2014-15 = Rs. 1,76,0002

4. Amount to be charged to  profit and loss account
Depreciation   Rs. 1,76,000
Repair and maintenance        Rs. 2,000

Illustration 11

M/s Nishit printing press bought a printing machine for Rs. 6, 80,000 on April 01, 2012.
Depreciation was provided on straight line basis at the rate of 20% on original cost. On
April 01, 2014 a modification was made in the machine to increase its technical reliability
for Rs 70,000. On the same date, an important component of the machine was replaced for
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Rs. 20,000 due to excessive wear and tear. Routine maintenance expenses during the year
are Rs. 5,000

Prepare machinery account, provision for depreciation account. Show the working notes

accordingly for the year ending March 31, 2015.

Machinery Account

Date Particular J.F. Account Date Particular J.F. Account

Rs. Rs.

2014 2015
Apr. 01 Balance b/d 6,80,000 Mar. 31 Balance c/d 7,70,000

Bank 70,000
Bank 20,000

7,70,000 7,70,000

Provision for Depreciation Account

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2015 2014
Mar.31 Balance c/d 4,38,000 Apr.01 Balance b/d 2,72,000

2015
Mar.31 Depreciation 1,66,000

4,38,000 4,38,000

Working Notes         Rs.

1. Cost of Machine for the year 2010 = 6,80,000

Depreciation Charged for the

Years 2012-13 and 2013-14 = 





×6,80,000

100

20
 2

= 2,72,000

2. Depreciation for the year 2014-15 = Rs. 6,80,000

20% of 6,80,000 = 1,36,000

1/3 of 90,000 = 30,000

(i.e., Rs. 70,000 + Rs. 20,000)

Depreciation for the year 2013-15 = 1, 66,000
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3. Cost of modification and component replacement is capitalised. Routine repair
expense of Rs. 5,000 is a revenue expenditure. Hence, amount charged to profit
and loss account is Rs. 1,66,000 + Rs. 5,000 = Rs. 1,71,000

SECTION – II

Provisions and Reserve

7.11 Provisions

There are certain expenses/losses which are related to the current accounting

period but amount of which is not known with certainty because they are not

yet incurred. It is necessary to make provision for such items for ascertaining

true net profit. For example, a trader who sells on credit basis knows that

some of the debtors of the current period would default and would not pay or

would pay only partially. It is necessary to take into account such an expected

loss while calculating true and fair profit/loss according to the principle of

Prudence or Conservatism. Therefore, the trader creates a Provision for Doubtful

Debts to take care of expected loss at the time of realisation from debtors.  In

a similar way, Provision for repairs and renewals may also be created to provide

for expected repair and renewal of the fixed assets. Examples of provisions

are :

• Provision for depreciation;

• Provision for bad and doubtful debts;

• Provision for taxation;

• Provision for discount on debtors; and

• Provision for repairs and renewals.

It must be noted that the amount of provision for expense and loss is a

charge against the revenue of the current period. Creation of provision ensures

proper matching of revenue and expenses and hence the calculation of true

profits. Provisions are created by debiting the profit and loss account. In the

balance sheet, the amount of provision may be shown either:

• By way of deduction from the concerned asset on the assets side. For example,

provision for doubtful debts is shown as deduction from the amount of
sundry debtors and provision for depreciation as a deduction from the

concerned fixed assets;

2015-16



265Depreciation, Provisions and Reserves

• On the liabilities side of the balance sheet alongwith current liabilities, for

example provision for taxes and provision for repairs and renewals.

7.11.1 Accounting Treatment for Provisions

The accounting treatment of all types of provisions is almost similar. Therefore,
the accounting treatment is explained here taking up the case of provision for

doubtful debts.

As already stated that when business transaction takes place on credit

basis, debtors account is created and its balance is shown on the asset-side

of the balance sheet. These debtors may be of three types:

• Good Debtors are those from where collection of debt is certain.

• Bad Debts are those debtors from where collection of money is not

possible and the amount of credit given is a certain loss.

• Doubtful Debts are those debtors who may pay but business firm is not

sure about the collection of full amount from them. In fact, as a matter

of business experience, some percentage of such debtors are not likely

to pay, hence treated as doubtful debts. To consider this possible loss

on account of non-payment by some debtors, it is a common practice

(and necessary also) to make a suitable provision for doubtful debts at

the time of ascertaining true profit or loss. The provision for doubtful

debts is usually calculated as a certain percentage of the total amount

due from sundry debtors after deducting/writing-off all known bad

debts. Provision for doubtful debts is also called ‘Provision for bad and

doubtful debts’. It is created by debiting the amount of required provision

to the profit and loss account and crediting it to provision for doubtful

debts account.

For creating a provision for doubtful debts  the following journal entry

is recorded:

Profit and Loss A/c Dr. (with the amount of provision)

To Provision for doubtful debts A/c

This is explained with the help of the following example

Observe an extract of the trial balance from the books of Trehan Traders

on March 31, 2014 is given below:

Date Account title L.F. Debit Credit

Amount Amount

Rs. Rs.

Sundry Debtors 68,000
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Additional Information

• Bad debts proved bad but not recorded amounted to Rs. 8,000

• Provision is to be maintained at 10% of debtors.

In order to create the provision for doubtful debts, the following journal

entries will be recorded:

Journal

Date Particulars L. F.  Amount  Amount

Rs. Rs.

2014
Mar. 31 Bad debts A/c Dr. 8,000

To  Sundry debtors A/c 8,000
(Bad debts written off)

Mar. 31 Profit & Loss A/c Dr. 8,000
        To  Bad debts  A/c 8,000
(Bad debts debited to profit and
loss account)

Mar. 31 Profit and Loss A/c Dr. 6,0001

        To  Provision for doubtful debts a/c 6,0001

(For creating provision for doubtful debts)

Working Notes

Provision for doubtful debts @10% of sundry debtors i.e.
Rs. 68,000 – 8000 = 60,000

10
6000

100
× = 60001

7.12 Reserves

A part of the profit may be set aside and retained in the business to provide for

certain future needs like growth and expansion or to meet future contingencies

such as workmen compensation. Unlike provisions, reserves are the

appropriations of profit to strengthen the financial position of the business.

Reserve is not a charge against profit as it is not meant to cover any known

liability or expected loss in future. However, retention of profits in the form of

reserves reduces the amount of profits available for distribution among the

owners of the business. It is shown under the head Reserves and Surpluses on

the liabilities side of the balance sheet after capital.Examples of reserves are:

• General reserve;

• Workmen compensation fund;

• Investment fluctuation fund;

• Capital reserve;
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• Dividend equalisation reserve;

• Reserve for redemption of debenture.

7.12.1 Difference between Reserve and Provision

The points of difference between reserve and provision are explained below:

1. Basic nature : A provision is a charge against profit whereas reserve is an

appropriation of profit. Hence, net profit cannot be calculated unless all
provisions have been debited to profit and loss account, while a reserve is

created after the calculation of net profit.

2. Purpose : Provision is made for a known liability or expense pertaining to

current accounting period, the amount of which is not certain. On the

other hand reserve is created for strengthening the financial position of
the business. Some reserves are also mandatory under the law.

3. Presentation in balance sheet: Provision is shown either (i) by way of
deduction from the item on the asset side for which it is created, or (ii) on

the liabilities side along with current liabilities. On the other hand, reserve

is shown on the liabilities side after capital.

4. Effect on taxable profits : Provision is deducted before calculating taxable

profits. Hence, it reduces taxable profits. A reserve is created from profit

after tax and therefore it has no effect on taxable profit.

5. Element of compulsion : Creation of provision is necessary to ascertain

true and fair profit or loss in compliance with ‘Prudence’ or ‘Conservatism’
concept.  It has to be made even if there are no profits. Whereas creation of

a reserve is generally at the discretion of the management. However, in

certain cases law has stipulated for the creation of specific reserves such
as Debenture Redemption Reserve. Reserve cannot be created unless there

are profits.

6. Use for the payment of dividend : Provision cannot be used for distribution

as dividends while general reserve can be used for dividend distribution.

Basis of Dif ference Provision Reserve

1. Basic nature Charge against profit. Appropriation of profit.

2. Purpose It is created for a known It is made for strengthening
liability or expense pertaining the financial position of
to current accounting period, the business.Some reserves
the amount of which is not are also mandatory under law.
certain.

3. Effect on taxable It reduces taxable profits. It has no effect on taxable
profits. profit.
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4. Presentations in It is shown either (i) by way It is shown on the liabilities.
Balance sheet of deduction from the item on side after capital amount.

the asset side for which it is
created, or (ii) In the liabilities
side along with current
liabilities.

5. Element of Creation of provision is Generally, creation of a Reserve
compulsion necessary to ascertain true is at the discretion of the mana-

and fair profit or loss in gement. Reserve cannot be
compliance ‘Prudence’ or created unless there are profits.
‘Conservatism’ concept. However, in certain cases law
It must be made even has stipulated for the creation
if there are no profits. of specific reserves such as

‘Debenture’ ‘Redemption ’
reserve.

6. Use for the payment It can not be used for It can be used for divided
of dividend dividend distribution. distribution.

Fig. 7.4 : Showing comparison between provisions and reserves

7.12.2 Types of Reserves

A reserve is created by retention of profit of the business can be for either a
general or a specific purpose.

1. General reserve : When the purpose for which reserve is created is not
specified, it  is called General Reserve . It is also termed as free reserve
because the management can freely utilise it for any purpose. General

reserve strengthens the financial position of the business.

2. Specific reserve : Specific reserve is the reserve, which is created for some

specific purpose and can be utilised only for that purpose. Examples of
specific reserves are given below :

(i) Dividend equalisation reserve: This reserve is created to stabilise or
maintain dividend rate. In the year of high profit, amount is transferred

to  Dividend Equalisation reserve. In the year of low profit, this reserve
amount is used to maintain the rate of dividend.

(ii) Workmen compensation fund: It is created to provide for claims of the

workers due to accident, etc.
(iii) Investment fluctuation fund: It is created to make for decline in the

value of investment due to market fluctuations.
(iv) Debenture redemption reserve: It is created to provide funds for

redemption of debentures.

Reserves are also classified as revenue and capital reserves according to
the nature of the profit out of which they are created.
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(a) Revenue reserves : Revenue reserves are created from revenue profits which
arise out of the normal operating activities of the business and are otherwise

freely available for distribution as dividend. Examples of revenue
reserves are:

• General reserve;

• Workmen compensation fund;

• Investment fluctuation fund;

• Dividend equalisation reserve;

• Debenture redemption reserve;

(b) Capital reserves: Capital reserves are created out of capital profits which
do not arise from the normal operating activities. Such reserves are not
available for distribution as dividend. These reserves can be used for

writing off capital losses or issue of bonus shares in case of a company.
Examples of capital profits, which are treated as capital reserves, whether
transferred as such or not, are :

• Premium on issue of shares or debenture.

• Profit on sale of fixed assets.

• Profit on redemption of debentures.

• Profit on revaluation of fixed asset & liabilities.

• Profits prior to incorporation.

• Profit on reissue of forfeited shares

7.12.3 Difference between Revenue and Capital Reserve

Revenue reserves and capital reserves are differentiated on the following grounds:

1. Source of creation : Revenue reserve is created out of revenue profits, which

arise out of the normal operating activities of the business and  are
otherwise available for dividend distribution. On the other hand capital
reserve is created primarily out of capital profit, which do not arise from
the normal operating activities of the business and are not available for
distribution as dividend. But revenue profits may also be used for creation

of capital reserves.
2. Purpose : Revenue reserve is created to strengthen the financial position, to

meet unforeseen contingencies or for some specific purposes. Whereas capital
reserve is created for compliance of legal requirements or accounting practices.

3. Usage : A specific revenue reserve can be utilised only for the earmarked

purpose while a general reserve can be utilised for any purpose including
distribution of dividend. Whereas a capital reserve can be utilised for specific
purposes as provided in the law in force, e.g. to write off capital losses or
issue of bonus shares.
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Basis of Difference Revenue Reserve Capital Reserve

1.  Source of creation It is created out of revenue It is created primarily out of
profits which arise out of capital profit which do not arise
normal operating activities out of the normal operating
of the business and are activities of the business and not
otherwise available for available for dividend distribution.
dividend distribution. But revenue profits may also be

used for this purpose.

2.  Purpose It is created to strengthen It is created for compliance of
the financial position, to legal requirements or accounting
meet unforeseen practices.
contingencies or for some
specific purposes.

3.  Usage A specific revenue reserve It can be utilised for specific
can be utilised only for the purposes as provided in the law
earmarked purpose while a in force e.g.  to write of f capital
general reserve can be losses or issue of bonus shares.
utilised for any purpose
including distribution of
dividend.

Fig. 7.5 : Difference between capital reserve and revenue reserve

7.12.4 Importance of  Reserves

A business firm may consider it proper to set up some mechanism to protect
itself from the consequences of unknown expenses and losses, it may be

required to bear in future. It may also regard it as more appropriate in certain

cases to reduce the amount that can be drawn by the proprietors as profit in

order to conserve business resource to meet certain significant demands in

future. An example of such a demand is the much needed expansion in the
scale of business operations. This is presented as the justification for reserves

in business activities and in accounting. The amount so set aside may be

meant for the purpose of :

• Meeting a future contingency

• Strengthening the general financial position of the business;

• Redeeming a long-term liability like debentures, etc.

7.13 Secret Reserve

Secret reserve is a reserve which does not appear in the balance sheet. It may
also help to reduce  the disclosed profits and also the tax liability . The secret

reserve can be merged with the profits during the lean periods to show improved
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profits. Management may resort to creation of secret reserve by charging higher
depreciation than required. It is termed as ‘Secret Reserve’, as it is not known to

outside stakeholders. Secret reserve can also be created by way of :

• Undervaluation of inventories/stock

• Charging capital expenditure to profit and loss account

• Making excessive provision for doubtful debts

• Showing contingent liabilities as actual liabilities

Creation of secret reserves within reasonable limits is justifiable on grounds of
expediency, prudence and preventing competition from other firms.

Test Your Understanding - V

I State with reasons whether the following statements are True or False ;
(i) Making excessive provision for doubtful debits builds up the secret reserve in

the business.
(ii) Capital reserves are normally created out of free or distributable profits.

(iii) Dividend equalisation reserve is an example of general reserve.
(iv) General reserve can be used only for some specific purposes.
(v) ‘Provision’ is a charge against profit.

(vi) Reserves are created to meet future expenses or losses the amount of which is
not certain.

(vii) Creation of reserve reduces taxable profits of the business.

II Fill in the correct words :
(i) Depreciation is decline in the value of ...........

(ii) Installation, freight and transport expenses are a part of ...........
(iii) Provision is a ........... against profit.
(iv) Reserve created for maintaining a stable rate of dividend is termed as...........

Key Terms Introduced in the Chapter

• Depreciation, Depreciable cost, original cost, useful life;
• Depletion, Obsolescence, Amortisation;
• Salvage value/Residual value/Scrap value;
• Written down value/Reducing balance value/Diminishing value;
• Straight Line/Fixed Installment Method;
• Asset Disposal Account;
• Accumulated Depreciation/Provision for Depreciation Account, Reserve,

Provision, Capital Reserve, Revenue Reserve, General Reserve, Specific
Reserve, Secret Reserve, Provision for Doubtful Debts.

Summary With Reference to Learning Objectives

1. Meaning of depreciation : Depreciation is decline in the value of a tangible
fixed asset. In accounting, depreciation is the process of allocating depreciable
cost over useful life of a fixed asset.
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2. Depreciation and similar terms : Depreciation term is used in the context of
tangible fixed assts. Depletion (in the context of extractive industries), and
amortisation (in the context of intangible assets) are other related terms.
Factors Affecting Depreciation :
• Wear and Tear due to use and/or passage of time
• Expiration of Legal Rights
• Obsolescence

3. Importance of depreciation :
• Depreciation must be charged to ascertain true and fair profit or loss.
• Depreciation is a non-cash operating expense.

4. Methods of charging depreciation : Depreciation amount can be calculated using :
• Straight line method, or
• Written down value method

5. Factors affecting the amount of depreciation :
Depreciation amount is determined by  —
• Original cost
• Salvage value, and
• Useful life of the asset

6. Provisions and Reserves : A provision is a charge against profit. It is created
for a known current liability the amount of which is uncertain. Reserve on
the other hand, is an appropriation of profit. It is created to strengthen the
financial position of the business.

7. Types of Reserves : Reserves may be —
• General reserve and specific reserve;
• Revenue reserve and capital reserve.

8. Secret Reserve : When total depreciation charged is higher than the total
depreciable cost, Secret reserve’ is created. Secret reserve is not explicitly
shown in the balance sheet.

Questions for Practice

Short Answers

1. What is ‘Depreciation’?

2. State briefly the need for providing depreciation.
3. What are the causes of depreciation?

4. Explain basic factors affecting the amount of depreciation.

5. Distinguish between straight line method and written down value method
of calculating depreciation.

6. “In case of a long term asset, repair and maintenance expenses are expected
to rise in later years than in earlier year”. Which method is suitable for
charging depreciation if the management does not want to increase burden
on profits and loss account on account of depreciation and repair.

7. What are the effects of depreciation on profit and loss account and balance
sheet?

8. Distinguish between ‘provision’ and ‘reserve’ .

9. Give four examples each of ‘provision’ and ‘reserves’.
10. Distinguish between ‘revenue reserve’ and ‘capital reserve’.

2015-16



273Depreciation, Provisions and Reserves

11. Give four examples each of ‘revenue reserve’ and ‘capital reserves’.

12. Distinguish between ‘general reserve’ and ‘specific reserve’.
13. Explain the concept of ‘secret reserve’.

Long Answers

1. Explain the concept of depreciation. What is the need for charging
depreciation and what are the causes of depreciation?

2. Discuss in detail the straight line method and written down value method
of depreciation. Distinguish between the two and also give situations where
they are useful.

3. Describe in detail two methods of recording  depreciation. Also give the
necessary journal entries.

4. Explain determinants of the amount of  depreciation.

5. Name and explain different types of reserves in details.
6. What are ‘provisions’. How are they created? Give accounting treatment in

case of provision for doubtful Debts.

Numerical Problems

1. On April 01, 2010, Bajrang Marbles purchased a Machine for Rs. 2,80,000
and spent Rs. 10,000 on its carriage and Rs. 10,000 on its installation. It is
estimated that its working life is 10 years and after 10 years its scrap value
will be Rs. 20,000.

(a) Prepare Machine account and Depreciation account for the first four
years by providing depreciation on straight line method. Accounts are
closed on March 31st every year.

(b) Prepare Machine account, Depreciation account and Provision for
depreciation account (or accumulated depreciation account) for the first
four years by providing depreciation using straight line method accounts
are closed on March 31 every year.

(Ans: [a] Balance of Machine account  on April 1, 2014  Rs.1,28,000.
[b] Balance of Provision for depreciation account  as on 1.04.2014

Rs.72,000.)

2. On July 01, 2010, Ashok Ltd. Purchased a Machine for Rs. 1,08,000 and
spent Rs. 12,000 on its installation. At the time of purchase it was estimated
that the effective commercial life of the machine will be 12 years and after 12
years its salvage value will be Rs. 12,000.
Prepare machine account and depreciation Account in the books of Ashok
Ltd. For first three years, if depreciation is written off according to straight
line method. The account are closed on December 31st, every year.
(Ans: Balance of Machine account  as on 1.01.2013  Rs.97,500).

3. Reliance Ltd. Purchased a second hand machine for Rs. 56,000 on October
01, 2011 and spent Rs. 28,000 on its overhaul and installation before putting
it to operation. It is expected that the machine can be sold for Rs. 6,000 at
the end of its useful life of 15 years. Moreover an estimated cost of Rs. 1,000
is expected to be incurred to recover the salvage value of Rs. 6,000. Prepare
machine account and Provision for depreciation account for the first three
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years charging depreciation by fixed installment Method. Accounts are closed
on December 31, every year.
(Ans:  Balance of provision for depreciation account  as on 1.01.14 Rs.18,200).

4. Berlia Ltd. Purchased a second hand machine for Rs. 56,000 on July 01,
2011 and spent Rs. 24,000 on its repair and installation and Rs. 5,000 for its
carriage. On September 01, 2012, it purchased another machine for
Rs. 2,50,000 and spent Rs. 10,000 on its installation.

(a) Depreciation is provided on machinery @10% p.a on original cost method
annually on December 31. Prepare machinery account and depreciation
account from the year 2011 to 2014.

(b) Prepare machinery account and depreciation account from the year 2011
to 2014, if depreciation is provided on machinery @10% p.a. on written
down value method annually on December 31.

(Ans: [a] Balance of Machine account  as on 1.01.15 Rs.2,54,583.
[b] Balance of Machine account  as on 1.01.15 Rs.2,62,448).

5. Ganga Ltd. purchased a machinery on January 01, 2011 for Rs. 5,50,000 and
spent Rs. 50,000 on its installation. On September 01, 2011 it purchased
another machine for Rs. 3,70,000. On May 01, 2012 it purchased another
machine for Rs. 8,40,000 (including installation expenses).

Depreciation was provided on machinery @10% p.a. on original cost method
annually on December 31. Prepare:

(a) Machinery account and depreciation account for the years 2011, 2012,
2013 and 2014.

(b) If depreciation is accumulated in provision for Depreciation account
then prepare machine account  and provision for depreciation account
for the years 2011, 2012, 2013 and 2014.

(Ans: [a] Balance of machine account  as on 01.01.15 Rs. 12,22,666.

[b] Balance of provision for dep. account as on 01.01.15 Rs. 5,87,334).

6. Azad Ltd. purchased furniture on October 01, 2012 for Rs. 4,50,000. On
March 01, 2013 it purchased another furniture for Rs. 3,00,000. On July 01,
2014 it sold off the first furniture purchased in 2012 for Rs. 2,25,000.
Depreciation is provided at 15% p.a. on written down value method each
year. Accounts are closed each year on March 31. Prepare furniture account,
and accumulated depreciation account for the years ended on March 31,2013,
March 31,2014 and March 31,2015. Also give the above two accounts if
furniture disposal account is opened.
(Ans. Loss on sale of furniture Rs.1,14,915,
Balance of provision for depreciation account  as on 31.03.15 Rs. 85,959.)

7. M/s Lokesh Fabrics purchased a Textile Machine on April 01, 2011 for
Rs. 1,00,000. On July 01, 2012 another machine costing Rs. 2,50,000 was
purchased . The machine purchased on April 01, 2011 was sold for Rs. 25,000
on October 01, 2015. The company charges depreciation @15% p.a. on straight
line method. Prepare machinery account and machinery disposal account for
the year ended March 31, 2016.
(Ans. Loss on sale of Machine account  Rs.7,500.
Balance of machine account  as on 1.04.15 Rs.1,09,375).
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8. The following balances appear in the books of Crystal Ltd, on Jan 01, 2015
Rs.

Machinery account on  15,00,000
Provision for depreciation account  5,50,000

On April 01, 2015 a machinery which was purchased on January 01, 2012 for
Rs. 2,00,000 was sold for Rs. 75,000. A new machine was purchased on July
01, 2015 for Rs. 6,00,000. Depreciation is provided on machinery at 20% p.a.
on Straight line method and books are closed on December 31 every year.
Prepare the machinery account and provision for depreciation account for
the year ending December  31, 2015.
(Ans. Profit on sale of Machine Rs. 5,000.
Balance of machine account  as on 31.03.15 Rs. 19,00,000.

       Balance of Provision for depreciation account  as on 31.03.15 Rs. 4,80,000).

9. M/s. Excel Computers has a debit balance of Rs. 50,000 (original cost
Rs. 1,20,000) in computers account on April 01, 2010. On July 01, 2010 it
purchased another computer costing Rs. 2,50,000. One more computer was
purchased on January 01, 2011 for Rs. 30,000. On April 01, 2014 the computer
which has purchased on July 01, 2010 became obselete and was sold for
Rs. 20,000. A new version of the IBM computer was purchased on August 01,
2014 for Rs. 80,000. Show Computers account in the books of Excel Computers
for the years ended on  March 31, 2011, 2012, 2013 ,2014 and 2015. The
computer is depreciated @10 p.a. on straight line method basis.
(Ans: Loss on sale of computer Rs. 1,36,250.
Balance of computers account as on 31.03.15 Rs. 80,583).

10. Carriage Transport Company purchased 5 trucks at the cost of Rs. 2,00,000
each on April 01, 2011. The company writes off depreciation @ 20% p.a. on
original cost and closes its books on December 31, every year. On October 01,
2013, one of the trucks is involved in an accident and is completely destroyed.
Insurance company has agreed to pay Rs. 70,000 in full settlement of the
claim. On the same date the company purchased a second hand truck for Rs.
1,00,000 and spent Rs. 20,000 on its overhauling. Prepare truck account and
provision for depreciation account for the three years ended on December 31,
2013. Also give truck account if truck disposal account is prepared.
(Ans: Loss of settlement of Truck Insurance Rs.30,000.
Balance of Provision for depreciation A/c as on 31.12.13 Rs.4,46,000.
Balance of Trucks account  as on 31.12.13 Rs.9,20,000).

11. Saraswati Ltd. purchased a machinery costing Rs. 10,00,000 on January 01,
2011. A new machinery was purchased on 01 May, 2012 for Rs. 15,00,000 and
another on July 01, 2014 for Rs. 12,00,000. A part of the machinery which
originally cost Rs. 2,00,000 in 2011 was sold for Rs. 75,000 on October 31, 2014.
Show the machinery account, provision for depreciation account and machinery
disposal account  from 2011 to 2015 if depreciation is provided at 10% p.a. on
original cost and account are closed on December 31, every year.
(Ans: Loss on sale of Machine  Rs.58,333.

       Balance of Provision for dep. A/c as on 31.12.15 Rs. 11,30,000.
Balance of Machine A/c as on 31.12.15 Rs. 35,00,000).
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12. On  July 01, 2011 Ashwani purchased a machine for Rs. 2,00,000 on credit.
Installation expenses Rs. 25,000 are paid by cheque. The estimated life is 5
years and its scrap value after 5 years will be Rs. 20,000. Depreciation is to
be charged on straight line basis. Show the journal entry for the year 2011
and prepare necessary ledger accounts for first three years.
(Ans: Balance of Machine A/c as on 31.12.13  Rs.1,22,500).

13. On October 01, 2010, a Truck was purchased for Rs. 8,00,000 by Laxmi
Transport Ltd. Depreciation was provided at 15% p.a. on the diminishing
balance basis on this truck. On December 31, 2013 this Truck was sold for
Rs. 5,00,000. Accounts are closed on 31st March every year. Prepare a Truck
Account for the four years.
(Ans: Profit on Sale of Truck Rs.55,548).

14. Kapil Ltd. purchased a machinery on July 01, 2011 for Rs. 3,50,000. It
purchased two additional machines, on April 01, 2012 costing Rs. 1,50,000
and on October 01, 2012 costing Rs. 1,00,000. Depreciation is provided @10%
p.a. on straight line basis. On January 01, 2013, first machinery become
useless due to technical changes. This machinery was sold for Rs. 1,00,000.
prepare machinery account for 4 years on the basis of calendar year.
(Ans: Loss on sale of machine Rs. 1,97,500.
Balance of Machine account as on 1.01.05 Rs. 1,86,250).

15. On January 01, 2011, Satkar Transport Ltd., purchased 3 buses for
Rs. 10,00,000 each. On July 01, 2013, one bus was involved in an accident
and was completely destroyed and Rs. 7,00,000 were received from the
Insurance Company in full settlement. Depreciation is writen off @15% p.a.
on diminishing balance method. Prepare bus account from 2011 to 2014.
Books are closed on December 31 every year.
(Ans: Profit on insurance claim Rs. 31,687.
Balance of Bus account as on 1.01.15 Rs. 10,44,013).

16. On October 01, 2011 Juneja Transport Company purchased 2 Trucks for
Rs. 10,00,000 each. On July 01, 2013, One Truck was involved in an accident
and was completely destroyed and Rs. 6,00,000 were received from the
insurance company in full settlement. On December 31, 2013 another truck
was involved in an accident and destroyed partially, which was not insured.
It was sold off for Rs. 1,50,000. On January 31, 2014 company purchased a
fresh truck for Rs. 12,00,000. Depreciation is to be provided at 10% p.a. on
the written down value every year. The books are closed every year on March
31. Give the truck account from 2011 to 2014.
(Ans: Loss on  Ist Truck Insurance claim Rs. 1,41,000.
Loss on  IInd   Truck Rs. 5,53,000.
Balance of Truck account as on 31.03.14 Rs. 11,80,000).

17. A Noida based Construction Company owns 5 cranes and the value of this
asset in its books on April 01, 2011 is Rs. 40,00,000. On October 01, 2011 it
sold one of its cranes whose value was Rs. 5,00,000 on  April 01, 2011 at a
10% profit. On the same day it purchased 2 cranes for Rs. 4,50,000 each.
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Prepare cranes account. It closes the books on December 31 and provides for
depreciation on 10% written down value.

(Ans: Profit on sale of crane Rs. 47,500.
Balance of Cranes account as on 31.12.11 Rs. 41,15000).

18. Shri Krishan Manufacturing Company purchased 10 machines for Rs. 75,000
each on July 01, 2010. On October 01, 2012, one of the machines got destroyed
by fire and an insurance claim of Rs. 45,000 was admitted by the company.
On the same date another machine is purchased by the company for Rs.
1,25,000.

The company writes off 15% p.a. depreciation on written down value  basis.
The company maintains the calendar year as its financial year. Prepare the
machinery account from 2010 to 2013.

(Ans: Loss on settle of insurance claim Rs. 7,735.
Balance of Machine account as on 31.12.13 Rs. 6,30,393).

19. On January 01, 2010, a Limited Company purchased machinery for
Rs. 20,00,000. Depreciation is provided @15% p.a. on diminishing balance
method. On March 01, 2012, one fourth of machinery was damaged by fire
and Rs. 40,000 were received from the insurance company in full settlement.
On September 01, 2012 another machinery was purchased by the company
for Rs. 15,00,000.

Write up the machinery account from 2012 to 2013. Books are closed on
December 31, every year.

(Ans: Loss on settle of insurance claim Rs. 12,219.
Balance of Machine account as on 01.01.14 Rs. 19,94,260).

20. A Plant was purchased on 1st July, 2010 at a cost of Rs. 3,00,000 and
Rs. 50,000 were spent on its installation. The depreciation is written off at
15% p.a. on the straight line method. The plant was sold for Rs. 1,50,000 on
October 01, 2012 and on the same date a new Plant was installed at the cost
of Rs. 4,00,000 including purchasing value. The accounts are closed on
December 31 every year.

Show the machinery account and provision for depreciation account for 3 years.

(Ans: Loss on sale of Plant Rs. 81,875.

Balance of Machine account as on 01.01.13 Rs. 15,000.

Balance of Provision for Depreciation account as on 01.01.03 Rs. 15,000.).

21. An extract of Trial balance from the books of Tahiliani and Sons Enterprises
on March 31, 2015 is given below:

Name of the Account Debit Amount Credit Amount

Rs. Rs.

Sundry debtors. 50,000
Bad debts 6,000
Provision for doubtful debts 4,000

Additional Information:
• Bad Debts proved bad but not recorded amounted to Rs. 2,000.
• Provision is to be maintained at 8% of Debtors.
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Give necessary accounting entries for writing off the bad debts and creating
the provision for doubtful debts account. Also show the necessary accounts.
(Ans: New provision for Bad debts Rs. 3,840, profit and loss account [Dr.]
Rs. 7,840.)

22. The following information are extract from the Trial Balance of M/s Nisha
traders on 31 March 2015.
Sundry Debtors 80,500
Bad debts 1,000
Provision for bad debts 5,000
Additional Information
Bad Debts Rs. 500
Provision is to be maintained at 2% of Debtors.
Prepare bad debts accound, Provision for bad debts account and profit and
loss account.
(Ans: New provision Rs. 1,600 Profit and loss account [Cr.] Rs. 1,900).

Checklist to Test Your Understanding

Test Your Understanding - I

1. Fixed assets, exhaustion of natural resources, specific contracted business.

2. Amortisation

Test Your Understanding - II

1. T, 2. F, 3. F, 4. T, 5. T, 6. F, 7. T, 8. F, 9. F, 10. F,

Test Your Understanding - III

Written down value method is more appropriate because this method is suitable
for those assets which are affected by technological changes. Moreover, this method
is recognised by income tax hand.

Test Your Understanding - V

1. (i) True (ii) False (iii) False (iv) False
(v) True (vi) False (vii) False

2. (i) Assets (ii) Acquisition cost
(iii) Charge (iv) Dividend equilisation fund.
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CONSIGNMENT

7.2 COMMON PROFICIENCY TEST

Learning Objectives :

After studying this unit, you will be able to :

 Understand the special features of consignment business, meaning of the terms consignor 
and consignee.

 Analyse the difference between the two transactions – sale and consignment and understand 
that why consignment is termed as special transaction.

 Practise the accounting treatments for consignment transactions and events in the books 
of consignor and consignee.

 Note the variations in accounting when goods are sent at cost and goods are sent above the 
cost.

 Learn the technique of computing value of closing Inventory lying with the consignor and 
also the amount of Inventory reserve in it.

 Learn the technique of computing cost of abnormal loss and treatment of insurance claim 
in relation to it.

 Understand the distinction between ordinary commission, del-credere commission and 
over-riding commission paid to the consignee.

 See the variation of accounting treatment for bad debts when consignee is paid ordinary 
commission and when consignee is paid del-credere commission in addition.

 Understand the reason of including/excluding various expenditures to cost while valuing 
the goods returned by the consignee.

 1. MEANING OF CONSIGNMENT ACCOUNT 
To consign means to send. In Accounting, the term “consignment account” relates to accounts 
dealing with a situation where one person (or firm) sends goods to another person (or firm) on 
the basis that the goods will be sold on behalf of and at the risk of the former. The following should 
be noted carefully:

(i) The party which sends the goods (consignor) is called principal.

(ii) The party to whom goods are sent (consignee) is called agent.

(iii) The ownership of the goods, i.e., the property in the goods, remains with the consignor or the 
principal – the agent does not become their owner even though they are in his possession. 
On sale, of course, the buyer will become the owner.

(iv) The principal does not send an invoice to the agent. He sends only a proforma invoice, a 
statement that looks like an invoice but is really not one. The object of the proforma invoice 
is only to convey information to the agent regarding particulars of the goods sent.

(v) Usually, the agent recovers from the principal all expenses incurred by him on the 
consignment. This however can be changed by agreement between the two parties.

(vi) It is also usual for the agent to give an advance to the principal in the form of cash or a bill 
of exchange. It is adjusted against the sale proceeds of the goods.
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(vii) For his work the agent receives a commission, calculated on the basis of gross sale. For 
ordinary commission the agent is not responsible for any bad debt that may arise. If the 
agent is to be made responsible for bad debts, he is to be paid a commission called del-
credere commission. It is calculated on total sales, not merely on credit sales until and unless 
agreed.

(viii) Periodically, the agent sends to the principal a statement called Account Sales. It sets out the 
sales made by the agent, the expenses incurred on behalf of the principal, the commission 
earned by the agent and the balance due to the principal.

(ix) Firms usually like to ascertain the profit or loss on each consignment or consignments to 
each agent.

Consignment Account relates to accounts dealing with such business where one person sends 
goods to another person on the basis that such goods will be sold on behalf of and at the risk of 
the former. 

 2. DISTINCTION BETWEEN CONSIGNMENT AND SALE  
S.No.    Consignment

1.  Ownership of the goods rests with the 
consignor till the time they are sold by 
the consignee, no matter the goods are 
transferred to the consignee.

2. The consignee can return the unsold goods 
to the consignor.

3. Consignor bears the loss of goods held with 
the consignee.

4. The relationship between the consignor 
and the consignee is that of a principal and 
agent.

5. Expenses done by the consignee to receive 
the goods and to keep it safely is borne by 
the consignor.

Sale

The ownership of the goods transfers with 
the transfer of goods from the seller to the 
buyer.

Goods sold are the property of the buyer 
and can be returned only if the seller 
agrees.

It is the buyer who will bear the loss if any, 
after the delivery of goods.

The relationship between the seller and the 
buyer is that of a creditor and a debtor.

Expenses incurred by the buyer are to be 
borne by the buyer itself after the delivery 
of goods.

 3.  ACCOUNTING FOR CONSIGNMENT TRANSACTIONS AND 
EVENTS IN THE BOOKS OF THE CONSIGNOR

For ascertaining profit or loss on any transaction (or series of transactions) there is one golden 
rule; open an account for the transaction (or series of transactions) and (i) put down the cost of 
goods and other expenses incurred or to be incurred on the debit side; and (ii) enter the sale 
proceeds as also the cost of goods remaining unsold on the right hand or the credit side. The 
difference between the total of the two sides will reveal profit or loss. There is profit if the credit 
side is more.
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We shall illustrate the scheme of entries on the basis of the following information:
Illustration 1
Exe sent on 1st July, 2011 to Wye goods costing ` 50,000 and spent ` 1,000 on packing etc. 
On 3rd July, 2011, Wye received the goods and sent his acceptance to Exe for ` 30,000 
payable at 3 months. Wye spent ` 2,000 on freight and cartage, ` 500 on godown rent 
and ` 300 on insurance. On 31st December, 2011 he sent his Account Sales (along with 
the amount due to Exe) showing that 4/5 of the goods had been sold for ` 55,000. Wye is 
entitled to a commission of 10%. One of the customers turned insolvent and could not pay  
` 600 due from him. Show the necessary journal entries.

Solution
Journal Entries

    Dr. Cr.

1. Open Consignment Account and debit it with the  ` `
 cost of goods and credit it with “Goods sent on Con-
 signment Account”. In the above case:
1/7/2011 Consignment to Wye A/c Dr. 50,000 
  To Goods Sent on Consignment A/c   50,000
2. For the expenses incurred by the consignor,
 debit Consignment Account and credit cash
 (or Bank as the case may be)
1/7/2011 Consignment to Wye A/c Dr. 1,000
  To Bank A/c   1,000
3. If the consignee sends an advance, debit Cash
 (or Bank) or Bills Receivable and credit the
 consignee’s personal account
3/7/2011 Bills Receivable A/c Dr. 30,000
  To Wye   30,000
 (Note: Wye’s account has appeared only now, in the
 previous two entries his account did not figure
 since he is not personally involved)
4. Wye’s acceptance will mature on 6/10/2011
 Assuming it was met the entry will be:
6/10/2011 Bank A/c Dr. 30,000
  To Bills Receivable A/c   30,000
 (Note: If such bill is discounted by consignor with the
 bank before maturity, pass usual entry for discounting
 a bill. The discount on bills may either be treated as 
 consignment expenses and charged to Consignment A/c 
 or it may be treated as general financial charges and
 charged to Profit & Loss Account)
5. On receipt of Account sale
 (a) For sales made by the consignee, debit his personal
  account and credit Consignment Account
 Wye  Dr. 55,000
  To Consignment to Wye A/c   55,000
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 (b) For expenses incurred by the consignee as well as 
  bad debts suffered by him on behalf of the 
  consignor, debit Consignment Account and credit 
  Consignee Account
  Consignment to Wye A/c Dr. 3,400
   To Wye   3,400
 (c) For commission due to the consignee, debit 
  Consignment Account and credit the consignee.
  Consignment to Wye A/c  5,500
   To Wye   5,500
  (10% on ` 55,000)
 (d) For the remittance that may accompany the
  Account Sales, debit Bank and credit the consignee.
  Bank A/c Dr. 16,100
   To Wye   16,100

6. For the goods that may remain unsold debit the Inventories
 on Consignment Account and credit Consignment
 Account.
 Inventories on Consignment A/c Dr. 10,600
  To Consignment to Wye A/c   10,600
 Note:   (i)  Cost of Inventories
   1/5 of Cost to consignor ` 10,000
   1/5 of expense incurred ` 200
   1/5 of freight ` 400
    ` 10,600

   (ii)  Inventories on Consignment Account is an asset; it will
       be shown in the balance sheet of the consignor 
        and next year it will be transferred to the debit of
       the Consignment Account.

7. At this stage the Consignment Account will reveal profit or
 loss (see the account given below). The profit or loss will
 be transferred to the Profit and Loss Account by debit to
 the Consignment Account.
 Consignment to Wye A/c Dr. 5,700
  To Profit and Loss A/c   5,700

8. The Goods sent on Consignment Account should
 be closed by transfer to the Trading Account debit
 the former and credit the latter:
 Goods sent on Consignment Account Dr. 50,000
  To Trading Account   50,000
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Important Ledger Accounts

Consignment to Wye Account

2011     ` 2011    `

July 1 To Goods sent on   Dec. 31 By Wye-sale

   Consignment A/c 50,000   proceeds  55,000

July 1 To Bank expenses  1,000  By Inventories on 

        Consignment Account 10,600

Dec. 31 To Wye-expenses

   & bad debt  3,400

Dec. 31 To Wye-commission 5,500

Dec. 31 To P&L Account-transfer

   of profit  5,700

     65,600     65,600

Goods sent on consignment account

2011     ` 2011    `

Dec. 31 To Trading A/c  50,000 July 1 By Consignment to

        Wye A/c  50,000

Inventories on consignment account

2011     ` 2011    `

Dec. 31 To Consignment to Wye A/c 10,600 Dec. 31 By Balance c/d  10,600

2012  

Jan. 1 To Balance b/d  10,600

Wye’s account

2011     ` 2011    `

Dec. 31 To Consignment   July 3 By Bills Receivable

  Wye A/c  55,000   Account  30,000
       By Consignment to
        Wye A/c – 
        Expenses & bad debt 3,400
        Commission  5,500
       By Bank
        (balance received)  16,100

     55,000     55,000
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 4. VALUATION OF INVENTORIES 

The principle is that inventories should be valued at cost or net realisable value whichever is 
lower, the same principle as is practised for preparing final accounts. In the case of consignment, 
cost means not only the cost of the goods as such to the consignor but also all expenses incurred 
till the goods reach the premises of the consignee. Such expenses include packaging, freight, 
cartage, insurance in transit, octroi, etc. But expenses incurred after the goods have reached 
the consignee’s godown (such as godown rent, insurance of godown, delivery charges) are not 
treated as part of the cost of purchase for valuing inventories on hand. That is why in the case 
given above, inventories has been valued ignoring godown rent and insurance.

(Sometimes an examination problem states only that the consignor’s expenses amounted to 
such and such amount and that consignee spent so much. If details are not available for valuing 
inventories the expenses incurred by the consignor should be treated as part of cost while those 
incurred by the consignee should be ignored).

If the expected selling price of inventories on hand is lower than the cost, the value put 
on the inventories should be expected net selling price only, i.e. expected selling price 
less delivery expenses, etc.

 5. GOODS INVOICED ABOVE COST 

Sometimes the proforma invoice is made out at a value higher than the cost and entries in the 
books of the consignor are made out on that basis – even the inventories remaining unsold will 
initially be valued on the basis of the invoice price. It must be remembered, however, that the 
profit or loss can be ascertained only if sale proceeds (plus) inventories on hand, valued on cost 
basis, is compared with the cost of the goods concerned together with expenses. Hence, if entries 
are first made on invoice basis, the effect of the loading (i.e., amount added to arrive at the invoice 
price) must be removed by additional entries. Suppose in the example given above, if the invoice 
is cost plus 20%, i.e., ` 60,000 for the goods sent to Wye. The entries will be initially:

     Dr. Cr.
     ` `

(i)  Consignment to Wye A/c Dr. 60,000

   To Goods sent on Consignment A/c   60,000

(ii)  Consignment to Wye A/c Dr. 1,000

   To Bank   1,000

(iii)  Bills Receivable A/c Dr. 30,000

   To Wye   30,000
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     Dr. Cr.
     ` `

(iv)  Bank A/c Dr. 30,000

   To Bills Receivable A/c   30,000

(v)  Wye  Dr. 55,000

   To Consignment to Wye A/c   55,000

(vi)  Consignment to Wye A/c Dr. 3,400

   To Wye   3,400

(vii)  Consignment to Wye A/c Dr. 5,500

   To Wye   5,500

(viii) Bank A/c Dr. 16,100

   To Wye   16,100

(ix)  Inventories on Consignment A/c Dr. 12,600

   To Consignment to Wye A/c   12,600

  [1/5 of 60,000 + 1/5 of (1,000 + 2,000)]

[Students will see that except for difference in the amounts in entries (i) and (ix), these and other 
entries are the same as those already given.]

Additional entries (before ascertaining profit) to remove the effect of loading:

(a)  Goods sent on Consignment A/c Dr. 10,000

   To Consignment to Wye A/c   10,000

[Entry (i) reversed to the extent of loading in order to debit the Consignment A/c on cost 
basis].

(b)  Consignment to Wye A/c Dr. 2,000

   To Inventory Reserve Account   2,000

(The amount of loading included in the value of the closing Inventories is unrealised profit – hence 
reserve is created by debit to the Consignment Account).

The Consignment Account will now reveal a profit of ` 5,700 the same as before. It will be 
transferred to the P&L A/c. Similarly entry given in 8 above will be made to transfer the balance 
in the Goods sent on Consignment Account (now against ` 5,000) after entry in (a) above to the 
credit of Trading Account. The accounts (except for Wye whose account will be the same as 
already shown) are given below:
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Consignment to Wye Account

2011     `  2011  `

July 1 To Goods sent on   Dec. 31 By Wye
   Consignment A/c 60,000   Sales proceeds  55,000
  To Bank A/c – expenses 1,000  By Inventories on
        Consignment A/c  12,600
Dec. 31 To Wye-expenses
  & bad debt  3,400 “ By Goods sent on
“  To Wye-commission 5,500   Consignment A/c
        loading  10,000
“  To Inventory Reserve A/c 2,000
“  To Profit and Loss A/c
  transfer of profit  5,700
     77,600     77,600

Goods sent on Consignment Account

2011     ` 2011    `

Dec. 31 To Consignment to Wye  July 1 By Consignment to
   A/c – loading  10,000  Wye A/c  60,000
  To Trading A/c –
   transfer  50,000
     60,000     60,000

Inventories on Consignment Account

2011     ` 2011    `

Dec. 31 To Consignment to  12,600 Dec. 31 By Balance c/d  12,600
   Wye A/c  
2012
Jan. 1 Balance b/d  12,600

Inventory Reserve Account

2011     ` 2011    `

Dec. 31 To Balance c/d  2,000 Dec. 31 By Consignment to  2,000
        Wye A/c  
      2012
      Jan. 1 By Balance b/d  2,000
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The last two accounts will be carried forward to the next year and their balance will then be 
transferred to the Consignment Account – ` 12,600 on the debit side and ` 2,000 on the credit. 
This year in the balance sheet the net amount of ` 10,600 will be shown on the assets side as 
shown below:

   `

 Inventories on consignment 12,600

 Less: Reserve 2,000

   10,600

What would be the situation if the commission to Wye includes del-credere commission also? In that case 
Wye would be able to charge the bad debt of ` 600 to Exe; he will have to bear the loss himself. 
The student can see that then the profit on consignment will be ` 6,300.

In this regard it is to be noted that when del – credere commission is paid to the consignee, the 
consignee account is debited in the books of consignor for both cash and credit sales. But if no 
such del – credere commission is paid then consignee account cannot be debited for credit sales 
and in that case the following entry is passed in the books of consignor for credit sales.

 Consignment Trade receivables A/c Dr.

  To Consignment A/c

 6. ABNORMAL LOSS 
If any accidental or unnecessary loss occurs, the proper thing to do is to find out the cost of 
the goods thus lost and then to credit the Consignment Account and debit the Profit and Loss 
Account – this will enable the consignor to know what profit would have been earned had the 
loss not taken place. Suppose 1,000 sewing machines costing ` 250 each are sent on consignment 
basis and ` 10,000 are spent on freight etc. 20 machines are damaged beyond repair. The amount 
of loss will be:

 Cost = 20 × 250 ` 5,000

 Expenses = 2 ×  ` 200
   ` 5,200

This amount should be credited to the Consignment Account and debited to the P&L A/c. If any 
amount, say, ̀  4,000 is received from the insurers, then debit to the P&L A/c will be only ` 1,200. 
But the credit to the Consignment Account will still be ` 5,200. ` 4,000 will have been debited to 
the Bank Account.

Students will have noted that abnormal loss is valued just like inventories in hand.

Students should be careful while valuing goods lost in transit and goods lost in consignee’s 
godown. Both are abnormal loss but in case of former consignee’s non-recurring expenses are 
not to be included whereas it is to be included in case of latter.
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 7. NORMAL LOSS 
If some loss is essential and unavoidable, it would be spread over the entire consignment while 
valuing inventories. The total cost plus expenses incurred should be divided by the quantity 
available after the normal loss to ascertain the cost per unit. Suppose 1,000 kg of apples are consigned 
to a wholesaler, the cost being ̀  3 per kg, plus ̀  400 of freight. It is concluded that a loss of 15% is 
unavoidable. The cost per kg will be ̀  3,400 850 or ̀  4. If the inventories is 100 kg its value will be  
` 400.

 8. COMMISSION 
Commission is the remuneration paid by the consignor to the consignee for the services rendered 
to the former for selling the consigned goods. Three types of commission can be provided by 
the consignor to the consignee, as per the agreement, either simultaneously or in isolation. They 
are:

8.1 ORDINARY COMMISSION

The term commission simply denotes ordinary commission. It is based on fixed percentage of the 
gross sales proceeds made by the consignee. It is given by the consignor regardless of whether 
the consignee is making credit sales or not. This type of commission does not give any protection 
to the consignor from bad debts and is provided on total sales.

8.2 DEL-CREDERE COMMISSION

To increase the sale and to encourage the consignee to make credit sales, the consignor provides an 
additional commission generally known as del-credere commission. This additional commission 
when provided to the consignee gives a protection to the consignor against bad debts. In other 
words, after providing the del-credere commission, bad debts is no more the loss of the consignor. 
It is calculated on total sales unless there is any agreement between the consignor and the consignee 
to provide it on credit sales only.

8.3 OVER-RIDING COMMISSION

It is an extra commission allowed by the consignor to the consignee to promote sales at higher 
price then specified or to encourage the consignee to put hard work in introducing new product 
in the market. Depending on the agreement it is calculated on total sales or on the difference 
between actual sales and sales at invoice price or any specified price.

 9. RETURN OF GOODS FROM THE CONSIGNEE 
Consigned goods can be returned by the consignee because of many reasons like poor quality or 
not upto the specimen or destroyed in transit etc. In such a situation, the question arises is the 
valuation of returned goods. Consigned goods returned by the consignee to the consignor are 
valued at the price at which it was consigned to the consignee. Expenses incurred by the consignee 
to send those goods back to the consignor are not taken into consideration while valuing it because 
only those expenses are included in the cost of goods which help to bring the goods into present 
location and condition i.e. the saleable condition. 
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 10. ACCOUNT SALES 
An account sale is the periodical summary statement sent by the consignee to the consignor. It 
contains details regarding –

(a) sales made,

(b) expenses incurred on behalf of the consignor,

(c) commission earned,

(d) unsold inventories left with the consignee,

(e) advance payment or security deposited with the consignor and the extent to which it has 
been adjusted,

(f) balance payment due or remitted.

It is a summary statement and is different from Sales Account.

 11. ACCOUNTING BOOKS OF THE CONSIGNEE 
The consignee is not concerned when goods are consigned to him or when the consignor incurs 
expenses. He is concerned only when he sends an advance to the consignor, makes a sale, incurs 
expenses on the consignment and earns his commission. He debits or credits the consignor for 
all these as the case may be.

Illustration 2

Exe sent on 1st July, 2011 to Wye goods costing ` 50,000 and spent ` 1,000 on packing etc. 
On 3rd July, 2011, Wye received the goods and sent his acceptance to Exe for ` 30,000 
payable at 3 months. Wye spent ` 2,000 on freight and cartage, ` 500 on godown rent 
and ` 300 on insurance. On 31st December, 2011 he sent his Account Sales (along with 
the amount due to Exe) showing that 4/5 of the goods had been sold for ` 55,000. Wye is 
entitled to a commission of 10%. One of the customers turned insolvent and could not pay  
` 600 due from him. Show the necessary journal entries in the consignee’s book.

Solution

1. On sending the acceptance to Exe  Dr. Cr.
     ` `

 2011 July 3, Exe  Dr. 30,000

   To Bills Payable A/c   30,000

2. On meeting expenses on the consignment:

 2011 July 3, Exe  Dr. 2,800

   To Bank   2,800

3. On meeting his acceptance:

 2011 Oct. 6, Bills payable Dr. 30,000

   To Bank   30,000
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4. On sales being effected:

  Trade receivables/Bank Dr. 55,000

   To Exe   55,000

5. On there being a bad debt:

  Exe  Dr. 600

   To Trade receivables   600

6. On earning the commission:

  Exe  Dr. 5,500

   To Commission Earned A/c   5,500

7. On settling the account to Exe:

  Exe  Dr. 16,100

   To Bank   16,100

If the commission includes del-credere commission also, he would not be able to debit Exe for the 
bad debt. In that case the debit should be to the Commission Earned Account whose net balance 
will then be ` 4,900 and he will have to pay ` 16,700 to Exe.

 12. ADVANCE BY THE CONSIGNEE VS SECURITY AGAINST THE 
CONSIGNMENT

Generally the consignor insist the consignee for some advance payment for the goods consigned 
at the time of delivery of goods. This advance payment is adjusted in full against the amount due 
by the consignee on account of the goods sold.

But if the advance money deposited by the consignee is in the form of security against the goods 
consigned then the full amount is not adjusted against the amount due by the consignee to the 
consignor on account of goods sold in case, there is any unsold inventories left with the consignee. 
In that case proportionate security in respect of unsold goods is carried forward till the time the 
respective goods held with the consignee are sold.

An overview of the consignment transaction between consignee and consignor can be depicted 
with the help of the following chart :
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Consignment Account

Goods consigned

Consignor Consignee

Account sales

Inventories of
consignor Details of Sales made by the consignee

Expenses incurred on behalf of the consignor

Commission earned

Unsold Inventories left with the consignee

Advance payment or security deposited

Balance due or remitted

Illustration 3

Miss Rakhi consigned 1,000 radio sets costing ` 900 each to Miss Geeta, her agent on 1st July, 
2011. Miss Rakhi incurred the following expenditure on sending the consignment.

 Freight ` 7,650

 Insurance ` 3,250

Miss Geeta received the delivery of 950 radio sets. An account sale dated 30th November, 2011 
showed that 750 sets were sold for ` 9,00,000 and Miss Geeta incurred ` 10,500 for carriage.

Miss Geeta was entitled to commission 6% on the sales effected by her. She incurred expenses 
amounting to ` 2,500 for repairing the damaged radio sets remaining in the inventories.

Miss Rakhi lodged a claim with the insurance company which was admitted at ` 35,000. Show 
the Consignment Account and Miss Geeta’s Account in the books of Miss Rakhi.
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Solution
In the books of Miss Rakhi

Consignment Account

    ` `     `.
To  Goods sent on   By  Miss Geeta  9,00,000
 Consignment A/c  9,00,000 By  Insurance Co.  35,000
      By  Profit & Loss A/c
To Cash      abnormal loss  10,545
 Freight  7,650  By Consignment
 Insurance 3,250 10,900  Inventories  1,84,391
To Miss Geeta
 Carriage 10,500
 Repairs  2,500
 Commission 54,000 67,000
To  Profit & Loss A/c  1,52,036
     11,29,936    11,29,936

 Miss Geeta’s Account
     `   ` `

To Consignment A/c (Sales)  9,00,000 By Consignment A/c
       Expenses:
       Carriage 10,500
       Repairs 2,500
       Commission 54,000 67,000
      By Bank  8,33,000
     9,00,000    9,00,000

Note: It is assumed that the agent has remitted the amount due from her.
Working Notes:
1. Abnormal loss :
 Cost to the consignor: 50 sets @ ` 900      45,000
 Add: Proportionate expenses incurred by the consignor   545
          45,545
 Less: Insurance claim       (35,000)
          10,545
2. Valuation of Inventories
 200 sets @ ` 900       1,80,000

 Add: Proportionate expenses of the consignor    2,180
 

 Carriage and customs duty paid by the consignee   2,211
          1,84,391

50 10,900
1,000
×
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Illustration 4
Vikram Milk Foods Co. Ltd. of Vikrampur sent to Sunder Stores, Sonepuri 5,000 kgs of baby 
food packed in 2,000 tins of net weight 1 kg and 6,000 packets of net weight 1/2 kg for sale on 
consignment basis. The consignee’s commission was fixed at 5% of sale proceeds. The cost price 
and selling price of the product were as under:
   1 kg. tin 1/2 kg. packet
   ` `
 Cost Price 10 6
 Selling Price 15 7

The consignment was booked on freight “To Pay” basis, and freight charges came to 2% of selling 
value. One case containing 50 1 kg. tins was lost in transit and the transport carrier admitted a 
claim of ` 450.

At the end of the first half-year, the following information is gathered from the “Account Sales” 
sent by the consignee:
(i) Sale proceeds: 1,500 1 kg. tins
   4,000 1/2 kg. packets

(ii) Store rent and insurance charges ` 600.
Find out the value of closing Inventory on consignment.

Show the Consignment A/c and the Consignee’s A/c in the books of Vikram Milk Food Co. Ltd. 
assuming that the consignees had paid the amount due from them.

Solution
Vikram Milk Foods Co. Ltd.

Consignment to Sonepuri Account

Dr.          Cr.
     `    ` `

To Goods sent on   By Sunder Stores
 Consignment A/c    1,500 1 kg. tins 22,500
 2,000 1 kg. tins 20,000   4,000 1/2 kg. pkts. 28,000 50,500
 6,000 1/2 kg. pkts. 36,000 56,000
To Sunder Stores:   By Insurance - Claim  450
 Freight  1,440  By Profit & Loss A/c -
 Rent and insurance 600   abnormal loss  65
 Commission 2,525 4,565 By Inventory A/c  16,915
To Profit & Loss A/c - Profit  7,365

     67,930     67,930
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Sunder Stores, Sonepuri

     `     `

To Consignment to Sonepuri   By Consignment to

 Account - Sales Proceeds  50,500  Sonepuri Account -

       Freight   1,440

       Rent & Insurance  600

       Commission  2,525

      By Bank   45,935

     50,500     50,500

Working Notes:

(i) Sale value of total consignment:

  2,000 1 kg. tins 30,000

  6,000 1/2 kg. pkts. 42,000

   72,000

(ii) Freight @ 2% of above 1,440

(iii) Inventories at the end:

  450 1 kg. tins @ ` 10 (Selling Price ` 6,750) 4,500

  2,000 1/2 kg. pkts. @ ` 6 (Selling Price ` 14,000) 12,000

   16,500

  Add: Freight 2% of (Selling Price ` 20,750) 415

   16,915

(iv) Loss in transit:

  Cost of 50 1 kg. tins @ ` 10 500

  Freight @ 2% of Selling Price ` 750 15

   515

  Less : Claim (450)

  Loss 65
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Illustration 5

Vandana Traders of Delhi purchased 10,000 pieces of Sarees @ ̀  100 per Saree. Out of these Sarees, 
6,000 Sarees were sent on consignment to Vastralaya of Jabalpur at the selling price of ` 120 per 
Saree. The consignors paid ` 3,000 for packaging and freight.

Vastralaya sold 5,000 Sarees at ` 125 per Saree and incurred ` 1,000 for selling expenses and 
remitted ` 5,00,000 to Delhi on account. They are entitled to a commission of 5% on total sales 
plus a further 20% commission on any surplus price realised over ` 120 per Saree.

3,000 Sarees were sold at ` 110 per Saree.

Owing to fall in market price, the value of the inventories of Sarees in hand is to be reduced by 10%.

Prepare the Consignment Account and Trading Account in the books of Vandana Traders and 
their account in the books of the agents Messrs Vastralaya of Jabalpur.

Solution
Vandana Traders, Delhi
Consignment Account

     `     `

To Goods sent on Consignment  7,20,000 By Vastrayala (Sales)  6,25,000

To Bank (expenses)  3,000 By Goods Sent on

To Vastrayala  - Expenses  1,000  Consignment (Loading)  1,20,000

    - Commission  36,250 By Inventories out on

To Inventories Reserve  18,000  Consignment  1,08,450

To Net Profit  75,200

     8,53,450     8,53,450

Trading and Profit & Loss Account for the period ending....

     `     `

To Purchases 10,00,000  By Sales   3,30,000

 Less: Goods on   By Closing Inventories  90,000

 Consignment (6,00,000) 4,00,000     

To By Gross Profit  20,000

     4,20,000     4,20,000

To Net Profit  95,200 By Gross Profit  20,000

      By Profit on Consignment  75,200

     95,200     95,200
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Vastralaya, Jabalpur
Vandana Traders (Delhi) Account

     `     `

To Bank (Expenses)  1,000 By Bank/Trade receivables  6,25,000
To Commission  36,250
To Bank    5,00,000
To Balance c/d  87,750
     6,25,000     6,25,000

Working Notes:
   `
(1) Commission payable
 5% on ` 6,25,000 31,250
 20% on ` 25,000 5,000
   36,250
(2) The closing Inventories will be
 1,000 Sarees @ ` 120 = 1,20,000
 Add : Proportionate expenses  500
   1,20,500
 Less : 10% reduction due to fall in market price (12,050)
 Consignment Inventories (at loaded amount) 1,08,450
 Loading ( ` 20 × 1,000) - 10%  of ( ` 20 × 1,000) = 20,000 - 2,000 = ` 18,000
(3) It is better to transfer profit on consignment to profit and loss account instead of trading 

account.
Illustration 6
Shri Mehta of Bombay consigns 1,000 cases of goods costing ` 100 each to Shri Sundaram of 
Madras.
Shri Mehta pays the following expenses in connection with consignment:
   `

Carriage  1,000
Freight  3,000
Loading charges 1,000
Shri Sundaram sells 700 cases at ` 140 per case and incurs the following expenses:
Clearing charges 850
Warehousing and storage 1,700
Packing and selling expenses 600

It is found that 50 cases have been lost in transit and 100 cases are still in transit.
Shri Sundaram is entitled to a commission of 10% on gross sales. Draw up the Consignment 
Account and Sundaram’s Account in the books of Shri Mehta.

1,000
    3,000 

6,000
 ×  
`
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Solution

In the books of Shri Mehta
Consignment of Madras Account

Dr.          Cr.
     `     `
To Goods sent on   By Sundaram (Sales)  98,000
 Consignment  1,00,000 By Loss in Transit
To Bank (Expenses)  5,000  50 cases @ ` 105 each  5,250
To Sundaram (Expenses)  3,150
To Sundaram (Commission)  9,800 By Consignment Inventories
To Profit on Consignment
 to Profit & Loss A/c  11,700  In hand 150 @
       ` 106 each 15,900
       In transit 100 @
       ` 105 each 10,500 26,400
     1,29,650     1,29,650
 

Sundaram’s Account

     `     `

To Consignment to Madras A/c  98,000 By Consignment A/c
       (Expenses)  3,150
      By Consignment A/c
       (Commission)  9,800
      By Balance c/d  85,050
     98,000     98,000

Working Notes:

(i) Consignor’s expenses on 1,000 cases amounts to ` 5,000; it comes to ` 5 per case. The cost of 
cases lost will be computed at ` 105 per case.

(ii) Sundaram has incurred ` 850 on clearing 850 cases, i.e., ` 1 per case; while valuing closing 
Inventories with the agent ` 1 per case has been added to cases in hand with the agent.

Illustration 7

Ajay of Mumbai consigned to Vijay of Delhi, goods to be sold at invoice price which represents 
125% of cost. Vijay is entitled to a commission of 10% on sales at invoice price and 25% of any 
excess realised over invoice price. The expenses on freight and insurance incurred by Ajay were 
` 10,000. The account sales received by Ajay shows that Vijay has effected sales amounting to  
` 1,00,000 in respect of 75% of the consignment. His selling expenses to be reimbursed were ̀  8,000. 
10% of consignment goods of the value of ` 12,500 were destroyed in fire at the Delhi godown 
and the insurance company paid ` 12,000 net of salvage. Vijay remitted the balance in favour of 
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Ajay. Prepare consignment account and the account of Vijay in the books of Ajay alongwith the 
necessary calculations.

Solution

Books of Ajay

Consignment Account

Dr.          Cr.
     `     `

To  Goods sent on  1,25,000 By  Goods sent on  25,000

 Consignment A/c    Consignment A/c

To  Cash A/c  10,000 By  Abnormal Loss  11,000

To  Vijay    8,000 By Vijay   1,00,000

 (Expenses)    (Sales)

To  Vijay    10,937.50 By  Inventories on  20,250

 (Commission)    Consignment A/c

To  Inventories Reserve A/c  3,750 By  General Profit & Loss A/c  1,437.50

     1,57,687.50     1,57,687.50

Vijay’s Account

Dr.          Cr.
     `     `

To Consignment A/c  1,00,000.00 By Consignment A/c  8,000.00
       By Consignment A/c  10,937.50
      By Bank A/c  81,062.50

     1,00,000.00     1,00,000.00

Working Notes:

1. Calculation of value of goods sent on consignment:

 Abnormal Loss at Invoice price = ` 12,500.

 Abnormal Loss as a percentage of total consignment = 10%.

 Hence the value of goods sent on consignment = ` 12,500 X 100/ 10 = ` 1,25,000.

 Loading of goods sent on consignment = ` 1,25,000 X 25/125 = ` 25,000.

2. Calculation of abnormal loss (10%):

 Abnormal Loss at Invoice price =  ` 12,500.
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 Abnormal Loss at cost = ` 12,500 X 100/125 = ` 10,000

 Proportionate expenses of Ajay (10 % of ` 10,000) =  ` 1,000

    ` 11,000

3. Calculation of closing Inventories (15%):

 Ajay’s Basic Invoice price of consignment = ` 1,25,000

 Ajay’s expenses on consignment =  ` 10,000

    ` 1,35,000

 Value of closing Inventories = 15% of ` 1,35,000 =  ` 20,250

 Loading in closing Inventories = ` 18,750 X 25/125 =  ` 3,750

 Where ̀  18,750 (15% of ̀  1,25,000) is the basic invoice price of the goods sent on consignment 
remaining unsold.

4. Calculation of commission:

 Invoice price of the goods sold = 75% of ` 1,25,000 = ` 93,750

 Excess of selling price over invoice price = ` 6,250 ( ` 1,00,000- ` 93,750)

 Total commission =  10% of ` 93,750 + 25% of ` 6,250

     =  ` 9,375 + ` 1,562.50

     =  ` 10,937.50

Illustration 8

X of Delhi purchased 10,000 metres of cloth for ` 2,00,000 of which 5,000 metres were sent on 
consignment to Y of Agra at the selling price of ` 30 per metre. X paid ` 5,000 for freight and  
` 500 for packing etc.

Y sold 4,000 metre at ` 40 per metre and incurred ` 2,000 for selling expenses. Y is entitled to a 
commission of 5% on total sales proceeds plus a further 20% on any surplus price realised over 
` 30 per metre. 3,000 metres were sold at Delhi at ` 30 per metre less ` 3,000 for expenses and 
commission. Owing to fall in market price, the Inventories of cloth in hand is to be reduced by 10%.

Prepare the Consignment Account and Trading and Profit & Loss Account in Books of X. 
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Solution
In the books of Mr. X
Consignment Account

Dr.          Cr.
Particulars   Amount Particulars   Amount
     `     `

To  Goods sent on 
 Consignment Account  1,50,000 By Y’s account: Sales  1,60,000
      By Goods sent on consignment  50,000
To  Bank account:    (cancellation of loading)
  Freight and packing etc.  5,500 By Inventories on consignment 
      (W.N.2)   27,990
To  Y’s account: 
  Selling expenses  2,000
  Commission (W.N.1)  16,000
To  Inventories Reserve (W.N.3)  9,000
To  Profit and loss account (profit  
 on consignment transferred)  55,490
     2,37,990     2,37,990

Trading and Profit and Loss Account
for the year ended……..

Dr.          Cr.
Particulars   Amount Particulars   Amount
     `     `

To Purchases  2,00,000 By  Sales   90,000
To Gross profit c/d  26,000 By  Goods sent on consignment  1,00,000
      By  Inventories in hand
       Cost   ` 40,000
       Less: 10% (4,000) 36,000
     2,26,000     2,26,000
To Expenses and commission   3,000 By  Gross profit b/d  26,000
To Net profit  78,490 By  Consignment A/c
       (profit on consignment)  55,490

     81,490     81,490
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Working Notes:

1. Calculation of commission payable to Y: `

 Total sale proceeds of Y 1,60,000

 Surplus proceeds realised over ` 30 per metre

 [4,000 x ` (40-30)] 40,000

 Commission:

 5% of total sale proceeds (5% of ` 1,60,000) 8,000

 20% of surplus (20% of ` 40,000) 8,000

   16,000

2. Inventories on Consignment: `

 Cost of consignment Inventories (1000 mtrs@ ` 30) 30,000
 Add: Expenses of consignor 1,100

   31,100
 Less: Reduction of 10% due to fall in market price 3,110

   27,990

3. Loading ( ` 10 x 1,000 mtrs) – 10% of ( ` 10 x 1,000 mtrs) 9,000

        

 SELF EXAMINATION QUESTIONS  
Choose the most appropriate answer from the given options:

1. P of Delhi sends out 100 boxes of toothpaste costing ̀  200 each. Each box consist of 12 packets. 
60 boxes were sold by consignee at ` 20 per packet. Amount of sale value will be:

 (a)  ` 14,400 (b)  ` 12,000 (c)  ` 13,200 (d)  ̀  14,200

2. X of Kolkata sends out 2,000 boxes to Y of Delhi costing ` 100 each. Consignor’s expenses  
` 5,000. 1/10th of the boxes were lost in consignee’s godown and treated as normal loss. 1,200 
boxes were sold by consignee. The value of consignment Inventories will be:

 (a)  ` 68,333 (b)  ` 61,500 (c)  ` 60,000 (d)  ̀  60,250

3. Goods costing ̀  2,00,000 sent out to consignee at Cost + 25%. Invoice value of the goods will 
be:

 (a)  ` 2,50,000 (b)   ` 2,40,000 (c)  ` 3,00,000 (d)  None

4. Goods costing ` 1,80,000 sent out to consignee to show a profit of 20% on Invoice Price. 
Invoice price of the goods will be:

 (a)  ` 2,16,000 (b)  ` 2,25,000 (c)  ` 2,10,000 (d) None
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5. Goods of the Invoice value ̀  2,40,000 sent out to consignee at 20% profit on cost. The loading 
amount will be:

 (a)  ` 40,000 (b)  ` 48,000 (c)  ` 50,000 (d)  None

6. X sent out certain goods to Y of Delhi. 1/10 of the goods were lost in transit. Invoice value 
of goods lost ` 12,500. Invoice value of goods sent out on consignment will be:

 (a)  ` 1,20,000 (b)  ` 1,25,000 (c)  ` 1,40,000 (d)  ̀  1,00,000

7. Rabin consigned goods for the value of ` 8,250 to Raj of Kanpur and paid freight etc. of  
` 650 and insurance ̀  400. He drew a bill on Raj for 3 months after date for ̀  3,000 as an advance 
against consignment, and discounted the bill for ` 2,960. Further, he received Account Sales 
from Raj showing that, part of the goods had realized gross ̀  8,350 and that his expenses and 
commission amounted to ̀  870. The Inventories unsold was valued at ̀  2750. Consignee wants 
to remit a draft for the amount due. The amount of draft will be:

 (a)  ` 2,130 (b)  ` 4,480 (c)  ` 5,130 (d)  ` 5,090

8. X of Kolkata sends out goods costing ̀  1,00,000 to Y of Delhi. 3/5th of the goods were sold by 
consignee for ` 70,000. Commission 2% on sales plus 20% of gross sales less all commission 
exceeds cost price. The amount of Commission will be:

 (a)  ` 2,833 (b)  ` 2,900 (c)  ` 3,000 (d)  ̀  2,800

9. X of Kolkata send out 1,000 bags to Y of Delhi costing ` 200 each. Consignor’s expenses  
` 2,000. Y’s expenses non-selling ` 1000, selling ` 2000. 100 bags were lost in transit. Value 
of lost in transit will be:

 (a)  ` 20,200 (b)  ` 20,300 (c)  ` 20,000 (d) ` 23,000

10. X of Kolkata sends out 1,000 bags to Y of Delhi costing ` 2,000 each. 600 bags were sold at 
10% above cost price. Sales value will be:

 (a)  ` 13,20,000 (b)  ` 13,00,000 (c)  ` 12,00,000 (d)  13,50,000

11. Which of the following statement is not true:

 (a) If del-credere commission is allowed, bad debt will not be recorded in the books of 
consignor

 (b) If del-credere commission is allowed, bad debt will be debited in consignment 
account

 (c) Del-credere commission is allowed by consignor to consignee

 (d) Del-credere commission is generally relevant for credit sales

12. X of Kolkata sends out 400 bags to Y of Delhi costing ` 200 each. Consignor expenses  
` 2,000. Y’s non selling expenses ` 2,000 and selling expenses ` 1,000. 300 bags were sold by 
Y. Value of consignment Inventories will be:

 (a)  ` 20,400 (b)  ` 20,200 (c)  ` 20,000 (d)  ̀  21,000

© The Institute of Chartered Accountants of India



CONSIGNMENT

7.26 COMMON PROFICIENCY TEST

13. X of Kolkata sent out 2,000 boxes costing 100 each with the instruction that sales are to be 
made at cost + 45%. X draws a bill on Y for an amount equivalent to 60% of sales value. The 
amount of bill will be:

 (a)  ` 1,74,000  (b)  ` 2,00,000  (c)  ` 2,90,000 (d)    ` 1,20,000

14. Which of the following statement is wrong:
 (a) Consignor is the owner of the consignment Inventories
 (b) Del-credere commission is allowed by consignor to protect himself from bad debt
 (c) Proportionate consignor’s expenses is added up with consignment Inventories
 (d) All proportionate consignee’s expenses will be added up for valuation of consignment  

 Inventories.

15. X of Kolkata sends out 500 bags to Y costing ` 400 each at an invoice price of ` 500 each. 
Consignor’s expenses ` 4,000 consignee’s non-selling expenses ` 1,000 and selling expenses 
` 2,000. 400 bags were sold.

 The amount of consignment Inventories at Invoice Price will be:

 (a)  ` 50,900 (b)  ` 50,800 (c)  ` 50,000 (d)  ̀  51,000 

16. X of Kolkata sends out 500 bags to Y costing ` 400 each at an invoice price of ` 500 each. 
Consignor’s expenses ` 4,000 consignee’s, non-selling expenses ` 1000, selling expenses 
` 2,000. 400 bags were sold. The amount of Inventories Reserve will be

 (a)  ` 10,000 (b)  Nil (c)  ` 20,000 (d)  ` 20,400

17. Commission will be shared by:

 (a) Consignor & Consignee  (b) Only Consignee

 (c) Only Consignor   (d) Third Party

18. X of Kolkata sends out certain goods to Y of Mumbai at cost + 25%. 1/2 of the goods received 
by Y is sold at ` 1,76,000 at 10% above invoice price. Invoice value of goods send out is:

 (a)  ` 300,000 (b)  ` 3,20,000 (c)  ` 180,000 (d)  ̀  340,000

19. X of Kolkata sends out goods costing ` 3,00,000 to Y of Mumbai at cost + 25%. Consignor’s 
expenses ` 5,000. 1/10th of the goods were lost in transit. Insurance claim received  
` 3,000. The net loss on account of abnormal loss is:

 (a)  ` 27,500 (b)  ` 25,500 (c)  ` 30,500 (d)  ` 27,000

20. Rahim of Kolkata sends out 1,000 boxes to Ram of Delhi costing ` 100 each at an invoice 
price of  ̀  120 each. Goods send out on consignment to be credited in general trading will be:

 (a)  ` 1,00,000 (b)  ` 1,20,000 (c)  ` 20,000 (d)  None

21. In the books of consignor, the profit of consignment will be transferred to:

 (a) General Trading A/c (b) General P/L A/c (c) Drawings A/c (d)  None of these

22. Ram of Kolkata sends out 1,000 boxes to Y of Delhi, costing ` 200 each. 1/10th of the boxes 

© The Institute of Chartered Accountants of India



FUNDAMENTALS OF ACCOUNTING 7.27

were lost in transit. 2/3rd of the boxes received by consignee is sold at cost + 25%. The amount 
of sales value will be:

 (a)  ` 1,00,000 (b)   ` 1,50,000 (c)  ` 1,20,000 (d)  ̀  1,40,000

23. X of Kolkata sends out goods costing ` 80,000 to Y of Mumbai so as to show 20% profit on 
invoice value. 3/5th of the goods received by consignee is sold at 5% above invoice price. 
The amount of sales value will be:

 (a)  ` 63,000 (b)   ` 60,000 (c)  ` 50,400 (d)  ̀  40,000

24. X of Kolkata sends out certain goods at cost + 25%. Invoice value of goods sends out  ̀  200,000. 
4/5th of the goods were sold by consignee at `1,76,000. Commission 2% upto invoice value 
and 10% of any surplus above invoice value.

 The amount of commission will be:

 (a)  ` 4,800 (b)  ` 5,200 (c)  ` 3,200 (d)  ̀  1,600

25. Ram of Kolkata sends out goods costing ` 1,00,000 to Y of Mumbai at 20% profit  on invoice 
price. 1/10th of the goods were lost in transit. ½ of the balance goods were sold. The amount 
of Inventories reserve on consignment Inventories will be:

 (a)  ` 4,500 (b)  ` 9,000 (c)  ` 11,250 (d)  None

26. C of Bangalore consigned goods costing ` 3,000 to his agent at Delhi. Freight and insurance 
paid by consignor ` 100. Consignee’s expenses ` 200. 4/5th of the goods were sold for  
` 3,000. Commission 2% on sales. Consignee want to settle the balance with the help of a 
bank draft. The amount of draft will be:

 (a)  ` 2,740 (b)  ` 2,800 (c)  ` 3,000 (d)  ` 1,800

27. Out of the following at which point the treatment of “Sales” and “Consignment” is same:

 (a) Ownership transfer. (b)  Money receive. (c) Inventories outflow. (d) Risk.

28. If del-credere commission is allowed for bad debt, consignee will debit the bad debt amount 
to:

 (a) Commission Earned A/c  (b) Consignor’s A/c

 (c) Trade receivables (Customers) A/c (d) General Trading A/c

29. A proforma invoice is sent by:

 (a) Consignee to Consignor  (b) Consignor to Consignee

 (c) Customer/Debtors to Consignee (d) Customer/Debtors to Consignor

30. Which of the following statement is correct:

 (a) Consignee will pass a journal entry in his books at the time of receiving goods from 
consignor.

 (b) Consignee will not pass any journal entry in his books at the time of receiving goods 
from consignor.
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 (c) The ownership of goods will be transferred to consignee at the time of receiving the 
goods.

 (d) Consignee will treat consignor as creditor at the time of receiving goods.

31. 1,000 kg of apples are consigned to a wholesaler, the cost being ̀  3 per kg plus ̀  400 of freight, 
it is known that a loss of 15% is unavoidable. The cost per kg will be:

 (a)  ` 5  (b)   ` 4  (c)  ` 3.40 (d)  ` 3

32. A of Mumbai sold goods to B of Delhi, the goods are to be sold at 125% of cost which is 
invoice price. Commission 10% on sales at invoice price and 25% of any surplus realized 
above invoice price. 10% of the goods sent out on consignment, invoice value of which is ` 
12,500 were destroyed. 75% of the total consignment is sold by B at ` 1,00,000. What will be 
the amount of commission payable to B?

 (a)  ` 10,937.50 (b)   ` 10,000 (c)  ` 9,000 (d)  ̀  9,700

33. Consignment A/c is prepared in the books of :

 (a)  Consignor (b)   Consignee (c) Third Party (d)  None

34. Goods sent on consignment Invoice value ` 2,00,000, at cost + 331/3 %. 1/5th of the goods 
were lost in transit. Insurance claim received ` 10,000. The amount of abnormal loss to be 
transferred to General P/L is:

 (a)  ` 30,000 (b)  ` 20,000 (c)  ` 35,000 (d)  ̀  25,000

35. X of Kolkata sends out 100 boxes to Y of Delhi costing ` 200 each. Consignor’s expenses ` 
4,000. Consignee’s non-selling expenses (incurred till goods were reached to godown) ` 900 
and selling expenses ̀  500. 1/10th of the boxes were lost in transit. 2/3rd of the boxes received 
by consignee were sold. The amount of consignment Inventories will be:

 (a) ` 7,200 (b)  ` 7,500 (c)  ` 7,000 (d)  ` 6,000

36. X of Kolkata sends out goods costing ` 1,00,000 to Y of Mumbai at cost + 25%. Consignor’s 
expenses ` 2,000. 3/5th of the goods were sold by consignee at ` 85,000. Commission 2% on 
sales + 20% of gross sales less all commission exceeds invoice value. Amount of commission 
will be:

 (a)  ` 3,083 (b)  ` 3,000 (c)  ` 2,500 (d) ` 2,000

37. Consignment Inventories will be recorded in the balance sheet of consignor on asset side at:

 (a)  Invoice Value   (b)  At Invoice value less Inventories reserve

 (c)  At lower than cost price  (d)  At 10% lower than invoice value

38. Which of the following expenses of consignee will be considered as non-selling expenses:

 (a) Advertisement   (b)  Insurance 

 (c) Selling Expenses   (d) None of the above

39. The consignment accounting is made on the following basis:

 (a)  Accrual (b)  Realisation (c)  Cash Basis (d)  None
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40. Goods sent on consignment ̀  7,60,000. Opening consignment Inventories ̀  48,000. Cash sales  
` 7,00,000. Consignor’s expenses ` 20,000. Consignee’s expenses ` 12,000. Commission  
` 20,000. Closing consignment Inventories ` 3,00,000. The profit on consignment is:

 (a)  ` 1,50,000 (b)  ` 1,40,000 (c)  ` 92,000 (d)  None

41. X of Kolkata sends out 100 boxes to Y of Delhi costing ` 100 each. Consignor’s expenses 
` 1,000. Consignee’s selling expenses ` 500. 3/5th of the goods sold by consignee, ½ of the 
balance goods were lost in consignee’s godown due to fire. The value of abnormal loss will 
be:

 (a)  ` 3,000 (b) ` 2,200 (c)  ` 4,000 (d)  None

42. X of Kolkata sends out 1000 boxes costing ` 200 each to Y of Delhi. 1/10th of the boxes were 
lost in transit. 2/3rd of the remaining boxes sold by consignee at cost + 25%. The sale value 
will be:

 (a) ` 1,50,000 (b)  ` 1,40,000 (c)  ` 1,20,000 (d)  ̀  1,00,000

43. Which of the following item is not credited to consignment account?

 (a) Cash sales made by consignee

 (b) Credit sales made by consignee

 (c) Consignment Inventories

 (d) Inventories Reserve on closing consignment Inventories.

44. Goods sent out on consignment ` 2,00,000. Consignor’s expenses ` 5,000. Consignee’s 
expenses ` 2,000. Cash sales ` 1,00,000, credit sales ` 1,10,000. Consignment Inventories ` 
40,000. Ordinary commission payable to consignee ` 3,000. Del-credere commission ` 2,000. 
The amount irrecoverable from customer ` 2,000. What will be the profit on consignment?

 (a)  ` 38,000 (b)   ` 40,000 (c)  ` 36,000 (d)  ̀  43,000

45. The commission received from consignor will be transferred to which account?

 (a) General Trading (b)  General P/L (c) Balance Sheet (d) None of these

46. X of Kolkata sends out 1,000 boxes to Y of Delhi costing ` 20 each. Consignor’s expenses  
` 2,000. 4/5th of the boxes were sold at ` 25 each. The profit on consignment will be:

 (a)  ` 2,400 (b)  ` 2,000 (c)  ` 3,000 (d)  ̀  3,500

47. If del-credere commission is allowed by consignor to consignee the bad debt treatment in 
the books of Consignor will be:  

 (a) Will not be recorded in consignor’s books
 (b) Bad Debt will be debited in Consignor’s A/c
 (c) Bad Debt will be charged to General P/L A/c
 (d) Bad Debt will be recoverable along with credit sales

48. The owner of the consignment Inventories is:

 (a)  Consignor (b) Consignee (c)  Trade receivables (d)  None
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49. The nature of the consignment account is:

 (a) Capital in nature   (b)  Nominal in nature

 (c) Realisation A/c in nature  (d)  Bank A/c in nature

50. Rahim of Kolkata sends out goods of the invoice value ` 2,00,000 to Ram of Delhi at cost + 
25%. The amount of loading will be:

 (a)  ` 50,000 (b)  ` 40,000 (c)  ` 30,000 (d)  ̀  60,000

51. Goods sent to consignment at cost + 331/3 %. The percentage of loading on invoice price will 
be:

 (a)  25%  (b)   331/3 % (c)  20% (d)   None

52. The balance of goods sent out on consignment will be transferred to:

 (a) General P/L (b)  General Trading  (c) Balance Sheet (d) Capital A/c

53. X of Kolkata purchased 1,000 boxes costing ` 100 each. 200 boxes were sent out to Y of Delhi 
at cost + 25%. 600 boxes were sold at 120 each. The amount of gross profit to be recorded in 
general trading account will be:

 (a)  ` 12,000 (b)   ` 17,000 (c)  ` (3,000) (d)  None

54. In the books of consignee, the profit on consignment will be transferred to:

 (a)  General Trading A/c   (b)  General Profit and Loss A/c

 (c) Drawings A/c   (d)  None of the above

55. P of  Faridabad sent out goods costing ̀  45,000 to Y of Delhi at cost + 331/3 %. 1/10th of goods 
were lost in transit. 2/3rd of the goods received, are sold at 20% above invoice price. The 
amount of sale value will be:

 (a)  ` 54,000 (b)  ` 43,200 (c)  ` 60,000 (d)  ̀  36,000

56. M of  Kolkata sent out goods costing ` 45,000 to N of Mumbai at cost + 331/3 %. 1/10th of 
goods were lost in transit. 2/3rd of the goods are sold at 20% above invoice price. ½ of the 
sales are on credit. The amount of credit sales will be:

 (a)  ` 21,600 (b)   ` 18,000 (c)  ` 21,000 (d) ` 22,500

57. A of Ahmedabad sent out certain goods so as to show a profit of 20% on invoice price.  
1/10th of the goods were lost in transit. The cost price of goods lost is `20,000. The invoice 
value of goods sent out is:

 (a)  ` 2,50,000 (b)   ` 2,00,000 (c)  ` 2,25,000 (d)  ̀  2,40,000

58. Ram of Delhi sends out goods costing ̀ 2,00,000 to Krishna of Brindaban. Consignor’s expenses 
`5,000. Consignee’s expenses in relation to sales ̀  2,000.  4/5th of the goods were sold at 20% 
above cost. The profit on consignment will be:

 (a)  ` 26,000 (b)  ` 32,000 (c)  ` 26,200 (d)  ̀  (6,000)
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59. Over-riding commission is a commission payable to consignee by consignor for:

 (a) For protecting himself from bad debt

 (b) For making sales above specific price

 (c) As good friend

 (d) As loyalty payment

60. A of Kolkata sends out 500 boxes to B of Delhi costing ` 200 each. Consignor’s expenses  
` 5,000. 1/5th of the boxes were still in transit. 3/4th of the goods received by consignee, were 
sold. The amount of goods still in transit will be:

 (a)  ` 20,000 (b)   ` 21,000 (c)  ` 21,200 (d) None

61. Consignment account is 

 (a)  Real account   (b)  Personal account 

 (c)  Nominal account   (d) None of the above

62. In the books of consignor, the loss on consignment business will be charged to:

 (a) Consignee A/c   (b) General Trading A/c

 (c) General P/L A/c   (d) Bank A/c

63. Dravid of Delhi sends out goods to Sourav of Kolkata, goods costing ̀  2,00,000 at cost + 25%, 
with the instruction to sell it at cost + 50%. If 4/5th of the goods are sold at stipulated selling 
price and commission allowable 2% on sales. What will be the profit on consignment in the 
books of consignor?

 (a)  ` 86,200 (b)   ` 70,000 (c)  ` 75,200 (d)   ` 76,800

64. X of Kolkata sends out goods costing Rs 3,00,000 to Y of Delhi. Goods are to be sold at cost + 
331/3 %. The consignor asked consignee to pay an advance for an amount equivalent to 60% 
of sales value. The amount of advance will be:

 (a)  ` 2,40,000 (b)  ` 2,00,000 (c)  ` 3,00,000 (d)  None

65. If consignor draws a bill on consignee and discounted it with the banker the discounting 
charges will be debited in:

 (a)  General P/L (b)  Consignment A/c (c)  Consignee (d)  Trade   receivables

66. X of Kolkata sends out goods costing ` 3,00,000 to Y of Delhi. Commission agreement – 2% 
on sales + 3% on sales as del-credere commission. The entire goods is sold by consignee for 
` 4 lacs. However, consignee is able to recover ` 3,95,000 from the Trade receivables. The 
amount of profit to be transferred to P/L as net commission by consignee will be:

 (a)  ` 15,000 (b)  ` 22,000 (c)  ` 21,000 (d)  ̀  20,000
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 ANSWERS 

 1. (a) 2. (a) 3. (a) 4. (b) 5. (a)

 6. (b) 7. (b) 8. (a) 9. (a) 10. (a)

 11. (b) 12. (d) 13. (a) 14. (d) 15. (d)

 16. (a) 17. (b) 18. (b) 19. (a) 20. (a)

 21. (b) 22. (b) 23. (a) 24. (a) 25. (c)

 26. (a) 27. (c) 28. (a) 29. (b) 30. (b)

 31. (b) 32. (a) 33. (a) 34. (b) 35. (b)

 36. (a) 37. (b) 38. (b) 39. (a) 40. (b)

 41. (b) 42. (a) 43. (d) 44. (a) 45. (b)

 46. (a) 47. (a) 48. (a) 49. (b) 50. (b)

 51. (a) 52. (b) 53. (a) 54. (d) 55. (b)

 56. (a) 57. (a) 58. (a) 59. (b) 60. (b)

 61. (c) 62. (c) 63. (c) 64. (a) 65. (a)

 66. (a)
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Learning Objectives:

After studying this unit, you will be able to :

 Understand special features of joint venture transactions,

 Learn the techniques of preparing Joint Venture Account and also the settlement of accounts 
with the co-venturer(s),

 Familiarise with the use of Memorandum Joint Venture Account,

 Learn the technique of deriving venture profit and its allocation among the venturers,

 Distinguish joint venture with partnership.

 1. MEANING OF JOINT VENTURE  
A Joint Venture is a very short duration “business” (generally, confined to a single transaction, 
like, buying some surplus stores and selling them) entered into by two or more persons jointly. 
Joint Venture may be described as a temporary partnership between two or more persons 
without the use of the firm name, for a limited purpose. In other words, under Joint Venture, 
two or more persons agree to undertake a particular venture (e.g. Joint consignment of goods, 
Joint construction of a building, Joint underwriting of a particular issue of shares or debentures) 
and to share the profits and losses thereof in an agreed ratio (if agreement is silent on this point, 
then in equal ratio). 

Venture may be for the construction of a building or a bridge, for the supply of certain quantity 
of materials or labour and even for the supply of technical services. The persons who have so 
agreed to undertake a Joint Venture are known as ‘Joint Venturers’ or ‘Co-Venturers’. If the 
co-venturers are in business, then they often supply goods from their regular business for the 
venture. This limited partnership automatically expires on the completion of the venture for 
which it was formed.

Let us take two examples to appreciate the nature of joint venture business.

Example 1: A and B decided to purchase Assam Teak in Guwahati and send to Delhi. A of 
Guwahati purchased Teak of ` 1,00,000, spent ` 20,000 for transportation and ` 8,000 for transit 
insurance. B of Delhi received the goods. B spent ` 2,000 for unloading, ` 6,000 for godown rent 
and ` 4,000 for selling expenses. He sold the entire lot for ` 1,75,000. They agreed to share profit 
of the venture in the ratio of  A:B = 3:2.

In the above example, A and B are co-venturers.  The venture was for sale of a certain quantity 
of Assam Teak. The venture would be over on sale of such Teak. Obviously some accounting is 
necessary to find out profit/loss of the venture and settlement of claims of the co-venturers. 

Example 2: Mr. Arun and Barun entered into a joint venture for supply of 15,000 pcs. of Bengal 
handloom sarees to an exporter of Delhi @ ` 520 per piece. Arun and Barun contacted handloom 
weavers and paid advance to them. They collected production by lots and delivered to Delhi in 
a lot of 1,000 pcs.

In this example, Arun and Barun were co-venturers.  The venture was for a special purpose of 
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supplying of 15,000 pcs. of Bengal handloom sarees. The venture was over on supply of such 
quantity. Obviously, Arun and Barun had to maintain accounts to book all costs relating to the 
venture and revenue received from the exporter for determining profit/loss of the venture and 
for settling the claims of co-venturers inter se.

 2. FEATURES OF JOINT VENTURE 

Some important features of joint venture business are as follows:

(i) It is short duration special purpose partnership. Parties in venture are called co-venturers. 

(ii) Co-venturers may contribute funds for running the venture or supply Inventories from their 
regular business. 

(iii) Co-venturers share profit/loss of the venture at an agreed ratio likewise partnership.

(iv) Generally profit/loss of the venture is computed on completion of the venture.

(v) Going concern assumption of accounting is not appropriate for joint venture accounting. 
There does not arise problem of distinction between capital and revenue expenditure. Plant, 
machinery and other fixed assets when used in venture are first charged to venture account 
at cost. On completion of venture such assets are revalued and shown as revenue of the 
venture. Thus, accounting approach for measurement of venture profit is totally different. 

 3. DISTINCTION OF JOINT VENTURE WITH PARTNERSHIP
Joint Venture differs from Partnership in the following respects:

Basis of Distinction

1. Scope

2. Persons involved 

3. Ascertainment of 
profit/loss

4. Act governing

5. Name

6. Separate set of 
Books

Joint Venture

It is limited to a specific venture.

The persons carrying on business 
are called co-venturers. 

The profits/losses are ascertained 
at the end of specific venture (if 
venture continues for a short 
period) or on interim basis annually 
(if venture continues for a longer 
period).

No specific Act is there.

There is no need for firm name.

There is no need for a separate 
set of books. The accounts can 

Partnership

It is not limited to a specific 
venture.

The persons carrying on business 
are called partners. 

The profits/losses are ascertained 
on an annual basis.

Partnership firms are governed by 
the Indian Partnership Act, 1932.

A partnership firm always has a 
name.

Separate set of books have to be 
maintained.
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 4. METHODS OF MAINTAINING JOINT VENTURE ACCOUNTS 
Co-venturers can maintain the accounts for joint venture in the manner that suits them in a 
particular situation.

Generally there are two ways to keep records of joint venture:

1. When separate set of books are maintained.

2. When no separate set of books are maintained.

7. Admission of 
Minor

8. Accounting

9. Competition 
 

be maintained even in one of the  
Co-venturer’s books only.

A minor cannot be a co-venturer as 
he is incompetent to contract.

Accounting for joint venture is done 
on liquidation basis.

It is a rule rather than exception 
that chances of co-venturers in the 
competing business are very high.

A minor can be admitted to the 
benefits of the firm.

Accounting for partnership is done 
on going concern basis.

Partners generally do not involve 
in competing business.

Maintenance of Joint Venture Accounts

Separate set of books are maintained No separate set of books are maintained

Joint bank 
account

Joint venture 
account

Personal accounts of 
co-venturers

When each  
co-venturer 

keeps record of 
all transactions

When each  
co-venturer keeps 

record of own 
transactions only

Joint venture 
account

Co-venturer’s 
account

Memorandum 
joint venture 

account

Joint venture  
with co-venturer 

account
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4.1. WHEN SEPARATE SET OF BOOKS ARE MAINTAINED
When size of the venture is fairly big, the co-venturers keep separate set of books of account for 
the joint venture. Joint venture transactions are separate from their regular business activities. In 
the books of Joint Venture the following accounts are opened:
(i) Joint Bank Account.
(ii) Joint Venture Account.
(iii) Personal Accounts of the Co-venturers or Co-venturers’ Accounts.
(i) Joint Bank Account: The co-venturers open a separate bank account for the venture 
transactions by making initial contributions. The bank account is generally operated jointly. 
Expenses are met from this Joint Bank Account. Also sales or collections from transactions are 
deposited to this account. However, sometimes the co-venturers may make direct payments and 
direct collections. On completion of the venture the Joint Bank Account is closed by paying the 
balance to co-venturers. 
(ii) Joint Venture Account: This account is prepared for measurement of venture profit. This 
account is debited for all venture expenses and is credited for all sales or collections. Venture 
profit/loss is transferred to co-venturers’ accounts.
(iii) Co-venturers’ Accounts: Personal accounts of the venturers are maintained to keep record 
of their contributions of cash, goods or meeting venture expenditure directly and direct payment 
received by them on venture transactions. This account is also closed simultaneously with the 
closure of joint bank account.
The following journal entries are necessary in the books of joint venture:

Journal Entries
(a) For initial contribution by the co-venturers in Joint Bank Account
 Joint Bank A/c Dr.
  To Co-venturers’ A/c
(b) For expenses paid out of Joint Bank Account
 Joint Venture A/c Dr.
  To Joint Bank A/c
(c) For material supplied by venturers or direct payment made by venturers
 Joint Venture A/c Dr.
  To Co-venturers’ A/cs
(d) For sale or payment received
 Joint Bank A/c Dr.
  To Joint Venture A/c
(e) For sale or payment received directly by the venturers
 Co-venturers’ A/cs Dr.
  To Joint Venture A/c
(f) For profit on Joint Venture
 Joint Venture A/c Dr.
  To Co-venturers’ A/cs
or For loss on Joint Venture
 Co-venturers’ A/cs Dr.
  To Joint Venture A/c
(g) For closing the Joint Bank A/c 
 Co-venturers’ A/cs Dr.
  To Joint Bank A/c
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Illustration 1

B  and C  enter a joint venture to prepare a film for the Government. The Government agrees to 
pay ` 1,00,000. B contributes ` 10,000 and C contributes ` 15,000. These amounts are paid into a 
Joint Bank Account. Payments made out of the joint bank account were:

   `

Purchase of equipment 6,000

Hire of equipment 5,000

Wages  45,000

Materials 10,000

Office expenses 5,000

B  paid ` 2,000 as licensing fees. On completion, the film was found defective and Government 
made a deduction of ` 10,000. The equipment was taken over by C at a valuation of  
` 2,000.

Separate books were maintained for the joint venture whose profits were divided in the ratio of 
B-2/5 and C-3/5. Give ledger accounts.

Solution

Dr.          Cr.
Joint Bank Account

Date Particulars  Amount (`) Date Particulars  Amount (`)

??  To B   10,000 ?? By Joint Venture A/c-

??  To   C  15,000   Equipment  6,000

        Hire of equipment  5,000

??  To  Joint Venture A/c 90,000   Wages  45,000

        Materials  10,000

        Office expenses  5,000

      ?? By B   19,600

       By  C   24,400

     1,15,000     1,15,000
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Dr.          Cr.
Joint Venture Account

Date Particulars  Amount (`) Date Particulars  Amount (`)

?? To Joint Bank A/c:   ?? By Joint Bank A/c

  Equipment  6,000   (` 1,00,000-10,000)  90,000

  Hire of equipment  5,000

  Wages  45,000 ?? By  C 

  Materials  10,000   (Equipment taken)  2,000

  Off. Expenses  5,000

?? To B - Licensing fee  2,000
?? To Profit to:
  B  2/5 7,600
  C 3/5 11,400

     19,000 

     92,000     92,000

B’s Account

Date Particulars  Amount (`) Date Particulars  Amount (`)

??  To Joint Bank A/c   ?? By Joint Bank A/c  10,000

   - Repayment  19,600

      ?? By Joint Venture A/c  2,000

        - Fees

      ?? By Joint Venture A/c  7,600

        - Profit

     19,600     19,600

C’s Account

Date Particulars  Amount (`) Date Particulars  Amount (`)

??  To Joint Venture A/c  ?? By Joint Bank A/c  15,000

   - Equipment  2,000

??  To Joint Bank A/c    ?? By Joint Venture A/c

   - Repayment  24,400   - Profit  11,400

     26,400     26,400
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4.2 WHEN NO SEPARATE SET OF BOOKS ARE MAINTAINED

When no separate set of books of accounts are maintained for joint venture, each venturer 
maintains accounts independently for the venture transactions. The standard practice is to keep 
full records of own transactions as well as transactions of the co-venturer relating to the venture. 
But sometimes the parties to a venture keep record of their own transactions only. In that case a 
Memorandum Joint Venture Account is prepared by the parties. 

4.2.1 WHEN EACH CO-VENTURER KEEPS RECORDS OF ALL TRANSACTIONS

When venturers maintain full records of joint venture, the following journal entries are 
necessary:

Journal Entries

(i) For supply of goods to venture out of business Inventories
 Joint Venture A/c    Dr.
  To Purchase A/c
(ii) For meeting expenses of venture
 Joint Venture A/c    Dr.
  To Bank A/c 
(iii) When co-venturer supplies goods and incurs expenses for venture
 Joint Venture A/c    Dr.
  To Co-venturer A/c
(iv) For venture sale 
 Bank A/c      Dr.
  To Joint Venture A/c
(v) For venture sale made by the co-venturer
 Co-venturer A/c     Dr.
  To Joint Venture A/c
(vi) For venture profit
 Joint Venture A/c    Dr.
  To Profit and Loss A/c    (for own shares)
  To Co-venturer A/c     (for co-venturer’s share)
(vii) For venture loss 
 Profit and Loss A/c    Dr. (for own share)
 Co-venturer A/c     Dr. (for co-venturer’s share)
  To Joint Venture A/c
(viii)  For settlement of claims
 When payment is due to co-venturer
 Co-venturer A/c     Dr.
  To Bank A/c
 When payment is due from co-venturer
 Bank A/c      Dr.
  To Co-venturer A/c
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So two special ledger accounts are necessary for joint venture transactions in the books of a 
venturer: (i) Joint Venture Account and (ii) Co-venturer’s A/c.

Illustration 2

A and B entered into a joint venture of underwriting the subscription of the entire share 
capital of the Copper Mines Ltd. consisting of 1,00,000 equity shares of ` 10 each and to 
pay all expenses upto allotment. The profits were to be shared by them in proportions of  
3/5ths and 2/5ths. The consideration in return for this agreement was the allotment of 12,000 
other shares of ̀  10 each to be issued to them as fully paid. A provided funds for registration fees 
` 12,000, advertising expenses of ̀  11,000, for expenses on printing and distributing the prospectus 
amounting to ̀  7,500 and other printing and stationery expenses of ̀  2,000. B contributed towards 
payment of office rent ̀  3,000, legal charges ̀  13,750, salary to clerical staff ̀  9,000 and other petty 
disbursements of ̀  1,750. The prospectus was issued and applications fell short by 15,000 shares. 
A took over these on joint account and paid for the same in full. The venturers received the 12,000 
fully paid shares as underwriting commission. They sold their entire holding at ` 12.50 less 50 
paise brokerage per share. The net proceeds were received by A for 15,000 shares and B for 12,000 
shares. Write out the necessary accounts in the books of A showing the final adjustments.

Solution
In the books of A

Joint Venture Account

Dr.          Cr.
  Particulars  Amount (`) Particulars   Amount (`)

To Bank A/c - Registration Fee  12,000 By Bank A/c - sale proceeds of

  -  Advertising  11,000  15,000 shares ` 12.50 each

  - Printing & Distribution    less 50 paise brokerage  1,80,000

 of Prospectus  7,500 By  B - sale proceeds of 12,000

  - Printing & Stationery  2,000  shares ` 12.50 each less  1,44,000

 To B - Office Rent  3,000  50 paise per share brokerage

  - Legal Charges  13,750

  - Clerical Staff  9,000

  - Petty Payments  1,750

 To Bank - Cost of Shares   1,50,000

  Net profit to:

 - P & L A/c [3/5]  68,400

 - B [2/5]  45,600

     3,24,000     3,24,000
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B’s Account

Particulars    Amount (`)         Particulars  Amount (`)

To Joint Venture A/c - Sale    By Joint Venture A/c

 proceeds of shares  1,44,000   - Office Rent  3,000

        - Legal Charges  13,750

        - Clerical Staff  9,000

        - Petty Payments  1,750

       By Joint Venture A/c -

        share of profit  45,600

       By Bank  70,900

     1,44,000     1,44,000

Illustration 3

With the information given in Illustration 2, let us prepare the necessary accounts in the books 
of B also.

In the books of B

Joint Venture Account

Particulars    Amount (`) Particulars   Amount (`)

To Bank  - Office Rent   3,000 By Bank (Sale of Investments)  1,44,000

  - Legal Charge   13,750

  - Clerical Staff   9,000 By A (Sale of Investments)  1,80,000

  - Petty Payments   1,750

 To A - Registration Fee   12,000

  - Advertisement   11,000

  - Printing of Prospectus   7,500

  - Printing Stationery   2,000

  - Cost of Shares   1,50,000

 To Net Profit to:

 P&L A/c (2/5)  45,600

 A (3/5)   68,400

     3,24,000     3,24,000
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A’s Account

Particulars    Amount (`) Particulars   Amount (`)

To Joint Venture A/c   By Joint Venture A/c  
 sale proceeds   1,80,000  - Registration Fee  12,000
To Bank A/c  70,900  - Advertisement Charges  11,000
       - Printing & Distribution of
       - Prospectus  7,500
       - Printing & Stationery  2,000
       - Cost of Shares  1,50,000
      By Joint Venture A/c -
        share of profit   68,400

     2,50,900     2,50,900

Illustration 4
A and B entered into a joint venture agreement to share the profits and losses in the ratio of 
2:1. A supplied goods worth ` 60,000 to B incurring expenses amounting to ` 2,000 for freight 
and insurance. During transit goods costing ` 5,000 became damaged and a sum of ` 3,000 was 
recovered from the insurance company. B reported that 90% of the remaining goods were sold at a 
profit of 30% of their original cost. Towards the end of the venture, a fire occurred and as a result 
the balance Inventories lying unsold with B was damaged. The goods were not insured and B 
agreed to compensate A by paying in cash 80% of the aggregate of the original cost of such goods 
plus proportionate expenses incurred by A. Apart from the share of profit of the joint venture, B 
was also entitled under the agreement to a commission of 5% of net profits of joint venture after 
charging such commission. Selling expenses incurred by B totalled ̀  1,000. B had earlier remitted 
an advance of ` 10,000. B duly paid the balance due to A by Bank Draft. 
You are required to prepare in A’s books:
(i) Joint Venture Account.
(ii) B’s Account.

Solution
In the books of A

Joint Venture Account

Particulars Amount (`) Particulars Amount (`)

To Purchases (Cost of goods supplied) 60,000 By Bank (Insurance claim) 3,000
To Bank (Expenses) 2,000 By B (Sales) 64,350
To B (Expenses) 1,000 By B (agreed value
To B (Commission - 1/21 of ̀  8,896) 424   for damaged goods) 4,546
To Profit transferred to:
   Profit & Loss A/c 5,648
   B 2,824
  71,896   71,896
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B’s Account

Particulars Amount (`) Particulars Amount (`)

To Joint Venture A/c (Sales) 64,350 By Bank (Advance) 10,000
To Joint Venture A/c (Claim Portion) 4,546 By Joint Venture A/c (Expenses) 1,000
   By Joint Venture A/c (Commission) 424
   By Joint Venture A/c  (Share of Profit) 2,824
   By Bank (Balance received) 54,648

  68,896   68,896

Working Notes:

1. It has been assumed that the goods damaged in transit have no residual value.
2. Computation of Sales:
   `
 Cost of goods sent 60,000
 Less: Cost of damaged goods (5,000)
   55,000
 Less: Cost of goods remaining unsold (5,500)
 Cost of goods sold 49,500
 Add: Profit @ 30% 14,850
 Sales 64,350
3. Claim for loss of fire admitted by B 
 Cost of goods 5,500
 Add: Proportionate expenses 
  (2,000 x 5,500)/60,000 183
   5,683
 Less: 20% (1,137)
   4,546

Illustration 5

Ram and Rahim enter into a joint venture to take a building contract for ̀  24,00,000. They provide 
the following information regarding the expenditure incurred by them:

   Ram Rahim
   ` `

Materials 6,80,000 5,00,000
Cement  1,30,000 1,70,000
Wages  - 2,70,000
Architect’s fees 1,00,000 -
License fees - 50,000

Plant  - 2,00,000
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Plant was valued at ̀  1,00,000 at the end of the contract and Rahim agreed to take it at that value. 
Contract amount ` 24,00,000 was received by Ram. Profits or losses to be shared equally. You 
are asked to show:

Joint Venture Account and Rahim’s Account in the books of Ram. 

Solution
In the books of Ram

Joint Venture Account

Dr.           Cr.
 Particulars    Amount (`)  Particulars  Amount (`)

To Bank A/c:   By Bank A/c  24,00,000

 Material 6,80,000  By Rahim’s A/c (plant)  1,00,000

 Cement  1,30,000

 Architect’s fee 1,00,000 9,10,000

To Rahim’s A/c:

 Material 5,00,000

 Cement  1,70,000

 Wages  2,70,000

 License fees 50,000

 Plant   2,00,000 11,90,000

To Net profit transferred to 

 Rahim’s A/c 2,00,000

 Profit & Loss A/c 2,00,000 4,00,000

     25,00,000     25,00,000

Rahim’s Account

Dr.           Cr.
 Particulars   Amount (`)  Particulars  Amount (`)

To Joint Venture A/c (plant)  1,00,000 By Joint Venture A/c (sundries)  11,90,000

To Bank A/c  12,90,000 By Joint Venture A/c (profit)  2,00,000

     13,90,000     13,90,000
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Illustration 6

With the information given in illustration 5, prepare Joint Venture Account and Ram’s Account 
in the books of Rahim.

In the books of Rahim
Joint Venture Account

Dr.          Cr.
Particulars  `  Amount (`) Particulars   Amount (`)

To Ram’s A/c:   By Ram’s A/c (contract amount)  24,00,000

 Material 6,80,000  By Plant A/c  1,00,000

 Cement  1,30,000

 Architect’s fee 1,00,000 9,10,000

To Bank A/c:

 Material 5,00,000

 Cement  1,70,000

 Wages  2,70,000

 License fees 50,000

 Plant   2,00,000 11,90,000

To Net profit 

 transferred to:

 Ram’s A/c 2,00,000

 Profit & Loss A/c 2,00,000 4,00,000 

     25,00,000     25,00,000

Ram’s Account

Dr.          Cr.
Particulars   Amount (`) Particulars    Amount (`)

To  Joint Venture A/c (contract   24,00,000 By Joint Venture A/c (sundries)  9,10,000

 amount)   By Joint Venture A/c (profit)  2,00,000

      By Bank A/c  12,90,000

     24,00,000     24,00,000
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4.2.2 WHEN EACH CO-VENTURER KEEPS RECORDS OF THEIR OWN TRANSACTIONS 
ONLY

Sometimes the venturers find it useless to keep full record of venture transactions. Rather it is 
considered convenient to keep record of own transactions only. For this purpose, it is necessary 
to open ‘Joint Venture with Co-venturer A/c’. All expenses incurred, materials sent, etc. are 
debited to this account. Profit earned is also debited to this account while the loss sustained is 
credited. Any receipt from joint venture or from co-venturer is credited to this account, while 
any payment to the co-venturer is debited to this account, profit/loss on joint venture cannot be 
determined from this account. For determination of profit/loss a Memorandum Joint Venture 
Account is prepared.

Venturers usually pass the following journal entries:

Journal Entries

(a) For supply of material from stores:

 Joint Venture with X A/c    Dr.

  To Purchases A/c

(b) For payment of expenses

 Joint Venture with X A/c    Dr.

  To Bank/Cash A/c

(c) For sale on venture

 Bank A/c       Dr.

  To Joint Venture with X A/c

(d) For profit on venture

 Joint Venture with X A/c    Dr.

  To Profit & Loss A/c

(e) For final payment to co-venturer

 Joint Venture with X A/c    Dr.

  To Bank A/c

or For final payment made by co-venturer

 Bank A/c       Dr.

  To Joint Venture with X A/c

4.2.2.1 Memorandum Joint Venture Account
It is a rough statement prepared by the venturers for determination of venture profit when 
they do not maintain full records of venture transactions in the books of accounts. Unless this 
memorandum account is prepared, the venturer cannot compute venture profit.

Let us now take some illustrations to understand the book keeping system of joint venture, when 
venturers maintain records of their own transactions only. 
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Illustration 7

Ram and Gautham entered into a joint venture to buy and sell TV sets, on 1st July, 2011.

On 1.7.2011, Ram sent a draft for ` 2,50,000 in favour of Gautham, and on 4.7.2011, the latter 
purchased 200 sets each at a cost of ̀  2,000 each. The sets were sent to Ram by lorry under freight 
“to pay” for ` 2,000 and were cleared by Ram on 15.7.2011.

Ram effected sales in the following manner:

 Date No. of sets Sale price Discount on
    per set sales price

 16.7.2011 20 3,000 10%

 31.7.2011 100 2,800 -

 15.8.2011 80 2,700 5%

On 25.8.2011, Ram settled the account by sending a draft in favour of Gautham, profits being 
shared equally. Gautham does not maintain any books. Show in Ram’s book:
(i) Joint Venture with Gautham A/c; and
(ii) Memorandum Joint Venture A/c.

Solution
Ram’s Books

Joint Venture with Gautham A/c

Dr.          Cr.
2011 Particulars  Amount (`) 2011 Particulars   Amount (`)
July 1 To Bank - draft sent  July 16 By Bank-sale proceeds  54,000
    on A/c  2,50,000
July 15 To Bank - freight  2,000 July 31 By Bank-sale proceeds  2,80,000
“ 25 To Profit and Loss A/c 
    share of profit  68,600 Aug 14 By Bank-sale proceeds  2,05,200
  To Bank - draft sent 
    in settlement  2,18,600

     5,39,200     5,39,200

Memorandum Joint Venture A/c

Particulars   Amount  (`) Particulars   Amount  (`)
To Cost of 200 sets  4,00,000 By  Sales proceeds (net)
“ Freight    2,000  20 sets @ ` 2,700 net  54,000
“ Profit :     100 sets @ ` 2,800 net  2,80,000
 Ram   68,600   80 sets @ ` 2,565 net  2,05,200
 Gautham 68,600
     1,37,200
     5,39,200     5,39,200
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Illustration 8

D of Delhi and B of Mumbai entered into a joint venture for the purpose of buying and selling 
second-hand typewriters, B to make purchases and D to effect sales. The profit and loss was to 
be shared equally by D and B. A sum of ` 15,000 was remitted by D to B towards the venture.

B purchased 22 old typewriters for ̀  15,000 and paid ̀  9,000 for their reconditioning and sent them 
to Delhi. His other expenses were: Buying commission ` 1,000; Cartage ` 200 and Miscellaneous 
` 100.

D took delivery of the typewriters and paid ` 270 for Octroi and ` 100 for Cartage. He sold 12 
typewriters at ` 2,200 each; 4 typewriters at ` 2,100 each and 3 typewriters at ` 2,000 each. He 
retained remaining typewriters for his personal use at an agreed value of ` 1,500. His other 
expenses – Insurance ` 250; Rent ` 400; Brokerage ` 1,200 and Miscellaneous ` 200.

Each party’s ledger contains a record of his own transactions on account of joint venture. Prepare 
a statement showing the result of the venture and the account of the venturer in D’s ledger as it 
will finally appear, assuming that the matter was finally settled between the parties.

Solution 

Statement showing the results of the venture

  Sales ` `

  12 typewriters @ ` 2,200 each 26,400

  4        “ “ ` 2,100 each 8,400

  3        “ “ ` 2,000 each 6,000

 Taken by D at agreed value  1,500

    42,300

  
 Less: Paid for purchases 15,000
  Repairs  9,000
  Expenses –  Buying Commission 1,000
   Cartage (200 + 100) 300
   Misc. Expenses (200 + 100) 300
   Octroi 270
   Insurance 250
   Rent 400
   Brokerage 1,200

     (27,720)

 Profit on Joint Venture  14,580
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In the books of D
Joint Venture with B Account

Particulars   Amount (`) Particulars   Amount (`)

To Cash - remittance to B  15,000 By Cash - Sale proceeds received 40,800

To Cash -  expenses

    - Octroi 270  By Drawings (Goods taken for

    - Cartage 100   personal use)  1,500

   - Insurance 250  

   - Rent 400

   - Brokerage 1,200

   - Misc. 200 2,420

To Profit and Loss -  own

 share of profit (1/2)  7,290

To Cash - Balance remitted  17,590

     42,300     42,300

Illustration 9

David of Mumbai and Khosla of Delhi entered into a joint venture for the purpose of buying 
and selling second-hand motor cars: David to make purchases and Khosla to effect sales. The 
profit and loss was to be shared equally. Khosla remitted a sum of ` 1,50,000 to David towards 
the venture.

David purchased 5 cars for ` 1,60,000 and paid ` 60,000 for their reconditioning and sent them to 
Delhi. He also incurred an expense of ` 5,000 in transporting the cars to Delhi.

Khosla sold 4 cars for ` 2,40,000 and retained the fifth car for himself at an agreed 
value of ` 50,000. His expenses were: Insurance ` 1,000; Garage Rent ` 2,000; Brokerage  
` 2,000; and Sundry Expenses ` 400.

Each party’s ledger contains a record of his own transactions on account of joint venture. Prepare 
a Memorandum Joint Venture Account showing the result of the venture and the joint venture 
account with David in the books of Khosla as it will appear, assuming that the matter was finally 
settled between the parties.
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Solution
Books of Khosla

Joint Venture Account with David

Particulars   Amount (`) Particulars   Amount (`)

To Bank - Remittance   1,50,000 By  Bank - Sales   2,40,000
To  Bank - Insurance   1,000 By Vehicles A/c - Car Purchase 50,000
         
To Bank - Garage Rent   2,000
To Bank - Brokerage   2,000
To Bank - Sundry   400
To Profit & Loss A/c
 - Share of Profit   29,800
To Bank - Final Settlement   1,04,800

     2,90,000    2,90,000

Memorandum Joint Venture Account

Particulars   Amount (`) Particulars   Amount (`)

To David  - cost of cars   1,60,000 By  Khosla - Sales   2,40,000
To David - Reconditioning   60,000 By Khosla - car taken   50,000
To David - Transport charges  5,000
To Khosla  - Expenses *  5,400*
To Net Profit
 - David  29,800
 - Khosla 29,800  59,600
     2,90,000    2,90,000
* Expenses incurred by Khosla
 - Insurance      1,000
 - Garage Rent      2,000
 - Brokerage      2,000
 - Sundry Expenses      400

         5,400

Illustration 10

A  of Delhi and B  of Bangalore entered into a joint venture for purchase and sale of one lot of 
mopeds. The cost of each moped was ̀  3,600 and the fixed retail selling price; ̀  4,500. The following 
were the recorded transactions:
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2011

Jan 1 A  purchased 100 mopeds paying ` 72,000 in cash on account.
  A  raised a loan from X Bank for ̀  50,000 at 18% p.a., interest repayable with loan amount 

on 1.3.2011.
  A  forwarded 80 mopeds to B incurring ` 2,880 as forwarding and insurance charges.
Jan. 7 B received the consignment and paid ` 720 as clearing charges.
  A sold 5 mopeds for cash.
  B  sold 20 mopeds for cash.
Feb. 1 B  raised a loan of ` 1,50,000 from Y Bank, repayable with interest at 18% p.a on 

1.3.2011.
  B telegraphically transferred ` 1,50,000 to A incurring charges of  ` 50. A paid balance 

due for the mopeds.
Feb. 26 A  sold the balance mopeds for cash.
  B sold balance mopeds for cash.
  A  paid selling expenses ` 5,000.
  B paid selling expenses ` 20,000.
Mar. 1 Accounts settled between the venturer and loans repaid, profit being appropriated 

equally.
You are required to show Memorandum Joint Venture A/c.
Solution

Memorandum Joint Venture Account
for the period Jan. 1 to March 1, 2011

Particulars   Amount (`) Particulars   Amount (`)
To A :     By  Sales :
 Cost of Mopeds  3,60,000  B (80 × 4,500)  3,60,000
 Forwarding & Insurance 2,880  A (20 × 4,500)  90,000
 Interest (2 months)  1,500  
 Selling Expenses  5,000  

To B :      

 Clearing Charges  720
 Interest (1 month)  2,250
 Sundry Expenses
 (Telegraphic transfer
 charges)  50
 Selling Expenses  20,000
To Net Profit to
 A   28,800
 B   28,800 57,600    
 
     4,50,000    4,50,000
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Illustration 11

With the data given in Illustration 10, prepare 
(1) Joint Venture with B  A/c in A’s books; and
(2) Joint Venture with A  A/c in B’s books.
You have to assume that each venturer recorded only such transactions as concluded by  
him.

Solution
In the books of A 

Joint Venture with B Account

Particulars   Amount (`) Particulars   Amount (`)
To Bank A/c -   72,000 By  Bank A/c  22,500
 (part payment of cost)    (sales proceeds)
To Bank A/c -   2,880 By  Bank A/c - (remittance  1,50,000
 (forwarding charges)    from B)
To Bank A/c - (balance cost of 2,88,000 By  Bank A/c  67,500
 purchases)    (sales proceeds)
To Bank A/c - (selling exp.) 5,000 By  Bank A/c - (cash received
To Interest A/c  1,500  in settlement)  1,58,180
To Profit & Loss A/c -
 (share of profit)  28,800
     3,98,180    3,98,180

Books of B
Joint Venture with A Account

Dr.         Cr.

Particulars   Amount (`) Particulars   Amount (`)
To Bank A/c - (clearing charges) 720 By Bank A/c - (Sales proceeds
       of 20 mopeds)  90,000
To Bank A/c - (remittance  1,50,000 By Bank A/c - (sales proceeds
 including charges)    of 60 mopeds)  2,70,000
To Bank A/c - (selling exp.) 20,000
To Bank A/c - (interest)  2,250
To Sundry Expenses  50
To P & L A/c
 (share of profit)  28,800
To Bank A/c - (paid in
 settlement)  1,58,180

     3,60,000    3,60,000
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Illustration 12

K and A of Nagpur entered into a joint venture to trade in silk goods in the ratio 2:1. On  
June 1, 2011, K bought goods worth ` 7,200 and handed over half of the goods to A. On  
July 1, 2011, K bought another lot of goods costing ` 2,400 and paid ` 180 as expenses. On 
September 1, A purchased goods for ` 4,500 and on the same day he sent to K a part of 
these goods costing ` 1,800 and paid ` 240 towards expenses. On the same day K remitted  
` 1,800 to A. The goods were invariably sold by the venturers at a uniform price of 33.33% above 
cost price excluding expenses. Each of the venturers collected cash proceeds on sales excepting 
an amount of ` 250 owing to K by a customer and this was written off as a loss relating to the 
venture. In addition, goods costing ̀  600 in possession of A were destroyed by fire and an amount 
of ` 500 was realised by him as compensation from the Insurance Company. On December 20, 
unsold goods costing ` 1,500 (at cost) were lying with K. Of these, goods costing ` 600 were 
taken by K for personal use and the balance was purchased by him at an agreed value of ` 1,000. 
A disposed of all the goods with him on December 31, excepting some damaged goods costing  
` 300 which were written off as unsaleable. 

Prepare a Memorandum Joint Venture Account to find the amount of profit or loss.

Solution

Memorandum Joint Venture Account

Dr.          Cr.
Date Particulars  ` Date Particulars  `

  To K:    By K:

   Cost of goods      Sales (W.N.1)  8,400

   (` 7,200 + ` 2,400) 9,600   Inventories taken over  
1,600

   Expenses  180  By  A:

   Bad Debts  250   Sales (W.N.2)  7,200

  To  A:     Insurance claim  500

   Cost of goods  4,500

   Expenses  240

  To  Net Profit:

   K - 2/3rd  1,953

   A - 1/3rd  977

     17,700     17,700
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Working Notes:

1.  Calculation of sales affected by K

   `

 Goods purchased in first lot  ` 7,200 

 Less:  Send to A  (` 3,600) 3,600

 Goods purchased in another lot  2,400

 Goods received from A  1,800

   7,800 

 Less: Unsold goods:  

  Taken for personal use  `   600 

        Purchase by K (1500-600)  `   900 (1,500)

 Cost of goods sold  6,300

 Add: Profit @ 33.33% on cost  2,100

 Sales price of goods sold  8,400

2. Calculation of sales affected by A

      `

 Goods received by K  3,600

 Goods purchased  `  4,500 

 Less: Goods sent to K       (`  1,800) 2,700

   6,300

 Less: Goods destroyed by fire  (600)

              Damaged goods  (300)    

 Cost of goods sold  5,400

 Add: Profit @ 33.33% on costs  1,800

 Sales price of goods sold  7,200
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 SELF EXAMINATION QUESTIONS  
Choose the most appropriate answer from the given options

1. M and N enter into a Joint venture where M supplies goods worth ` 6,000 and spends ` 100 
on various expenses. N sells the entire lot for ` 7,500 meeting selling expenses amounting to 
` 200. Profit sharing ratio is equal. N remits to M the amount due. The amount of remittance 
will be:

 (a) ` 6,700 (b) ` 7,300 (c) ` 6,400 (d) ` 6,100

2. A purchased goods costing ̀  42,500. B sold goods costing ̀  40,000 at ̀  50,000. Balance goods 
were taken over by A at same gross profit percentage as in case of sale. The amount of goods 
taken over will be:

 (a) ` 3,125 (b) ` 2,500 (c) ` 3,000 (d) None

3. Which of the following statement is true?

 (a) Only one venturer bears the risk 

 (b) Only one venturer can sell the goods

 (c) Only one venturer can purchase the goods

 (d) In joint venture, provisions of partnership act applies

4. Which of the following statement is true:

 (a) In case of separate sets of books method of Joint Venture, co-venturer’s contribution of 
goods is debited in Joint Bank A/c

 (b) Co-venturer’s contribution in cash is debited in Venturer’s personal account

 (c) Discount on discounting of B/R is debited to Venturer’s personal account

 (d) Contract money received is credited to Joint Venture Account.

5. For opening Joint Bank account, in case of separate sets of books:

 (a) Venture A/c will be debited and Venturers A/c will be credited

 (b) Joint Bank A/c is debited and Venturers Capital A/c is credited

 (c) Joint Venture A/c is debited and Joint Bank A/c will be credited

 (d) Joint Bank A/c will be debited and Joint Venture A/c will be credited

6. For purchase of plant from Joint Bank Account, in case separate sets of books are maintained, 
the correct journal entry will be:

 (a) Plant A/c will be debited and Joint Bank A/c will be credited

 (b) Joint Venture A/c will be debited and Joint Bank A/c will be credited

 (c) Plant A/c will be debited and Venturers Capital A/c will be credited

 (d) Joint Venture A/c will be debited and Plant A/c will be credited
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7. For material supplied from own Inventories by any of the venturer, the correct journal entry 
will be: (In case of separate sets of books)

 (a) Joint Venture A/c will be debited and Venturers Capital A/c will be credited

 (b) Joint Venture A/c will be debited and Joint Bank A/c will be credited

 (c) Joint Venture A/c will be debited and Material A/c will be credited

 (d) Joint Bank A/c will be debited and Joint Venture A/c will be credited

8. A and B enter into a joint venture to underwrite the shares of K Ltd. K Ltd make an equity 
issue of 1,00,000 equity shares of ` 10 each. 80% of the issue was subscribed by the public. 
The profit sharing ratio between A and B is 3:2. The balance shares not subscribed by the 
public, purchased by A and B in profit sharing ratio. How many shares to be purchased by 
A.

 (a) 80,000 shares (b) 72,000 shares (c) 12,000 shares (d)  8,000 shares

9. A and B enter into a joint venture to underwrite shares of K Ltd. K Ltd make an equity issue 
of 2,00,000 equity shares. 80% of the shares underwritten by the venturer. 1,60,000 shares 
are subscribed by the public. How many shares are to be subscribed by the venturer?

 (a) Nil  (b)  32,000 shares (c) 36,000 shares (d) 40,000 shares

10. A and B purchased a piece of land for ` 20,000 and sold it for ` 60,000 in 2011. Originally A 
had contributed ` 12,000 and B ` 8,000. What will be the profit on venture?

 (a) ` 40,000 (b) ` 20,000 (c) ` 60,000 (d) Nil

11.. A and B enter into a joint venture sharing profit and losses in the ratio 2:1. A purchased 
goods costing ` 2,00,000. B sold the goods for ` 2,50,000. A is entitled to get 1% commission 
on purchase and B is entitled to get 5% commission on sales. The profit on venture will be:

 (a) ` 35,500 (b) ` 36,000 (c) ` 34,000 (d) `38,000

12. P and Q enter into a Joint Venture sharing profits and losses in the ratio 3:2. P purchased 
goods costing ̀  2,00,000. Other expenses of P ̀  10,000. Q sold the goods for 180,000. Remaining 
goods were taken over by Q at ` 20,000. The amount of final remittance to be paid by Q to 
P will be:

 (a) ` 2,15,000 (b) ` 2,04,000 (c) ` 2,10,000 (d) None

13. C and D entered into a Joint Venture to construct a bridge. They did not open separate set 
of books. They shared profits and losses as 3:2. C contributed ` 1,50,000 for purchase of 
materials. D paid wages amounting to ` 80,000. Other expenses were paid as:

 C – ` 5,000  D – ` 15,000

 C purchased one machine for ` 20,000. The machine was taken over by C for ` 10,000. Total 
contract value of ` 3,00,000 was received by D. What will be the profit on venture?

 (a) ` 30,000 (b) ` 40,000 (c) ` 20,000 (d) ` 15,000

14. R and M entered into a joint venture to purchase and sell new year gifts. They agreed 
to share the profit and losses equally. R purchased goods worth ` 1,00,000 and spent  
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` 10,000 in sending the goods to M. He also paid ` 5,000 for insurance. M spent  
` 10,000 as selling expenses and sold goods for ̀  2,00,000. Remaining goods were taken over 
by him at ` 5000. What will be the amount to be remitted by M to R as final settlement?

 (a) `1,55,000 (b) `1,50,000 (c) `11,5000 (d) `80,000

15. R and M entered into a joint venture to purchase and sell new year gifts. They agreed to 
share the profit and losses equally. R purchased goods worth ` 100,000 and spent ` 10,000 
in sending the goods to M. He also paid ` 5,000 for insurance. M spent ` 10,000 as selling 
expenses and sold goods for ` 2,00,000. Remaining goods were taken over by him at ` 5,000. 
Find out profit on venture?

 (a) `70,000 (b) `75,000 (c) `80,000 (d) `85,000

16. A and B enter into a joint venture sharing profit and losses in the ratio 3:2. A will purchase 
goods and B will affect the sale. A purchase goods costing ` 200,000. B sold it for ` 3,00,000. 
The venture is terminated after 3 months. A is entitled to get 10% interest on capital invested 
irrespective of utilization period. The amount of interest received by A will be 

 (a) ` 20,000 (b) ` 10,000 (c) ` 15,000 (d) ` 25,000

17. A bought goods of the value of ` 10,000 and consigned them to B to be sold by them on a 
joint venture, profits being divided equally. A draws a bill on B for an amount equivalent 
to 80% of cost on consignment. The amount of bill will be:

 (a) `10,000 (b) `8,000 (c) `6,000 (d) `9,000

18. A bought goods of the value of ` 10,000 and consigned them to B to be sold by them on 
a joint venture, profits being divided equally, A paid ` 1,000 for freight and insurance. 
A draws a bill on B for ` 10,000. A got it discounted at ` 9,500. B sold the goods for  
` 15,000. Commission payable to B, ` 500. Find out the profit on venture?

 (a) `3,000 (b) `3,500 (c) `4,000 (d) `3,200

19. A bought goods of the value of ` 10,000 and consigned them to B to be sold by them on 
a joint venture, profits being divided equally, A paid ` 1,000 for freight and insurance. 
A draws a bill on B for ` 10,000. A got it discounted at ` 9,500. B sold the goods for  
` 15,000. Commission payable to B, ` 500. The amount to be remitted by B to A will be: 

 (a) `12,500 (b) `3,000 (c) `14,500 (d) `13,500

20. If any Inventories is taken over by the venturer, it will be treated as an:

 (a) Income of the joint venture, hence credited to Joint Venture Account

 (b) Expenses of Joint Venture, hence debited to Joint Venture Account

 (c) To be ignored as Joint Venture Transaction

 (d) It will be treated in the personal book of the venturer and not in the books of Joint Venture.

21.  Advise which of the statement is true:

 (a) The Joint Venture can be formed by a single person only.

 (b) A legal deed should be drafted before forming Joint Venture.
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 (c) The profit to be shared between the venturer in agreed ratio

 (d) Joint Venture follows going concern concept.

22. A and B were partners in a joint venture sharing profits and losses in the proportion of  
3/5th and 2/5th respectively. A supplies goods to the value of ` 80,000 and incurs expenses 
amounting ` 6,000. B supplies goods to the value of ` 14,000 and his expenses amount to 
` 2,000. B sells goods on behalf of the joint venture and realizes ` 1,50,000. B entitled to a 
commission of 5% on sales. B settles his account by bank draft. Find out A’s share of profit 
on venture?

 (a) ` 24,300 (b) ` 25,000 (c) ` 26,000 (d) ` 20,300

23. A and B were partners in a joint venture sharing profits and losses in the proportion of  
3/5th and 2/5th respectively. A supplies goods to the value of ` 60,000 and incurs expenses 
amounting ` 6,000. B supplies goods to the value of ` 16,000 and his expenses amount to 
` 3,000. B sells goods on behalf of the joint venture and realizes ` 1,20,000. B entitled to a 
commission of 5% on sales. B settles his account by bank draft. How much amount, B will 
pay to A as final settlement?

 (a) `83,400 (b) `93,200 (c) `80,000 (d) `66,000

24. A and V enter into a joint venture to sell a consignment of biscuits sharing profits and losses 
equally. A provides biscuits from Inventories ` 10,000. He pays expenses amounting to  
` 1,000. V incurs further expenses on carriage ` 1,000. He receives cash for sales  
` 15,000. He also takes over goods to the value of ` 2,000. What will be the amount to be 
remitted by V to A?

  (a) `13,500 (b) `15,000 (c) `11,000 (d) `10,000

25. A and V enter into a joint venture to sell a consignment of biscuits sharing profits and 
losses equally. A provides biscuits from Inventories ` 10,000. He pays expenses amounting 
to ` 1,000. V incurs further expenses on carriage ` 1,000. He receives cash for sales  
` 15,000. He also takes over goods to the value of ` 2,000. Find out profit on venture?

 (a) `3,000 (b) `5,000 (c) `6,000 (d) `3,500

26. A purchased 1000 kg of rice costing ̀  200 per kg. Paid carriage ̀  2,000 and insurance ̀  3,000. 
4/5th of the same were sold by B at ` 250 per kg. Remaining Inventories were taken over by 
B at cost. The amount of Inventories taken over will be:

 (a) ` 40,000 (b) `41,000 (c) `50,000 (d)   `50,200

27. Goods costing ` 10,000 destroyed by an accident, insurance claim nil.

 (a)  ` 10000 will be credited to Joint Venture Account.

 (b) No Entry will be made in the books of Joint Venture

 (c) ` 10000 will be debited in Joint Venture Account as Loss

 (d) ` 8000 will be credited in Joint Venture Account

28. A and B were partners in a joint venture sharing profits and losses in the proportion of  
3/5th and 2/5th respectively. A supplies goods to the value of ` 60,000 and incurs expenses 
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amounting ` 6,000. B supplies goods to the value of ` 14,000 and his expenses amount to 
` 1,000. B sells goods on behalf of the joint venture and realizes ` 1,00,000. B entitled to a 
commission of 5% on sales. B settles his account by bank draft. Find out the profit on venture?

 (a) ` 14,400 (b) `14,000 (c) `13,000 (d) `13,200

29. A purchased goods costing ` 1,00,000. B sold the goods for ` 1,50,000. Profit sharing 
ratio between A and B equal. If same sets of books is maintained, what will be the final 
remittance?

 (a) B will remit ` 1,25,000 to A  (b)  B will remit ` 1,50,000 to A

 (c) A will remit ` 1,00,000 to B  (d)  B will remit ` 25,000 to A

30. A purchased goods costing ̀  2,00,000, B sold 4/5th of the goods for ̀  2,50,000. Balance goods 
were taken over by B at cost less 20%. If same sets of books is maintained,  find out profit on 
venture?

 (a) ` 82,000 (b) ` 90,000 (c) ` 50,000 (d) None of these

31. A purchased goods costing ` 2,00,000. B sold the goods for ` 2,80,000. Unused material 
costing ` 10,000 taken over by A at ` 8,000. A is entitled to get 1% commission on purchase. 
B is entitled to get 2% commission on sales. Profit sharing ratio equal. A’s share of profit on 
venture will be:

 (a) ` 40,000 (b) ` 40,400 (c) ` 40,600 (d) ` 40,200

32. A and B enter into joint venture sharing profit and loss equally. A purchased 100 kg of rice 
@ ` 20/kg. Brokerage paid ` 200, carriage paid ` 300. B sold 90 kg of rice @ ` 22/kg. Balance 
rice were taken over by B at cost. The value of rice taken over to be recorded in joint venture 
will be:

 (a) ` 200 (b) ` 250 (c) ` 230 (d) ` 220

33. A and B enter into a joint venture sharing profit and losses equally. A purchased 5,000 kg of 
rice @ ` 50/kg. B purchased 1,000 kg of wheat @ ` 60/kg. A sold 1,000 kg of wheat @ ` 70/
kg and B sold 5,000 kg of rice @ ` 60/kg. The profit on venture when same sets of books is 
maintained will be:

 (a) ` 1,10,000 (b) `1,00,000 (c) `1,20,000 (d) `60,000

34. A and B enter into a joint venture sharing profits and losses equally. A purchased 5000 kg of 
rice @ ` 50/kg. B purchased 1,000 kg of wheat @ ` 60/kg. A sold 1,000 kg of wheat @ ` 70/
kg and B sold 5,000 kg of rice @ ` 60/kg. What will be the final remittance?

 (a) B will remit ` 2,10,000 to A

 (b) A will remit ` 2,10,000 to B

 (c) A will remit ` 2,00,000 to B

 (d) B will remit ` 1,80,000 to A
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35. A and B enter into a Joint Venture by opening a joint bank account contributing  
` 10,00,000. The profit sharing ratio between A and B is 3:2. How much amount to be 
contributed by A?

 (a) `6,00,000 (b) `4,00,000 (c) `3,00,000 (d) `5,00,000

36. A, B and C are co-venturer. The relative Profit sharing ratio between A and B is 3:2 and 
between B and C is also 3:2. Find out the profit sharing ratio between A, B and C.

 (a) 3:2:2  (b) 9:6:4 (c) 4:3:2 (d) 3:2:1

37. A and B entered into a joint venture. They opened a joint bank account by contributing 
` 2,00,000 each. The expenses incurred on venture is exactly equal to ` 2,00,000. Once 
the work is completed, contract money received by cheque ` 4,00,000 and in shares  
` 50,000. The shares are sold for ` 40,000. What will be the profit on venture?

 (a) `2,50,000 (b) `2,40,000 (c) ` 4,40,000 (d) ` 4,50,000

38. If a venturer draws a bill on his co-venturer and if the drawer discounts the bill with same 
sets of books maintained, the discounting charges will be borne by:

 (a) The drawer of the bill   (b) The drawee of the bill

 (c) The discounting charges will be recorded in memorandum joint venture account

 (d) The discounting charges will be borne by bank

39. Which of the following statement is not true?

 (a) Joint venture is a going concern 

 (b) Joint venture is terminable in nature

 (c) Joint venture does not follow accrual basis of accounting

 (d) The co-venturer shares the profit in agreed ratio

40. A and B were partners in a joint venture sharing profits and losses in the proportion of  
4/5th and 1/5th respectively. A supplies goods to the value of ` 50,000 and incurs expenses 
amounting to ` 5,400. B supplies goods to the value of ` 14,000 and his expense amount 
to ` 800. B sells goods on behalf of the joint venture and realizes ` 92,000. B is entitled to a 
commission of 5 percent on sales. B settles his account by bank draft. What will be the final 
remittance?

 (a) B will remit `69,160 to A

 (b) A will remit `69,160 to B

 (c) A will remit `69,000 to B

 (d) B will remit `69,000 to A

41. A and B were partners in a joint venture sharing profits and losses in the proportion of  
4/5th and 1/5th respectively. A supplies goods to the value of ` 50,000 and incurs expenses 
amounting to ` 5,400. B supplies goods to the value of ` 14,000 and his expense amount 
to ` 800. B sells goods on behalf of the joint venture and realizes ` 92,000. B is entitled to a 
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commission of 5 percent on sales. B settles his account by bank draft. What will be the profit 
on venture?

 (a) `17,200 (b) `17,000 (c) `18,000 (d) `18,200

42. In a Joint venture A contributes ` 5,000 and B contributes ` 10,000. Goods are purchased for  
` 11,200. Expenses amount to ̀  800. Sales amount to ̀  14,000 the remaining goods were taken 
by B at an agree price of ̀  400. A and B share profit and losses in the ratio of 1:2 respectively. 
As a final settlement, how much A will receive?  

 (a) ` 5,800 (b) ` 6,000 (c) ` 5,000 (d) ` 10,800

43. Which of the following statement is true?

 (a) There is no difference between Joint Venture and Partnership

 (b) Consignment and Joint Venture is same

 (c) There is no separate act for Joint Venture

 (d) In case of Joint Venture, the number of third party is one only.

44. A and B enter into a joint venture sharing profits and losses in the ratio 2:3. Goods purchased 
by A for ` 45,000. Expenses incurred by A ` 13,500 and by B ` 5,200. B sold the goods for ` 
85,000. Remaining Inventories taken over by B at ` 7,200. What will be the final remittance 
to be made by B to A:

 (a) `69,900 (b) `11,400 (c) `17,100 (d) `7,200

45. If separate sets of books is maintained and suppliers grant discount at the time of making 
the payment for purchase of goods, such discount received will be treated as:

 (a) Income of Joint Venture, hence credited to Joint Venture A/c
 (b) Will be credited to Joint Bank A/c
 (c) Will be credited to Co-venturer’s Capital A/c
 (d) Will be ignored from the books

46. If unsold goods costing ` 20,000 is taken over by Venturer at ` 15,000, the Joint Venture A/c 
will be credited by:

 (a) `20,000 (b) `15,000 (c) `5,000 (d) Nil

47. A and B enter into a venture sharing profits and losses in the ratio 2:3. Goods purchased 
by A for ` 45,000. Expenses incurred by A, ` 13,500 and by B ` 5,200. B sold the goods for ` 
85,000. Remaining Inventories taken over by B at ` 7,200. The profit on venture will be:

 (a) ` 28,500 (b) ` 21,300 (c) ` 35,700 (d) ` 9,800

48. State which of the statement is true?

 (a) Memorandum Joint Venture Account is prepared to find out profit on venture

 (b) Memorandum Joint Venture Account is prepared to find out amount due from  
co-venturer
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 (c) Memorandum Joint Venture Account is prepared when separate sets of books is 
maintained

 (d) In Memorandum Joint Venture Account only one venturer’s transaction is recorded

49. A and B enter into a joint venture for purchase and sale of Typewriter. A purchased 
old Typewriter costing `  1,00,000. Repairing expenses `  10,000, ink expenses  
` 10,000. B sold it at 20% margin on selling price. The sales value will be:

 (a) ` 1,25,000 (b) ` 1,50,000 (c) ` 1,00,000 (d)  ̀  1,40,000

50. Which of the following statement is true?

 (a) When separate set of books is maintained, expenses paid by venturer will be credited 
to joint bank account.

 (b) When separate set of books is maintained, expenses paid by venturer will be credited 
to venturer’s capital account.

 (c) When separate set of books is maintained, expenses paid by venturer will be credited 
to Joint venture account.

 (d) When separate set of books is maintained, expenses paid by venturer will be credited 
to Outstanding Expenses Account.

 ANSWERS 

1. (a) 2. (a) 3. (d) 4. (d) 5. (b) 6. (b)  7. (a)

8. (c)  9. (b) 10. (a)  11. (a) 12. (b) 13. (b) 14. (a)

15. (c) 16. (a) 17. (b) 18. (a) 19. (b) 20. (a) 21. (c)

22. (a) 23. (a) 24. (a) 25. (b) 26. (b)  27. (b) 28. (b)

29.  (a) 30. (a) 31. (d) 32. (b) 33. (d) 34. (a) 35. (a)

36. (b) 37. (b) 38. (c) 39. (a) 40. (a) 41. (a) 42. (a)
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There are certain organisations which are set up

for providing service to its members and the
public in general. Such organisations include clubs,

charitable institutions, schools, religious

organisations, trade unions, welfare societies and
societies for the promotion of art and culture. These

organisations have service as the main objective and
not the profit as is the case of organisations  in

business. Normally, these organisations do not

undertake any business activity, and are managed
by trustees who are fully accountable to their

members and the society for the utilization of the
funds raised for meeting the objectives of the

organisation. Hence, they also have to maintain

proper accounts and prepare the financial statement
which take the form of Receipt and Payment

Account; Income and Expenditure Account; and
Balance Sheet. at the end of for every accounting

period (normally a financial year).

This is also a legal requirement and helps them
to keep track of their income and expenditure, the

nature of which is different from those of the business
organisations. In this chapter  we shall learn about

the accounting aspects relating to not-for-profit

organisation.

1.1 Meaning and Characteristics of Not-for-Profit
Organisation

Not-for -Profit Organisations refer to the

organisations that are for used for the welfare of the

society and are set up as charitable institutions

Accounting for Not-for-Profit Organisation 1

LEARNING OBJECTIVES

After studying this chapter,
you will be able to;

• Identiy the need for, and
nature of accounting records

relating to not-for-profit
organisations;

• List the principal financial
statements prepared by not-
for-profit organisations and
explain their nature;

• Prepare the Receipt and
Payment Account from a
given data;

• Explain the procedure of
preparing the Income and
Expenditure Account from a
given Receipt and Payment
Account and some

additional information;

• Distinguish between the
Receipt and Payment
Account and the
Income and Expenditure
Account;

• Prepare Income and
Expenditure Account and
Balance Sheet from a  given
Receipt and Payment
Account and the relevant
additional information;

• Explain treatment of certain
peculiar items of receipts

and payments such as
subscriptions from members,
special funds, legacies, sale
of old fixed assets, etc.
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2 Accountancy – Not-for-Profit Organisation and Partnership Accounts

which function without any profit motive. Their  main aim is to provide service to a

specific group or the public at large. Normally, they do not manufacture, purchase or
sell goods and may not have credit transactions. Hence they need not maintain

many books of account (as the trading concerns do) and Trading and Profit and Loss

Account. The funds raised by such organisations are credited to capital fund or
general fund. The major sources of their income usually are subscriptions from their

members donations, grants-in-aid, income from investments, etc. The main objective
of keeping records in such organisations is to meet the statutory requirement and

help them in exercising control over utilisation of their funds. They also have to prepare

the financial statements at the end of each accounting period (usually a financial
year) and ascertain their income and expenditure and the financial position, and

submit them to the statutory authority called Registrar of Societies.

The main characteristics of such organisations are:

1. Such organisations are formed for providing service to a specific group or

public at large such as education, health care, recreation, sports and so on
without any consideration of caste, creed and colour. Its sole aim is to provide

service either free of cost or at nominal cost, and not to earn profit.
2. These are organised as charitable trusts/societies and subscribers to

such organisation are called members.

3. Their affairs are usually managed by a managing/executive committee
elected by its members.

4. The main sources of income of such organisations are: (i) subscriptions
from members, (ii) donations, (iii) legacies, (iv) grant-in-aid, (v) income

from investments, etc.

5. The funds raised by such organisations through various sources are
credited to capital fund or general fund.

6. The surplus generated in the form of excess of income over expenditure
is not distributed amongst the members. It is simply added in the

capital fund.

7. The Not-for-Profit Organisations earn their reputation on the basis of
their contributions to the welfare of the society rather than on the

customers’ or owners’ satisfaction.
8. The accounting information provided by such organisations is meant for

the present and potential contributors and to meet the statutory requirement.

1.2 Accounting Records of Not-for-Profit Organisations

As stated earlier, normally such organisations are not engaged in any trading

or business activities. The main sources of their income are subscriptions from
members, donations, financial assistance from government and income from

investments. Most of their transactions are in cash or through the bank. These
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3Accounting for Not-for-Profit Organisation

institutions are required by law to keep proper accounting records and keep
proper control over the utilization of their funds. This is why they usually keep

a cash book in which all receipts and payments are duly recorded. They also
maintain a ledger containing the accounts of all incomes, expenses, assets

and liabilities which facilitates the preparation of financial statements at the
end of the accounting period. In addition, they are required to maintain a stock
register to keep complete record of all fixed assets and the consumables.

They do not maintain any capital account. Instead they maintain capital
fund which is also called general fund that goes on accumulating due to
surpluses generated, life membership fee, donation, legacies, etc. received

from year to year. In fact, a proper system of accounting is desirable to avoid
or minimise the chances of misappropriations or embezzlement of the funds
contributed by the members and other donors.

Final Accounts or Financial Statements: The Not-for-Profit Organisations are also
required to prepare financial statements at the end of the each accounting period.
Although these organisations are non-profit making entities and they are not required
to make Trading and Profit & Loss Account but it is necessary to know whether the

income during the year was sufficient to meet the expenses or not. Not only that
they have to provide the necessary financial information to members, donors, and
contributors and also to the Registrar of Societies. For this purpose, they have to

prepare their final accounts at the end of the accounting period and the general
principles of accounting are fully applicable in their preparation as stated earlier,
the final accounts of a ‘not-for-profit organisation’ consist of the following:

(i) Receipt and Payment Account
(ii) Income and Expenditure Account, and
(iii) Balance Sheet.

The Receipt and Payment Account is the summary of cash and bank
transactions which helps in the preparation of Income and Expenditure Account
and the Balance Sheet. Besides, it is a legal requirement as the Receipts and

Payments Account has also to be submitted to the Registrar of Societies along
with the Income and Expenditure Account, and the Balance Sheet.

Income and Expenditure Account is akin to Profit and Loss Account. The

Not-for-Profit Organisations usually prepare the Income and Expenditure
Account and a Balance Sheet with the help of Receipt and Payment Account.
However, this does not imply that they do not make a trial balance. In order to

check the accuracy of the ledger accounts, they also prepare a trial balance
which facilitates the preparation of accurate Receipt and Payment Account as
well as the Income and Expenditure Account and the Balance Sheet.

In fact, if an organisation has followed the double entry system they must

prepare a trial balance for checking the accuracy of the ledger accounts and it
will also facilitate the preparation of Receipt and Payment account. Income

and Expenditure Account and the Balance Sheet.
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4 Accountancy – Not-for-Profit Organisation and Partnership Accounts

1.3 Receipt and Payment Account

It is prepared at the end of the accounting year on the basis of cash receipts and
cash payments recorded in the cash book. It is a summary of cash and bank

transactions under various heads. For example, subscriptions received from the

members on different dates which appear on the debit side of the cash book, shall
be shown on the receipts side of the Receipt and Payment Account as one item

with its total amount. Similarly, salary, rent, electricity charges paid from time to
time as recorded on the credit side of the cash book but the total salary paid, total

rent paid, total electricity charges paid during the year appear on the payment

side  of the Receipt and Payment Account. Thus, Receipt and Payment Account
gives summarised picture of various receipts and payments, irrespective of whether

they pertain to the current period, previous period or succeeding period or whether
they are of capital or revenue nature. It may be noted that this account does not

show any non cash item like depreciation. The opening balance in Receipt and

Payment Account represents cash in hand/cash at bank which is shown on its
receipts side and the closing balance of this account represents cash in hand and

bank balance as at the end of the year, which appear on the credit side of the
Receipt and Payment Account. However, if it is bank overdraft at the end it shall

be shown on its debit side as the last item. Let us look at the cash book of Golden

Cricket Club given in the example to show how the total amount of each item of
receipt and payment has been worked out.

Example 1

Golden Cricket Club
Cash Book (Columnar)

Dr. Cr.

Date Receipts L.F. Bank Office Date Payments L.F. Bank Office

Amount Amount Amount Amount

(Rs.) (Rs.) (Rs.) (Rs.)

2014 2014

April 1 Balance b/d 35,000 20,000 April 15 Insurance premium 15,000
April 10 Subscriptions 1,20,000 May 12 Printing and 10,750

stationery
April 10 Entrance fees 13,000 May 20 Postage and 430

May 20 Life membership 12,000 courier fees

fees June 16 Telephone 810
June 12 Locker rent 42,000 expenses

July 23 Life membership 8,000 July 10 Wages and salaries 22,000
 fees July 15 Rates and Taxes 17,000

Aug. 20 Donation for 60,000 July 30 Govt. securities 1,00,000

building Aug. 13 Printing and 15,000
Sept. 13 Subscriptions 30,000 statienary

(2005-2006) Aug. 15 Postage and 480
Sept. 13 Subscription 45,000 courier service

Sept. 10 Lighting 12,250
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Sept. 14 Entrance fees 10,000 Sept 13 Telephone expenses 830

Nov. 9 Subscription 35,000 Oct. 1 Wages and salaries 10,000 12,000

Oct. 18 Printing and 13,000
Nov. 9 Subscription 10,000 stationary

(2009-2010) Oct. 31 Govt. securities 1,00,000
2015 Dec. 31 Wages and Salaries 22,000

Feb. 07 Subscription 25,000 2015

Jan. 21 Courier charges 240
Mar. 28 Interest on 18,000 Feb. 2 Telephone 960

government expenses
securities Mar. 10 Postage and 850

Courier fees

Mar. 27 Lighting 14,000
Mar. 27 Wages and Salaries 22,000

Mar. 31 Balance c/d 70,000 23,400

4,21,000 62,000 4,21,000 62,000

Part A

Item wise Aggregation of various Receipts

Subscriptions (2014–2015)

Date Amount (Rs.)

April 10, 2014 1,20,000
Sept. 13, 2014 45,000
Nov. 9, 2014 35,000
Feb. 7, 2015 25,000

Total 2,25,000

Subscriptions (2013–14)

Date Amount (Rs.)

Sept. 13, 2014 30,000

Total 30,000

Subscription

Date Amount (Rs)

Nov. 9, 2014 10,000

Total 10,000

Entrance Fees

Date Amount (Rs)

April 10, 2014 13,000

Sept.14, 2014 10,000

Total 23,000
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6 Accountancy – Not-for-Profit Organisation and Partnership Accounts

Locker Rent

Date Amount (Rs)

April 12, 2014 42,000

Total 42,000

Life Membership fee

Date Amount (Rs)

May 12, 2014 12,000

July 23, 2014 8,000

Total 20,000

Donation for Buildings

Date Amount (Rs)

Aug. 20, 2014 60,000

Total 60,000

Interest on Government securities

Date Amount (Rs)

March 28, 2015 18,000

Total 18,000

Part B

Item wise Aggregation of various Payments

Insurance Premium

Date Amount (Rs)

April 15, 2014 15,000

Total 15,000

Printing and Stationery

Date Amount (Rs.)

May 12, 2014 10,750

Aug. 13, 2014 15,000

Oct. 18, 2014 13,000

Total 38,750

Lighting

Date Amount (Rs.)

Sept. 10, 2014 12,250

March 27, 2015 14,000

Total 26,250
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7Accounting for Not-for-Profit Organisation

Telephone Expenses

Date Amount (Rs.)

June 16, 2014 810

Sept. 13, 2014 830

Feb. 12, 2015 960

Total 2,600

Rates and Taxes

Date Amount (Rs.)

July 15, 2014 17,000

Total 17,000

Government Securities

Date Amount (Rs.)

July 30, 2014 1,00,000

Oct. 31, 2014 1,00,000

Total 2,00,000

Wages and Salaries

Date Amount (Rs.)

July 10, 2014 22,000

Oct. 1, 2014 22,000

Dec. 31, 2014 22,000

March 30, 2015 22,000

Total 88,000

Postage and Courier Service

Date Amount (Rs.)

May 20, 2014 430

Aug. 15, 2014 480

Jan. 22, 2015 240

March 10, 2015 850

Total 2,000

The above data can also be shown in the form of the respective accounts in

the ledger. A detailed illustrative list of items of receipts and payments is given

in figure 1.
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8 Accountancy – Not-for-Profit Organisation and Partnership Accounts

Figure 1

Receipts Payments

1. Donations 1. Purchase of Fixed Assets
(a) General 2. Purchase of Sports Material
(b) Specific purpose 3. Investment in Securities

2. Entrance Fees 4. Printing and Stationery
3. Legacies 5. Postage and Courier Charges
4. Sale of Investments 6. Advertisements
5. Sale of Fixed Assets 7. Wages and Salary
6. Subscriptions from Members 8. Honorarium
7. Life Membership Fees 9. Telephone Charges
8. Sale of old Newspapers 10. Electricity and Water Charges
9. Sale of Old Sports Material 11. Repairs and Renewals

10. Interest on Fixed Deposits 12. Upkeep of Play Ground
11. Interest/ Dividend on Investments 13. Conveyance Charges
12. Proceed from Charity Shows 14. Subscription for Periodicals
13. Sale of Scrap 15. Audit Fees
14. Grant-in-aid 16. Entertainment Expenses
15. Interest/Dividend on Specific 17. Municipal Taxes

Fund Investments 18. Charity
16. Miscellaneous Receipts. 19. Insurance

Receipt and Payment Account is given below:

Receipt and Payment Account for the year ending ————-

Receipts Amount Payments Amount
(Rs.) (Rs.)

Balance b/d Balance b/d (Bank overdraft) xxx
Cash in Hand xxx Wages and Salaries xxx
Cash at Bank xxx Rent xxx

Subscriptions xxx Rates and Taxes xxx
General Donations xxx Insurance xxx
Sale of newspaper/ xxx Printing and Stationery xxx
periodicals/waste paper Postage and courier xxx
Sale of old sports materials xxx Advertisement xxx
Interest on fixed deposits Sundry expenses xxx
Interest/Dividend on general xxx Telephone charges xxx
investments Entertainment expenses xxx
Locker Rent xxx Audit fees xxx
Sale of scraps xxx Honorarium xxx
Proceeds from charity show xxx Repair and Renewals xxx
Miscellaneous receipts xxx Upkeep of ground xxx
Grant-in-aid** xxx Conveyance xxx
Legacies xxx Newspapers and Periodicals xxx

Specific Donations xxx Purchases of Assets xxx
Sale of  Investments xxx Purchase of Investments xxx
Sale of Fixed Assets xxx Balance  c/d xxx
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9Accounting for Not-for-Profit Organisation

Life membership fees xxx Cash in hand xxx
Entrance fees xxx Cash at Bank* xxx
Receipts on account of xxx
specific purpose funds
Interest on specific funds' xxx
investments
Balance b/d (Bank Overdraft)* xxx

xxxxx xxxxx

Fig. 1.1: Format of Receipt and Payment Account

* There will be either of the two amounts i.e., each at bank or bank overdraft, not both.

It may be noted that the receipts side of the Receipt and Payment Account gives a

list of revenue receipts (for past, current and future periods) as well as capital receipts.
Similarly, the payments side of the Receipts and Payments Account lists the Revenue

Payments (for past, current and future periods) as well as Capital Payments.

1.3.1 Salient Features

1. It is a summary of the cash book. Its form is identical with that of simple

cash book (without discount and bank columns) with debit and credit
sides. Receipts are recorded on the debit side while payments are entered

on the credit side.

2. It shows the total amounts of all receipts and payments irrespective of
the period to which they pertain . For example, in the Receipt and Payment

account for the year ending on March 31, 2015, we record the total
subscriptions received during 2014–15 including the amounts related

to the years 2013–2014 and 2015-2016. Similarly, taxes paid during

2014–15 even if they relate to the years 2013–14 and 2015–2016.
3. It includes all receipts and payments whether they are of capital nature

or of revenue nature.
4. No distinction is made in receipts/payments made in cash or through

bank. With the exception of the opening and closing balances, the total

amount of each receipt and payment is shown in this account.
5. No non-cash items such as depreciation outstanding expenses accrued

income, etc. are shown in this account.
6. It begins with opening balance of cash in hand and cash at bank (or

bank overdraft) and closes with the year end balance of cash in hand/

cash at bank or bank overdraft. In fact, the closing balance in this
account (difference between the total amount of receipts and payments)

which is usually a debit balance reflects cash in hand and cash at bank
unless there is a bank overdraft.
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10 Accountancy – Not-for-Profit Organisation and Partnership Accounts

1.3.2  Steps in the preparation of Receipt and Payment Account

1. Take the opening balances of cash in hand and cash at bank and enter
them on the debit side. In case there is bank overdraft at the begining of

the year, enter the same on the credit side of this account.

2. Show the total amounts of all receipts on its debit side irrespective of
their nature (whether capital or revenue) and whether they pertain to

past, current and future periods.
3. Show the total amounts of all payments on its credit side irrespective of

their nature (whether capital or revenue) and whether they pertain to

past, current and future periods.
4. None of the receivable income and payable expense is to be entered in

this account as they do not involve inflow or outflow of cash.
5. Find out the difference between the total of debit side and the total of

credit side of the account and enter the same on the credit side as the

closing balance of cash/bank. In case, however, the total of the credit
side is more than that of the total of the debit side, show the difference on

the debit as bank overdraft and close the account.
From the following information based on the data assimilated from the cash

book given in example 1, at page 4, the Receipt and Payment Account of  Golden

Cricket Club for the year ended on March 31, 2015 will be prepared as follows:

Summary of Cash Book

Details Amount
(Rs.)

Cash in hand as on April 1, 2014 20,000
Cash at bank as on  April 1, 2014 35,000
Subscription:           Rs.

2013-14 30,000
2014-15 2,25,000
2015-16    10,000 2,65,000

Donation for Building 60,000
Entrance fees 23,000
Life membership fee 20,000
Printing and Stationery 38,750
Lighting 26,250
Rates and Taxes 17,000
Telephone charges 2,600
Postage and courier 2,000
Wages and Salaries 88,000
Insurance Premium 15,000
Interest on government securities 18,000
Locker rent 42,000
Purchase of government securities 2,00,000
Cash in hand as on March 31, 2015 23,400
Cash at bank as on March 31, 2015 70,000
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11Accounting for Not-for-Profit Organisation

Receipt and Payment Account for the year ending March 31, 2015

Dr. Cr.

Receipts Amount Payments Amount

(Rs.) (Rs.)

Cash in hand as on 20,000 Printing and Stationery 38,750

April 1, 2014 Lighting 26,250

Cash at bank as on 35,000 Rates and Taxes 17,000

April 1, 2014 Telephone charges 2,600

Subscription: Postage and Courier 2,000

2013–14 30,000 Wages and Salaries 88,000

2014–15 2,25,000 Insurance Premium 15,000

2015–16    10,000 2,65,000 Purchase of govt. securities 2,00,000

Donation for building 60,000 Cash in hand as on 23,400

Entrance fees 23,000 March 31, 2015

Life membership fee 20,000 Cash at bank as on 70,000

Interest on investment in 18,000 March 31, 2015

Government securities

Locker rent 42,000

4,83,000 4,83,000

Illustration 1

From the following particulars relating to Silver Point, prepare a Receipt and

Payment account for the year ending March 31, 2015.

Particulars Amount Particulars Amount

(Rs.) (Rs.)

Opening cash balance 1,000 Sale of old sports materials 1,200

Opening bank balance 7,200 Donation received for pavilion 4,600

Subscriptions collected for: Rent paid 3,000

2013-14 Rs.    500 Sports materials purchases 4,800

2014-15 Rs. 7,600 Purchase of refreshments 600

2015-16 Rs.    900 9,000 Expenses for maintenance 2,000

Sale of refreshments 1,000 of tennis court

Entrance fees received 1,000 Salary paid 2,500

Tournament expenses 2,400

Furniture purchased 1,500

Office expenses 1,200

Closing cash in hand 400
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12 Accountancy – Not-for-Profit Organisation and Partnership Accounts

Solution
Books of Silver Point

Receipt and Payment Account
for the year ending March 31, 2015

Dr. Cr.

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d Rent 3,000
Cash 1,000 Sports materials purchased 4,800
Bank 7,200 Purchase of refreshments 600
Subscriptions Maintenance expenses for 2,000

2013-14 500 tennis court
2014-15 7,600 Salary 2,500
2015-16    900 9,000 Tournament expenses 2,400

Sale of refreshments 1,000 Furniture purchased 1,500
Entrance fees 1,000 Office expenses 1,200
Sale of old sports materials 1,200 Balance c/d
Donation for pavilion 4,600 Cash 400

Bank (balancing figure) 6,600

25,000 25,000

1.4  Income and Expenditure Account

It is the summary of income and expenditure for the accounting year. It is just

like a profit and loss account prepared on accrual basis in case of the business
organisations. It includes only revenue  items and the balance at the end

represents surplus or deficit.   The Income and Expenditure Account serves

the same purpose as the profit and loss account of a business organisation
does. All the revenue items relating to the current period are shown in this

account, the expenses and losses on the expenditure side and incomes and
gains on the income side of the account. It shows the net operating result in

the form of surplus (i.e. excess of income over expenditure) or deficit (i.e. excess

of expenditure over income), which is transferred to the capital fund shown in
the balance sheet.

The Income and Expenditure Account is prepared on accrual basis with the
help of Receipts and Payments Account along with additional information

regarding outstanding and prepaid expenses and depreciation etc. Hence, many

items appearing in the Receipts and Payments need to be adjusted. For example,
as shown in Example 1, (Page No. 10) subscription amount of Rs.2, 65,000 received

during the year 2014-15 appearing on the receipts side of the Receipt and Payment
Account includes receipts for the periods other than the current period. But the

subscription amount of Rs. 2,25,000 pertaining to the current year only will be

shown as income in Income and Expenditure Account for the year 2014-15.
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1.4.1 Steps in the Preparation of Income and Expenditure Account

Following steps may be helpful in preparing an Income and Expenditure Account
from a given Receipt and Payment Account:

1. Persue the Receipt and Payment Account thoroughly.

2. Exclude the opening and closing balances of cash and bank as they
are not an income.

3. Exclude the capital receipts and capital payments as these are to be
shown  in the Balance Sheet.

4. Consider only the revenue receipts to be shown on the income side of

Income and Expenditure Account. Some of these need to be adjusted by
excluding the amounts relating to the preceding and the succeeding

periods and including the amounts relating to the current year not yet
received.

5. Take the revenue expenses to the expenditure side of the Income and

Expenditure Account with due adjustments as per the additional
information provided relating to the amounts received in advance and

those not yet received.
6. Consider the following items not appearing in the Receipt and Payment

Account that need to be taken into account for determining the surplus/

deficit for the current year :
(a) Depreciation of fixed assets.

(b) Provision for doubtful debts, if required.
(c) Profit or loss on sale of fixed assets.

Now you will observe how the income and expenditure account is prepared

from the receipts and payments account given in example 1, on page 10.

Income and Expenditure Account
for the year ending on March 31, 2015

Dr. Cr.

Expenditure Amount Income Amount

(Rs.) (Rs.)

Printing and Stationery 38,750 Subscriptions 2,25,000
Lighting 26,250 Entrance fees 23,000
Rates and Taxes 17,000 Interest on investment 18,000
Telephone charges 2,600 in government securities
Postage and courier charges 2,000 Locker rent 42,000
Wages and Salaries 88,000
Insurance Premium 15,000
Surplus (Excess of income 1,18,400
over expenditure)

3,08,000 3,08,000

2015-16



14 Accountancy – Not-for-Profit Organisation and Partnership Accounts

Note that-

1. Opening and closing cash/bank balances have been excluded.
2. Payment for purchase of Government securities being capital  expenditure has

been excluded.
3. Amount of subscriptions received for the year 2013-14 and 2014-15 have been excluded.
4. Life membership fee is an item of capital receipt and so excluded.

5. Donation for building is a receipt for a specific purpose and so excluded.

Illustration 2

From the Receipt and Payment Account given below, prepare the Income and
Expenditure Account of Clean Delhi Club for the year ended March 31, 2014.

Receipt and Payment Account for the year ending March 31, 2014
Dr. Cr.

Receipts Amount Payments Amount
(Rs.) (Rs.)

Balance b/d 3,200 Salary 1,500
(Cash in hand) Rent 800
Subscriptions 22,500 Electricity 3,500
Entrance Fees 1,250 Taxes 1,700
Donations 2,500 Printing and Stationery 380
Rent of hall 750 Sundry expenses 920
Sale of investments 3,000 Books purchased 7,500

Govt.  bonds purchased 10,000
Fixed deposit with bank 5,000
(on 31.03.2014)
Balance c/d

Cash in hand 400
Cash at bank  1,500 1,900

33,200 33,200

Solution
Books of Clean Delhi Club

Income and Expenditure Account for the year ending March 31, 2014
Dr. Cr.

Expenditure Amount Income Amount
(Rs.) (Rs.)

Salary 1,500 Subscriptions 22,500
Rent 800 Entrance fees 1,250
Electricity 3,500 Donation 2,500
Taxes 1,700 Rent of hall 750
Printing & Stationery 380
Sundray Expenses 920
Surplus 18,200
(excess of income over
expenditure)

27,000 27,000
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Illustration 3

From the following Receipt and Payment Account for the year ending March 31,
2015 of Negi's Club, prepare Income and Expenditure Account for the same

period:
Receipt and Payment Account for the year ending March 31, 2015

Dr. Cr.

Expenditure Amount Income Amount
(Rs.) (Rs.)

Balance c/d Bank 25,000 Purchase of furniture (1.7.14) 5,000
Subscriptions Salaries 2,000

2014 1,500 Telephone expenses 300
2015 10,000 Electricity charges 600
2016      500 12,000 Postage and Stationery 150

Donation 2,000 Purchase of books 2,500
Hall rent 300 Entertainment expenses 900
Interest on bank deposits 450 Purchase of 5% government 8,000
Entrance fees 1,000 papers (1.7.14)

Miscellaneous expenses 600
Balance c/d:

Cash 300
Bank 20,400

40,750 40,750

The following additional information is available:

(i) Salaries outstanding – Rs. 1,500;

(ii) Entertainment expenses outstanding – Rs. 500;

(iii) Bank interest receivable – Rs. 150;

(iv) Subscriptions accrued – Rs. 400;

(v) 50 per cent of entrance fees is to be capitalised;

(vi) Furniture is to be depreciated at 10 per cent per annum.

Solution
Books of Negi's Club

Income and Expenditure Account for the year ending 31.3.2015
Dr. Cr.

Expenditure Amount Income Amount

(Rs.) (Rs.)

Salaries 2,000 Subscriptions 10,400

Add: Outstanding  1,500 3,500 Donation 2,000

Telephone expenses 300 Entrance Fees (50% of Rs. 1,000) 500

Electricity charges 600 Bank interest 450

Postage and Stationery 150 Add: Outstanding interest  150 600

2015-16



16 Accountancy – Not-for-Profit Organisation and Partnership Accounts

Entertainment expenses 900 Interest on investment 200
Add: Outstanding     500 1,400 Hall rent 300

expenses
Miscellaneous expenses 600
Depreciation on furniture 375
Surplus 7,075
(Excess of Income over
Expenditure)

14,000 14,000

1.4.2 Distinction between Income and Expenditure Account and Receipt
and Payment Account

Based upon discussion made in regard to the Receipts and Payments Account

and the Income and Expenditure Account we make the distinction between
Income and Expenditure Account and Receipts and Payments Account in the

tabular form:

Basis of distinction Income and Expenditure Receipt and Payment
Account Account

Nature It is like as profit and loss It is the summary of the cash
account. book.

Nature of Items It records income and It records receipts and
expenditure of revenue payments of revenue as well as

nature only. capital nature.

Period Income and expenditure Receipts and payments may
items relate only to the also relate to preceding and
current period. succeeding periods.

Debit side Debit side of this account Debit side of this account
records expenses and losses. records the receipts.

Credit side Credit side of this account Credit side of this account
records income and gains. records the payments.

Depreciation Includes depreciation. Does not includes
depreciation.

Opening Balance There is no opening balance. Balance in the beginning
represents cash in hand /cash
at bank or overdraft at
the beginning.

Closing Balance Balance at the end rep- Balance at the end represents
resents excess of income cash in hand at the end and
over expenditure or vice- bank balance (or bank
versa. overdraft).
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1.5 Balance Sheet

‘Not-for-Profit’ Organisations prepare Balance Sheet for ascertaining the financial
position of the organisation. The preparation of their Balance Sheet is on the same

pattern as that of the business entities. It shows assets and liabilities as at the end
of the year. Assets are shown on the right hand side and the liabilities on the left

hand side. However, there will be a Capital Fund or General Fund in place of the
Capital and the surplus or deficit as per Income and Expenditure Account which

is either added to/deducted from the capital fund, as the case may be. It is also
a common practice to add some of the capitalised items like legacies, entrance

fees and life membership fees directly in the capital fund.
Besides the Capital or General Fund, there may be other funds created for

specific purposes or to meet the requirements of the contributors/donors such
as building fund, sports fund, etc. Such funds are shown separately in the

liabilities side of the balance sheet.
Some times it becomes necessary to prepare Balance Sheet as at the beginning

of the year in order to find out the opening balance of the capital/general fund.

1.5.1 Preparation of Balance Sheet

The following procedure is adopted to prepare the  Balance Sheet:
1. Take the Capital/General Fund as per the opening balance sheet and

add surplus from the Income and Expenditure Account. Further, add
entrance fees, legacies, life membership fees, etc. received during the year.

2. Take all the fixed assets (not sold/discarded/or destroyed during the
year) with additions (from the Receipts and Payments account) after

charging depreciation (as per Income and Expenditure account) and show
them on the assets side.

3. Compare items on the receipts side of the Receipts and Payments Account
with income side of the Income and Expenditure Account. This is to

ascertain the amounts of: (a) subscriptions due but not yet received:
(b) incomes received in advance; (c) sale of fixed assets made during the

year; (d) items to be capitalised (i.e. taken directly to the Balance Sheet)
e.g. legacies, interest on specific fund investment and so on.

4. Similarly compare, items on the payments side of the Receipt and
Payment Account with expenditure side of the Income and

Expenditure Account. This is to ascertain the amounts if: (a)
outstanding expenses; (b) prepaid expenses; (c) purchase of a fixed

asset during the year; (d) depreciation on fixed assets; (e) stock of
consumable items like stationery in hand; (f) Closing balance of cash

in hand and cash at bank as, and so on.
A proforma Balance Sheet is given for the proper understanding of preparing

the balance sheet.
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18 Accountancy – Not-for-Profit Organisation and Partnership Accounts

Balance Sheet of as on ...............

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Capital fund:
Opening Balance ...... Cash in hand and /or Cash ......
Add: Surplus at Bank

OR Outstanding Incomes ......
Less: Deficit Prepaid Expenses ......
Add: Capitalised Income of the ...... Stock of Consumable Items:

Current Year on account of: Previous Balance
 Legacies ...... Add: Purchases in the current
Entrance Fees ...... period
Life Membership Fees ...... Less: Value consumed during ......
Closing Balance ...... the period
Special Fund/Donations: Previous Balance ......
Previous Balance (If any ) Add: Purchases in the current
Add: Receipts for the item period

during the period Less: Book Value of the Asset
Add: Income earned on sold/disposed off

fund/Donations’ Closing Balance ......
Investments

Less: Expenses paid out of
fund/Donations

Net Balance ......
Creditors for Purchases
and/or supplies ......
Bank Overdraft ......
Outstanding Expenses:
Income received in Advance ......

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

Fig. 1.2: Proforma Balance Sheet

Illustration 4

From the following Receipt and Payment Account and additional information
relating to Excellent Cricket Club, prepare Income and Expenditure Account

for the year ended March 31, 2015 and Balance Sheet as on date.
Dr. Cr.

Receipts Amount Payments Amount
(Rs.) (Rs.)

Balance b/d (Cash in Hand) 18,000 Balance b/d (bank overdraft) 16,000
Member’s subscriptions 2,50,000 Upkeep of field and pavilion 1,15,000
Member’s admission fee 15,000 Tournament expenses 40,000
Sale of old sports materials 2,500 Rates and Insurance 10,000
Hire of ground 28,000 Telephone 3,500
Subscription for tournament 60,000 Postage and Courier charges 4,000
Life membership fee 20,000 Printing and Stationery 26,000
Donations 6,00,000 Miscellaneous expenses 4,400
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Secretary’s honorarium 30,000
Grass seeds 2,600
Investments 6,00,000
Purchase of sports materials 68,000
Balance c/d 74,000

9,93,500 9,93,500

Assets at the beginning of the year were:
Rs.

Play ground 5,00,000
Cash in hand 18,000
Stock of sports materials 85,000
Printing and Stationery 11,000
Subscriptions receivable 28,000

Donations and Surplus on account of tournament are to be kept in Reserve for a
permanent pavilion. Subscriptions due on March 31, 2015 were Rs. 42,000. Write-off fifty

per cent of sports materials and thirty per cent of  printing and stationery.

Solution
Books of Excellent Cricket Club

Income and Expenditure Account for the year ending on March 31, 2015
Dr. Cr.

Expenditure Amount Income Amount
(Rs.) (Rs.)

Upkeep of field and pavilion 1,15,000 Subscriptions 2,50,000
Rates and Insurance 10,000 Add: Outstanding
Telephone 3,500 (closing)    42,000
Postage and Courier charges 4,000 2,92,000
Printing & stationery 26,000 Less: Outstanding
Add: Opening stock   11,000 (opening)    28,000 2,64,000

Available for use 37,000 Admission  fees 15,000

Less: Closing stock   25,900 11,100 Sale of old sports material 2,500
Stationery consumed 4,400 Rent of hall 28,000
Miscellaneous expenses 30,000
Secretary’s honorarium 2,600
Grass seeds
Sports materials consumed:
Opening stock 85,000
Add: Purchases    68,000

1,53,000
Less: Closing stock    76,500 76,500
Surplus 52,400
(Excess of income over
expenditure)

3,09,500 3,09,500

Note: Since the opening balance of the capital fund is not given, the same has been

ascertained by preparing opening balance sheet.
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Balance Sheet of Excellent Cricket Club as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Capital Fund 6,26,000 Cash in hand 74,000
Add: Surplus    52,400 Outstanding subscriptions 42,000

6,78,400 Stock of sports materials 76,500
Add: Life membership Stock of printing 25,900

fee    20,000 6,98,400 and stationery
Pavilion Fund: Investments 6,00,000
Surplus from Tournament Play ground 5,00,000
(Rs.60,000-40,000)  20,000
Donation  6,00,000 6,20,000

13,18,400 13,18,400

Balance Sheet of Excellent Cricket Club as on March 31, 2014

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Bank overdraft 16,000 Cash in hand 18,000
Capital/General  fund Outstanding subscription 28,000

(balancing figure) 6,26,000 Stock of sports materials 85,000
Printing and Stationery 11,000
Play ground 5,00,000

6,42,000 6,42,000

Test your Understanding – I

State with reasons whether the following statements are TRUE or FALSE:
(i) Receipt and Payment Account is a summary of all capital receipts and payments.

(ii) If there appears a sports fund, the expenses incurred on sports activities will
be shown on the debit side of Income and Expenditure Account.

(iii) A credit balance of Income and Expenditure Account denotes excess if expenses
over incomes.

(iv) Scholarships granted to students out of funds provided by government will be
debited to Income and Expenditure Account.

(v) Receipt and Payment Account records the receipts and payments of revenue
nature only.

(vi) Donations for specific purposes are always capitalized.
(vii) Opening balance sheet is prepared when the opening balance of capital fund is

not given.
(viii) Surplus of Income and Expenditure Account is deducted from the capital/

general fund.
(ix) Receipt and Payment Account is equivalent to profit and loss account.
(x) Receipt and Payment Account does not deference between capital and revenue

receipts.
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1.6 Some Peculiar Items

Final accounts of the Not-for-Profit organisations are prepared on the similar
pattern as that of a business orgnisation. However, a few items of income and

expenses of such orgnisations are somewhat different in nature and need special

attention in their treatment in final accounts. They are peculiar to these
orgnisations. Some of the common peculiar items are explained as under:

Subscriptions:   Subscription is a membership fee paid by the member on annual

basis. This is the main source of income of such orgnisations. Subscription paid

by the members is shown as receipt in the Receipt and Payment Account and as
income in the Income and Expenditure Account. It may be noted that Receipt

and Payment Account shows the total amount of subscription actually received
during the year while the amount shown in Income and Expenditure Account is

confined to the figure related to the current period only irrespective of the fact

whether it has been received or not.  For example, a club received Rs. 20,000 as
subscriptions during the year 2014-15 of which Rs.3,000 relate to year

2013-14 and Rs.2,000 to 2015-16, and at the end of the year 2014-15 Rs.6,000
are still receivable. In this case, the Receipt and Payment Account will show

Rs.20,000 as receipt from subscriptions. But the Income and Expenditure

Account will show Rs. 21,000 as income from subscriptions for the year
2014-15, the calculation of which is given as below:

Rs.

Subscriptions received in 2014-15 20,000
Less: Subscriptions for the year 2013-14 3,000

17,000
Less: Subscription for the year 2015-16    2,000

15,000
Add: Subscriptions outstanding for the year 2014-15    6,000

Income from subscriptions for the year 2014-15 21,000

The above amount of subscriptions to be shown as income can also be

ascertained by preparing the subscription account as follows:

Subscription Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. A m o u n t

(Rs.) (Rs.)

Balance b/d 3,000 Balance b/d Nil

(outstanding at the (received in advance
beginning) during previous year)

Income and Expenditure 21,000 Cash (subscription 20,000

Account (balancing figure) received)
Balance c/d 2,000 Balance c/d 6,000

(received in advance) (outstanding at the end)

26,000 26,000
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Illustration 5

As per Receipt and Payment Account for the year ended on March 31, 2015, the
subscriptions received were Rs. 2,50,000. Additional Information given is as

follows: 

1. Subscriptions Outstanding on 1.4.2014 Rs. 50,000

2. Subscriptions Outstanding on 31.3.2015 Rs.35,000

3. Subscriptions Received in Advance as on 1.4.2014 Rs.25,000

4. Subscriptions Received in Advance as on 31.3.2015 Rs.30,000

Ascertain the amount of income from subscriptions for the year 2014–15

and show how relevant items of subscriptions appear in opening and closing
balance sheets.

Solution

Details Amount

  (Rs.)

Subscriptions Received as per Receipt and Payment account 2,50,000

Add: Subscriptions outstanding on 31.3.2015 35,000

Add: Subscriptions received in advance on 1.4.2014     25,000

3,10,000

Less: Subscriptions outstanding on 1.4.2014     50,000

2,60,000

Less: Subscriptions received in advance on 31.3.2015 30,000

Income from subscription for the year 2014–15 2,30,000

Alternately, income received from subscriptions can be calculated by

preparing a Subscriptions account as under.

Subscription Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

(Rs.) (Rs.)

Balance b/d (outstanding) 50,000 Balance b/d (advance) 25,000

Income and Receipts and Payments A/c 2,50,000
Expenditure Account 2,30,000 Balance b/d (outstanding) 35,000

(balancing figure)
Balance c/d (advance) 30,000

3,10,000 3,10,000

Relevant items of subscription can be shown in the opening and closing

balance sheet as under:
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Balance Sheet as on March 31, 2014

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Subscriptions received in advance 25,000 Subscription outstanding 50,000

*Relevant data only
Balance Sheet as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Subscriptions received in advance 30,000 Subscriptions outstanding 35,000

*Relevant data only

Illustration 6

Extracts of Receipt and Payment Account for the year ended March 31, 2015

are given below:

Receipt

Subscriptions (Rs.)

2013-14 2,500
2014-15 26,750
2015-16 1,000

30,250

Additional Information:

Total number of members: 230.
Annual membership fee: Rs. 125.
Subscriptions outstandings on April 1, 2013: Rs. 2,750.
Prepare a statement showing all relevant items of subscriptions viz., income, advance,

outstandings, etc.

Solution

Amount of subscription due for the year 2014-15 irrespective of cash

Rs. 28,750 (i.e. Rs. 125 × Rs. 230).

Details Amount
(Rs.)

Subscriptions received as per Receipts and Payments Account 30,250

Add: Subscriptions outstanding on March 31, 2014 2,250
Add: Subscriptions received in advance on April 1, 2013       NIL

32,500
Less: Subscriptions outstanding on April 1, 2013 2,750

29,750
Less: Subscriptions received in advance on March 31, 2014 1,000

Income from Subscription for the year 2014-15. (125×230) 28,750

Note: The amount of subscriptions outstanding as on 01-04-2014 has been ascertained
as follows:
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Details (Rs.) (Rs.)

(i) Outstanding as on 01.04.2014 2,750
Received for 2013–14    2,500 250

(ii) Due for 2014–15 (125×230) 28,750
Received for 2014–15   26,750 2,000

  
Outstanding as on 31-3-2015 2,250

Illustration 7

From the following extract of Receipt and Payment Account and the additional

information given below, compute the amount of income from subscriptions

and show as how they would appear in the Income and Expenditure Account
for the year ending March 31, 2015 and the Balance Sheet.

Receipt and Payment Account for the year ending March 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Subscriptions:
2013-14 7,000
2014-15 30,000
2015-16 5,000 42,000

Additional Information: Rs.

1. Subscriptions outstanding  March 31, 2014 8,500
2. Total Subscriptions outstanding March 31, 2015 18,500
3. Subscriptions received in advance 4,000

            as on March 31, 2014

Solution
Income and Expenditure Account

for the year ending on March 31, 2015

Expenditure Amount Income Amount

(Rs.) (Rs.)

Subscriptions 30,000
Received for 2014-15
Add: Outstanding for 2014-15 17,000
Add: Received in advance for 4,000

2014-15
  

51,000
    

Note: Total amount of subscriptions outstanding as on 31-3-2015 are Rs. 18,500. This,
includes Rs. 1,500 (Rs. 8,500 – Rs. 7,000) for subscriptions still outstanding for
2013–14. Hence, the subscriptions outstanding for 2014–15 are Rs. 17,000

(Rs. 18,500 – Rs. 1,500).

2015-16



25Accounting for Not-for-Profit Organisation

Balance Sheet (Relevant Data) as on  March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Subscription Received in Subscription Outstanding:
Advance for 2014-15 2013-14 1,500

5,000 2014-15  1,7000 18,500

*Relevant data only

Do it Yourself

1. Subscriptions received by the health club during the year 2013 were as under:
        Rs.

2012 3,000
2013 96,000
2014     2,000

1,01,000
Rs.

Subscriptions Outstanding as on 31.12.12 5,000
Subscriptions Outstanding as on 31.12.13 12,000
Subscriptions received in advance in 2012 for 2013 5,000

Calculate the amount of subscriptions to be shown on the income side of Income
and Expenditure A/c.

2. During the year 2013, subscriptions received by a sports club were Rs. 80,000.
These included Rs. 3,000 for the year 2010 and Rs.6,000 for the year 2014. On
December 31, 2012 the amount of subscriptions due but not received was
Rs.12,000. Calculate the amount of subscriptions to be shown in Income and
Expenditure Account as income from subscription.

3. Subscriptions received during the year ended December 31, 2013 by Royal
Club were as under:

        Rs.

2012 3,000
2013 93,000
2014 2,000

98,000

The club has 500 members each paying @ Rs.200 as annual subscription.
Subscriptions outstanding as on December 31, 2012 are Rs. 6,000. Calculate

the amount of subscriptions to be shown as income in the Income and
Expenditure Account for the year ended December 31, 2013 and show the
relevant data in the Balance Sheet as on date.

Donations:  It is a sort of gift in cash or property received from some person or
organisation. It appears on the receipts side of the Receipts and Payments

Account. Donation can be for specific purposes or for general purposes.
(i) Specific Donations: If donation received is to be utilised to achieve specified

purpose, it is called Specific Donation. The specific purpose can be an
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extension of the existing building, construction of new computer

laboratory, creation of a book bank, etc. Such donation is to be capitalised
and shown on the liabilities side of the Balance Sheet irrespective of the

fact whether the amount is big or small. The intention is to utilise the

amount for the specified purpose only.
(ii) General Donations: Such donations are to be utilised to promote the

general purpose of the organisation. These are treated as revenue receipts
as it is a regular source of income hence, it is taken to the income side of

the Income and Expenditure Account of the current year.

Legacies: It is the amount received as per the will of a deceased person. It appears
on the receipts side of the Receipt and Payment Account and is directly added to

capital fund/general fund in the balance sheet, because it is not of recurring
nature. However, legacies of a small amount may be treated as income and shown

on the income side of the Income and Expenditure Account.

Life Membership Fees: Some members prefer to pay lump sum amount as life
membership fee instead of paying periodic subscription. Such amount is treated

as capital receipt and credited directly to the capital/general fund.

Entrance Fees: Entrance fee also known as admission fee is paid only once by

the member at the time of becoming a member. In case of organisations like clubs

and some charitable institutions, is limited and the amount of entrance fees is
quite high. Hence, it is treated as non-recurring item and credited directly to

capital/general fund. However, for some organisations like educational institutions,
the entrance fees is a regular income and the amount involved may also be small.

In their case, it is customary to treat this item as a revenue receipt. However, if

there is specific instruction, it is advisable to treat the entire amount as capital
receipt and the relevant amount should be directly added to capital/general fund.

Sale of old asset: Receipts from the sale of an old asset appear in the Receipts
and Payments Account of the year in which it is sold. But any gain or loss on the

sale of asset is taken to the Income and Expenditure Account of the year. For

example, if an item furniture with a book value of Rs. 800 is sold for Rs. 700,
this amount of Rs. 700 will be shown as receipt in Receipts and Payments

Account and Rs. 100 on the expenditure side of the Income and Expenditure
Account as a loss on sale of old asset and while showing furniture in the balance

sheet Rs. 800 will be deducted from its total book value.

Sale of Periodicals: It is an item of recurring nature and shown as the income
side of the Income and Expenditure Account.

Sale of Sports Materials: Sale of sports materials (used materials like old balls,
bats, nets, etc) is the regular feature with any Sports Club. It is usually shown

as an income in the Income and Expenditure Account.
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Payments of Honorarium: It is the amount paid to the person who is not the

regular employee of the institution. Payment to an artist for giving performance
at the club is an example of honorarium. This payment of honorarium is shown

on the expenditure side of the Income and Expenditure Account.

Endowment Fund: It is a fund arising from a bequest or gift, the income of
which is devoted for a specific purpose. Hence, it is a capital receipt and shown

on the Liabilities side of the Balance Sheet as an item of a specific purpose fund.

Government Grant: Schools, colleges, public hospitals, etc. depend upon

government grant for their activities. The recurring grants in the form of

maintenance grant is treated as revenue receipt (i.e. income of the current year)
and credited to Income and Expenditure account. However, grants such as

building grant are treated as capital receipt and transferred to the building fund
account. It may be noted that some Not-for-Profit organisations receive cash

subsidy from the government or government agencies. This subsidy is also

treated as revenue income for the year in which it is received.

Special Funds

The Not-for-Profit Organisations office create special funds for certain purposes/
activities such as 'prize funds', 'match fund' and 'sports fund', etc. Such funds

are invested in securities and the income earned on such investments is added

to the respective fund, not credited to Income and Expenditure Account.
Similarly, the expenses incurred on such specific purposes are also deducted

from the special fund. For example, a club may maintain a special fund for
sports activities. In such a situation, the interest income on sports fund

investments is added to the sports fund and all expenses on sports deducted

therefrom. The special funds are shown in balance sheet. However, if, after
adjustment of income and expenses the balance in specific or special fund is

negative, it is transferred to the debit side of the Income and Expenditure
Account or adjusted as per prescribed directions. (see Illustrations 8 and 9.)

Illustration 8

Show how you would deal with the following items in the financial statements of
a Club:

Details Debit Credit
Amount Amount

(Rs.) (Rs.)

Prize Fund 80,000
Prize Fund Investments 80,000
Income from Prize Fund Investments 8,000
Prizes awarded 6,000
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Solution
Balance Sheet as on………..

Liabilities Amount Assets Amount

 (Rs.) (Rs.)

Prize fund 80,000 Prize Fund Investments 80,000
Add: Income from   8,000

Investments 88,000
Less: Prizes Awarded   6,000 82,000

Illustration 9

(a) Show the following information in financial statements of a ‘ Not-for-Profit’

Organisation:

Details Amount

(Rs.)

Match Expenses 16,000
Match Fund 8,000
Donation for Match Fund 5,000
Sale of Match tickets 7,000

(b) What will be the effect, if match expenses go up by Rs. 6,000 other things
remaining the same?

Solution

(a)
Balance Sheet as on………..*

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Match fund 8,000
Add: Donation 5,000

(Specific)
Add: Sale of Match   7,000

Tickets 20,000
Less: Match Expenses  16,000 4,000

4,000

* Only relevant data.

    (b)
If match expenses go up by Rs. 6,000, the net balance of the match fund

becomes negative i.e. Debit exceeds the Credit, and the resultant debit balance

of Rs. 2,000 shall be charged to the Income and Expenditure Account of that
year.
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Test your Understanding – II

How would you treat the following items in the case of a ‘not-for-profit’ organisation?
1. Tournament Fund Rs. 40,000. Tournament Expenses Rs. 14,000. Receipts

from Tournament Rs. 16,000.
2. Table Tennis match expenses Rs. 4,000.
3. Prize Fund Rs. 22,000. Interest on Prize fund Investments Rs. 3,000. Prizes

given Rs. 5,000. Prize fund Investments Rs. 18,000.
4. Receipts from Charity Show Rs. 7,000. Expenses on Charity Show Rs. 3,000.

Illustration 10

Extract of a Receipt and Payment Account for the year ended on March 31,

2015:
Payments:

Stationery Rs. 23,000

Additional Information:

Details April 1, 2014 March 31, 2015

Stock of stationery 4,000 3,000
Creditors for stationery 9,000 2,500

Solution

Details Amount
(Rs.)

Payment made for the purchase of stationery as per
Receipts and Payments account 23,000
Less: Payment for 2013-14 (i.e. creditors in the beginning) 9,000

Payment made for the year 2014-15 14,000
Add: Payment not yet made  (i.e. creditors at the end) 2,500

Stationery Purchased  for the year 2014-15 16,500
Add: Stock in the beginning 4,000

Stationery Available for consumption during 2014-15 20,500
Less: Stock at the end 3,000

Stationery Consumed during 2014-15 to be taken to the
Expenditure side of the Income and Expenditure account 17,500

Stationery: Normally expenses incurred on stationary, a consumable items are

charged to Income and Expenditure Account. But in case stock of stationery
(opening and/or closing) is given, the approach would be make necessary

adjustments in purchases of stationery and work out cost of stationery consumed

and show that amount in Income and Expenditure Account and its stock in the
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balance sheet. For example, the Receipt and Payment Account shows a payment

for stationery amounting to Rs. 40,000 and there is an opening and closing
stationery amounting to Rs. 12,000 and Rs. 15,000. The amount of expense on

stationery will be worked out as follows:
Stationery
Purchases 40,000
Add: Opening stock 12,000

52,000
Less: Closing stock 15,000

37,000

In case stationery is also purchased on credit, the amount of its consumption
will be worked out as given in Illustration 12.

Do it Yourself

1. Find out the cost of medicines consumed during 2014-15 from the following
information:

Details Amount

(Rs.)

      

Payment for purchase of medicines 3,70,000
Creditors for medicines purchased:
On 1.4.2014 25,000
On 31.3.2015 17,000
Stock of Medicines:
On 1.4.2014 62,000
On 31.3.2015 54,000
Advance to suppliers of medicines:
On 1.4.2014 11,500

On 31.3.2015 18,200

2. What amount of sports material will be posted to Income and Expenditure
Account for the year ended  March 31, 2014 as expenditure? :

Amount

(Rs.)
      

Stock of sports materials as on April 1, 2014 7,500
Creditors for sports material as on April 1, 2014 2,000
Stock of sports material as on March 31, 2015 6,200
Amount paid for sports material during the year 2014-15 17,000
Advance paid for sports material as on March 31, 2015 3,500
Creditors for sports material as on March 31, 2015 1,200
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Illustration 11

Following is the Receipt and Payment Account of an Entertainment Club for the
period April 1, 2015 to March 31, 2016.

Receipt and Payment Account for the year ending March 31, 2016

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d Salaries 24,000
Cash 27,500 Electric bill 21,000
Bank   60,000 87,500 Food stuff for restaurant 60,000
Member’s subscriptions: Telephone bill 35,000
2014-2015 12,500 Subscription for periodicals 14,500
2015-2016 1,00,000 Printing and stationery 13,000
2016-2017    10,000 1,22,500 Sports expenses 50,000
Sale of furniture Secretary’s honorarium 30,000
(book value: Rs. 8,000) 10,000 8% Investments (31.3.2007) 1,00,000
Sale of food stuffs 1,00,000 Balance c/d:
Sale of old periodicals 3,200 Cash 21,500
and newspapers Bank 45,000 66,500
Hire of ground used 48,750
for marriage
Donation for sports fund 25,000
Locker Rent 17,050

4,14,000 4,14,000

Additional Information

1. The club had 225 members, each paying an annual subscription of Rs. 500.
Subscription outstanding as on 31 March 2016 Rs. 15,000.

2. Telephone bill outstanding for the year 2015-2016 is Rs. 2,000.

3. Locker Rent Rs. 3,050 outstanding for the year 2014-15 and Rs. 1,500 for
2015-16.

4. Salary outstanding for the year 2015-16 Rs. 4,000.

5. Opening Stock of Printing and stationery Rs. 2,000 and closing stock of printing
and stationery is Rs. 3,000 for the year 2015-16.

6. On 1st April 2015 other balances were as under:
Rs.

Furniture 1,00,000
Building 6,50,000
Sports fund 15,000

7. Depreciation Furniture and Building @ 12.5% and 5% respectively assuming that
it is on reducing balance for the year ending March 31.2016

Prepare Income and Expenditure account and Balance Sheet as on

that date.
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Solution
Book of Entertainment Club

Income and Expenditure Account
for the year ending on March 31, 2016

Expenditure Amount Income Amount

(Rs.) (Rs.)

Salary 24,000 Subscriptions 1,00,000
Add: Outstanding 4,000 28,000 Add: Outstanding       12,500 1,12,500
Electric Bill 21,000 Sale of old periodicals 3,200
Telephone Bill 35,000 Profit on sale of furniture 2,000

Add: Outstanding 2,000 37,000 Hire of ground for marriage 48,750
Subscription for periodicals 14,500 Locker rent 17,050
Printing and Stationery 13,000 Less: Opening o/s 3,050
Add: Opening Stock 2,000 14,000

15,000 Add: Closing o/s 1,500 15,500
Less: Closing stock 3,000 12,000
Secretary's honorarium 30,000 Sale of Food Stuff 1,00,000
Sports Expenses 50,000 Cost of food Consumed 60,000 40,000
Less: Opening Balance

 of sports fund 15,000

35,000
Less: Donation for

 Sports 25,000 10,000

Depreciation On:
Furniture 11,500
Building 32,500 44,000
Surplus (Excess of Income over 25,450

     Expenditure)

2,21,950 2,21,950
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Balance Sheet of Entertainment Club as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Sports fund 15,000 Cash in hand 27,500
Capital/General  Fund 8,42,550 Cash at bank 60,000
(Balancing figure) Outstanding subscription 15,000

Outstanding locker Rent 3,050
Printing & Stationery 2,000
Furniture 1,00,000
Buildings 6,50,000

8,57,550 8,57,550

Balance Sheet of Entertainment Club as on March 31, 2016

Liabilities Amount Assets Amount
(Rs.) (Rs.)

Subscriptions received in
advanced 10,000 Cash in hand 21,500
Outstanding Telephone Bill 2,000 Cash at bank 45,000
Salary Outstanding 4,000 Outstanding subscriptions 15,000
Capital/General Fund 8,42,550 (2015 Rs 2500 and 2016 Rs 12500)

Add: Surplus 25,450 8,68,000 Outstanding locker Rent 1,500
Printing and Stationery 3,000
Furniture 1,00,000
Less: Sales 8,000

92,000
Less: Depreciation 11,500 80,500

Building 6,50,000
Less: Depreciation 32,500 6,17,500
Investment 1,00,000

8,84,000 8,84,000
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Illustration 12

Prepare Income and Expenditure Account and Balance Sheet for the year ended
March 31, 2015 from the following information.

Receipt and Payment Account for the year ending March 31, 2015

Receipts Amount Payments Amount
(Rs.) (Rs.)

Balance b/d 41,000 Salaries and Wages:
Subscriptions: 2013-14 4,800
2013-14 7,200 2014-15 83,200 88,000
2014-15 3,37,600 Sundry expenses 37,000
2015-16    12,000 3,56,800 Freehold land 60,000
Entrance fees 16,000 Stationery 16,000
Locker rent 58,000 Rates 24,000
Revenue from refreshment 48,000 Refreshment expenses 37,500
Income from investments 56,000 Telephone charges 4,000

Investments 2,50,000
Audit fee 6,000
Balance c/d 53,300

5,75,800 5,75,800

The following additional information is provided to you:

1. There are 1800 members each paying an annual subscription of

Rs. 200, Rs. 8,000 were in arrears for 2013-14 as on April 1, 2014.

2. On March 31, 2015 the rates were prepaid to June 2015; the charge
paid every year being Rs. 24,000.

3. There was an outstanding telephone bill for Rs. 1,400 on March 31, 2015.

4. Outstanding sundry expenses as on March 31, 2014 totaled Rs. 2,800.

5. Stock of stationery as on March 31, 2014 was Rs. 2000; on March 31, 2015, it

was Rs. 3,600.

6. On March 31, 2014 Building stood at Rs. 4,00,000 and it was subject to

depreciation @ 2.5% p. a.

7. Investment on March 31, 2014 stood at Rs. 8,00,000.

8. On March 31, 2015, income accrued on investments purchased during

the year amounted to Rs. 1,500.
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Solution
Income and Expenditure Account

for the year ending on March 31, 2015
Dr. Cr.

Expenditure Amount Income Amount

(Rs.) (Rs.)

Salaries and Wages 83,200 Subscriptions 3,60,000

Sundry Expenses 37,000 Entrance fees 16,000

Less: Outstanding on Locker rent 58,000

31.3.2014   2,800 34,200 Income from refreshment:

Stationery : (consumed) Revenue from 48,000

Opening stock 2,000 refreshment

Add: Purchases 16,000 Less: Refreshment  37,500 10,500

Less: Closing stock   3,600 14,400 expenses

Rates 24,000 Income from 56,000

Less: Paid for 2015-16 6,000 investments

Add: Prepaid in 2014-15  6,000 24,000 Add: Accrued income    1,500 57,500

Telephone charges 4,000 on current year

Add: Outstanding   1,400 5,400 investment

audit fee 6,000

Surplus Depreciation on building 10,000

(excess of Income over

expenditure) 3,24,800

5,02,000 5,02,000

Balance Sheet as on March 31, 2015

Liabilities Amount Assets Amount
(Rs.) (Rs.)

Outstanding Telephone 1,400 Cash and Bank Balance 53,300
Expenses Subscription in Arrears 23,200
Subscription received in 12,000 Stock of Stationery 3,600
Advance Rates Prepaid 6,000
General Fund 12,49,400 Accrued Interest on investment: 1,500
Add: Surplus   3,24,800 15,74,200 Investments 8,00,000

Additions  2,50,000 10,50,000
Building 4,00,000
Less: Depreciation     10,000 3,90,000
Land 60,000

15,87,600 15,87,600
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Balance Sheet as on March 31, 2014

Liabilities Amount Assets Amount
(Rs.) (Rs.)

Outstanding Sundry Expenses 2,800 Cash and Bank balance 41,000
Outstanding Salary and Wages 4,800 Subscription in arrears 8,000
General Fund 12,49,400 Stock of stationery 2,000
(Balancing figure) Rates prepaid 6,000

Investments 8,00,000
Building 4,00,000

12,57,000 12,57,000

Working Note :

Subscription Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

(Rs.) (Rs.)

Opening Balance or 8,000 Receipt and Payment 3,56,800

Balance b/d (Arrears Balance c/d 23,200
for 2013-14)

Income and Expenditure 3,60,000
(1800×200)

Balance 12,000
c/d (Advance for

2015-16)

3,80,000 3,80,000

Illustration 13

Following is the Receipt and Payment Account of Friendship Club in respect of

the Year on 31.3.2015.

Receipt and Payment Account for the year ending March 31, 2015.

Receipts Amount Payment Amount
(Rs.) (Rs.)

Opening cash in hand 10,000 Salaries 20,000
Subscription: Stationery 4,500
2013-14 15,000 Rates and Taxes 1,500
2014-15 20,000 Telephone charges 7,500
2015-16   5,000 40,000 8% govt. securities at par 25,000
Profit from sports 17,800 Sundry expenses 500
Interest on 8% govt. securities 5,000 Courier service charges 300

Closing cash in hand 13,500

72,800 72,800
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Additional Information :

1. There are 500 members, each paying an annual subscription of Rs. 50, Rs. 17,500
being in arrears for 2013-14 at the beginning of 2014-15. During 2013-14,
subscriptions were paid in advance by 40 members for 2014-15.

2. Stock of stationery at March 31, 2014, was Rs. 1,500 and at March 31, 2015, Rs. 2,000.

3. At March 31, 2006, the rates and taxes were prepaid to the following January 31,
the annual charge being Rs. 1,500.

4. A quarter’s charge for telephone is outstanding, the amount accrued being Rs.
1,500. There is no change in quarterly charge.

5. Sundry expenses accruing at 31.3.2014 were Rs. 250 and at March 31, 2015 Rs. 300.

6. At March 31, 2014 Building stood in the books at Rs. 2,00,000 and it is required
to write off depreciation @ 10% p.a.

7. Value of 8% Government Securities at March 31, 2005 was Rs. 75,000 which were
purchased at that date at Par. Additional Government Securities worth Rs. 25,000
are purchased on March 31, 2015.

You are required to prepare:
(a) An Income and Expenditure Account for the year ended on 31.3.2015

(b) A Balance Sheet on that date.

Solution
Books of Friendship Club

Balance Sheet as on March 31, 2014

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Outstanding Expenses: Building 2,00,000
Telephone charges 3,000 Investment in 8% Govt. 75,000
Sundry Expenses    250 3,250 Securities
Subscription received in 2,000 Stock of stationery 1,500
Advance Prepaid Rates and Taxes 1,250
General Fund 3,00,000 Subscription outstanding 17,500
(balancing figure) Cash in hand 10,000

3,05,250 3,05,250

Income and Expenditure Account
for the year ending on March 31, 2015

Expenditure Amount Income Amount
(Rs.) (Rs.)

Salaries 20,000 Profit on Sports 17,800
Stationery (paid) 4,500 Interest on  8% Govt. 5,000
Add: Opening stock   1,500 Securities Received

6,000 Add: Receivable   1,000 6,000
Less: Closing stock   2,000 Total Subscription 40,000
Stationery consumed 4,000 Received during
Rates and Taxes 1,500 the current year
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Less: Closing Prepaid   1,250 Add: Opening 2,000
250 Subscription in advance

Add: Opening Prepaid   1,250 1,500 Add: Outstanding at 5,500
Telephone charges paid 7,500 the end of the
Add: Outstanding   1,500 Current Year

(Current Year) 9,000 (2,500+3,000)=   47,500
Less: Outstanding   3,000 6,000 Less: Subscription   5,000

(Previous year) received in 42,500
Sundry expenses paid 500 Advance(Closing)
Add: Outstanding      300 Less: Outstanding   17,500 25,000*

(Current Year) 800 at the start of
Less: Outstanding      250 550 the Current Year

(Previous year) Deficit: (Excess of Expenditure 3,550
Depreciation on building 20,000  over to Income)
Courier charges 300

52,350 52,350

• Verification: 500 × 50 = 25000.

Balance Sheet of Friendship Club as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Outstanding Expenses: Building : 2,00000
Telephone charges 1,500 Less: depreciation     20,000 1,80,000
Sundry Expenses      300 1,800 Investment in 8% 75,000
Subscription received in 5,000 Govt. Securities:
Advance Add: Purchases     25,000 1,00,000
General Fund 3,00,000 Stock of stationery 2,000
Less: Deficit    3,550 2,96,450 Interest on 8% 1,000

Govt. securities Receivable
Prepaid Rates and Taxes 1,250
Subscription outstanding 5,500
(Rs.17,500-Rs. 5,000)
+Rs. 3,000= Rs.5,500
Cash in hand 13,500

3,03,250 3,03,250

1.7 Income and Expenditure Account based on Trial Balance

In case of not-for-profit organisations, normally the Income and Expenditure

Account and Balance Sheet is prepared based on the Receipts and Payments
Account and the additional information given. But, sometimes, the trial

balance along with some additional information is given for this purpose.
See Illustration 14.
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Illustration 14

From the trial balance and other information given below for a school, prepare

Income and Expenditure Account for the year ended on 31.3.2014 and a Balance
Sheet as on that date:

Debit Balance Amount Credit Balance Amount
(Rs.) (Rs.)

Building 6,25,000 Admission fees 12,500
Furniture 1,00,000 Tuition fees received 5,00,000
Library books 1,50,000 Creditors for supplies 15,000
Investment @12% 5,00,000 Rent for the school hall 10,000
Salaries 5,00,000 Miscellaneous receipts 30,000
Stationery 40,000 Government grant 3,50,000
General expenses 18,000 General fund 10,00,000
Sports expenses 15,000 Donation for library books 62,500
Cash at bank 50,000 Sale of old furniture 20,000
Cash in hand 2,000

20,00,000 20,00,000

Additional Information:

(i) Fees yet to be received for the year are Rs. 25,000.
(ii) Salaries yet to be paid amount to Rs.30,000.

(iii) Furniture costing Rs. 40000 was purchased on October 1, 2010.
(iv) The book value of the furniture sold was Rs. 50,000 on April 1, 2013
(v) Depreciation is to be charged @ 10% p.a. on furniture, 15% p.a. on Library books,

and 5% p.a. on building.

Solution
Income and Expenditure Account

for the year ending on March 31, 2014

Expenditure Amount Income Amount
(Rs.) (Rs.)

Loss on sale of old furniture 30,000 Admission fees 12,500
(50,000 –20,000) Tuition fees 5,00,000
Salaries 5,00,000 Add: Outstanding    25,000 5,25,000
Add: outstanding    30,000 5,30,000 Rent for the school hall 10,000
Stationery 40,000 Miscellaneous receipts 30,000
General expenses 18,000 Government grant 3,50,000
Depreciation: Interest accrued on 60,000
   Furniture 3,000 investments
    Building 31,250
   Library books    22,500 56,750
Sports expenses 15,000
Surplus (excess of income 2,97,750
over expenditure)

9,87,500 9,87,500
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Working Notes:

1. As admission fee is a regular income of a school, so it has been taken as a revenue
income of the school.

2. Depreciation on furniture has been computed as following on the assumption
that furniture was sold on April 1, 2013.

Amount

(Rs.)

Book Value on March 31, 2014 1,00,000
Less: Book Value of Sold furniture (50,000)

50,000

Depreciation on furniture of Rs. 10,000 for one year 1,000
Depreciation on furniture of Rs. 40,000 for 6 months 2,000

Total depreciation 3,000

Balance Sheet as on March 31, 2014

Liabilities Amount Assets Amount
(Rs.) (Rs.)

Creditors for Supplies 15,000 Buildings 6,25,000
Outstanding Salaries 30,000 Less: Depreciation     31,250 5,93,750
Donation for Library Books 62,500 Furniture 1,00,000
General fund 10,00,000 Less: Sold     50,000
Add: Surplus   2,97,750 12,97,750 50,000

Less: Depreciation       3,000 47,000
Accrued fees 25,000
Library books 1,50,000
Less: Depreciation     22,500  1,27,500
Investments @ 12% 5,00,000
Interest accrued 60,000
Cash at bank 50,000
Cash in hand 2,000

14,05,250 14,05,250

1.8 Incidental Trading Activity

Sometimes, trading activities such as chemist Shop, hospital, canteen, beauty

parlour etc. also take place in such organisations to provide certain facilities to
members or public in general. In such a situation, trading account has to be

prepared to ascertain the results of such incidental activity. The profit from such

commercial (trading) activities is applied to fulfill the main objectives for which
the organisation was set up, and so it is transferred to the Income and

Expenditure Account. It is pertinent to note the following procedure:
1. Prepare trading account to determine profit (or Loss) due to incidental

commercial (trading) activity. All costs and revenues directly and exclusively
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related to such activity are recorded in the trading account. Balance of

trading account is transferred to the Income and Expenditure Account.
2. Income and Expenditure Account records, in addition to trading Profit

(or loss), all other incomes and expenses not recorded in the Trading

Account. Surplus or deficit revealed by the Income and Expenditure
Account is transferred to capital/general fund.

Illustration 15

Following balances have been extracted from the books of Pleasant Club for the

year ended on March 31, 2015:

Details Amount

(Rs.)

Capital Fund as on March 31, 2014 2,05,000
Furniture as on March 31, 2014 21,000
Additions of furniture during the year 23,500
Billiard Table and other accessories as on March 31, 2014 22,250
China glass and cutlery and Linen as on March 31, 2014 6,250
Restaurant receipts during the year 9,68,000
Restaurant stock as on March 31, 2014 9,750
Receipts from billiard Room during the year 86,000
Subscription received during the year 88,750
Interest on deposit received during the year 6,000
Honorarium paid to Secretary 80,000
Purchases for restaurant 5,59,500
Rent and Rates 87,250
Wages (restaurant Rs. 1,25,000) 2,30,750
Repairs and Renewals 44,750
Lighting 44,250
Fuel 33,500
Sundry expenses 8,000
Cash in hand as on March 31, 2014 4,375
Bank balance as on March 31, 2014 36,875
Bank deposit @10% as on March 31, 2014 1,00,000

Payment for purchases included Rs.7,500 for the year ended on March 31,
2014. Restaurant stock as on March 31, 2015 were Rs. 11,250. Amount of

Subscription received included Rs. 12,000 for the previous year and Rs. 3,000
for the next year. Subscription outstanding as on March 31, 2015 were Rs. 12,500.

Depreciation should be provided as per following rate Structure:

(a) Furniture @ 10 %; (b) Billiard Table and other accessories@ 12%; (c)
China glass and cutlery @ 20%.

Cost of boarding expenses of the staff is estimated at Rs. 68,750 of which
Rs. 50,000 is to be charged to Restaurant.
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Prepare the Receipt and Payment Account; Income and Expenditure Account

and the Balance Sheet showing the working of the Restaurant separately. Cash
in hand on March 31, 2015 was Rs. 8,500.

Solution
Books of Pleasant Club

Receipt and Payment Account
for the year ending on March 31, 2012

Receipts Amount Payments Amount

(Rs.) (Rs.)

Opening Balance: Rent and Rates 87,250
Cash in hand 4,375 Wages:

Cash at bank  36,875 41,250 Restaurant 1,25,000
Subscriptions 88,750 Others  1,05,750 2,30,750
Interest on deposit 6,000 Repairs and Renewals 44,750
Restaurant receipts 9,68,000 Furniture purchased 23,500
Billiard receipts 86,000 Honorarium of Secretary 80,000

Purchases for restaurant 5,59,500
Lighting 44,250
Fuel 33,500
Sundry expenses 8,000
Closing balance:
Cash in hand 8,500
Cash at bank   70,000 78,500
(balancing figure)

11,90,000 11,90,000

Trading Account
for the year ending on March 31, 2015

Details Amount Details Amount

(Rs.) (Rs.)

Opening stock 9,750 Restaurant receipts 9,68,000
Purchases 5,59,500 Cost of boarding expenses 68,750
Less: Previous year      7,500 5,52,000 of the staff
Wages 1,25,000 Closing stock 11,250
Depreciation of china 1,250
glass cutlery
Cost of boarding expenses 50,000
of the staff
Fuel 33,500
Profit transferred to 2,76,500
Income and Expenditure

10,48,000 10,48,000
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Income and Expenditure Account
for the year ending on March 31, 2015

Expenditure Amount Income Amount

(Rs.) (Rs.)

Wages 1,05,750 Subscription Received 88,750
Repairs and Renewals 44,750 Add: Outstanding     12,500
Honorarium of Secretary 80,000 this year 1,01,250
Lighting 44,250 Less: Outstanding     12,000
Rent and Rates 87,250 previous year 89,250
Cost of boarding Less: Advance for       3,000 86,250
expenses of the staff 18,750 Next year
Sundry expenses 8,000 Interest received 6,000
Depreciation on: Add: Accrued       4,000 10,000
Furniture 4,450 Billiard receipts 86,000
Billiard table   2,670 7,120 Profit transferred 2,76,500
Surplus: (Excess of Income from trading Account
over Expenditure) 62,880

4,58,750 4,58,750

Balance Sheet of Pleasant Club as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Capital Fund 2,05,000 Furniture:
Add: Surplus    62,880 2,67,880 Opening Balance 21,000
Subscription received 3,000 Add: Additions     23,500
in Advance 44,500

Less: Depreciation       4,450 40,050
Billiard Table 22,250
Less: Depreciation       2,670 19,580
China glass and cutlery 6,250
Less: Depreciation       1,250 5,000
Restaurant stock 11,250
Subscription Outstanding 12,500
Interest Accrued 4,000
Bank deposit 1,00,000
Cash in hand 8,500
Cash at bank 70,000

2,70,880 2,70,880

Illustration 16

Prepare Income and Expenditure Account of Entertainment Club for the year
ending March 31, 2015 and Balance Sheet as on that date from the following

information:
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Receipt and Payment Account
For the year ending on March 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d 24,000 Rent and Rates 48,750
Subscriptions Furniture purchased 40,000

2013-14 23,250 Creditors for sports materials 61,000
2014-15 3,36,000 Purchases for sports materials 10,000

2015-16   13,000 3,72,250 Cost of prizes awarded 20,750
Sale of sports materials 26,000 Match expenses 35,150

Entrance fees 40,000 Miscellaneous expenses 1,50,000
General donation 20,250 Balance c/d 1,34,050

Donation for prize fund 14,000
Interest on prize fund

Investments 1,500

Miscellaneous receipts 1,700

4,99,700 4,99,700

Additional Information:

Details Apr. 01, 2014 Mar. 31, 2015

Sports materials 20,000 25,000
Furniture 2,00,000 ?

5% Prize fund investments 60,000 ?
Creditors for sports materials 7,000 14,750

Subscription in arrears 23,750 ?
Prize fund   60,000 ?

Rent paid in advance ----   3,750
Outstanding rent 3,750

Outstanding miscellaneous expenses 11,400 20,100
Miscellaneous expenses paid in advance 3,750 4,250

Book value of sports materials sold was Rs. 20000
Depreciation on furniture is to be provided @ 10%.

Half of the entrance fee is to be capitalised.
There are 1440 members, each paying an annual

subscription @ Rs. 250.
Subscription received in advance on 1.4.2014

were Rs. 7,000.
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Solution
Books of Entertainment Club

Income and Expenditure Account
for the year ending March 31, 2015

Expenditure Amount Income Amount

(Rs.) (Rs.)

Rent 48,750 Subscriptions 3,36,000

Less: Opening      3,750 Add: Received
Outstanding in advance

45,000 (2014-2015) 7,000
Less: paid in advance      3,750 41,250 Add: Outstanding
Sports Materials (2013–2014) 17,000 3,60,000

Opening stock 20,000 (Rs.3,60,000–Rs.3,43,000) 3,60,000
Add: Payments     61,000 General donations 20,250

to creditor Entrance fees 20,000
81,000 Sports materials

Add: Closing creditor     14,750 (Profit on sale)

  95,750 (i.e. 26,000–20,000) 6,000
Add: Cash purchase     10,000 Miscellaneous receipts 1,700

1,05,750
Less: Opening creditor     7,000

98,750

Less: Sports material     20,000
Sold

78,750
Less: Closing stock     25,000 53,750
Match expenses 35,150

Depreciation on furniture 24,000
Miscellaneous expenses:
Paid 1,50,000
Less: Outstanding     11,400

(2013-2014)

1,38,600
Paid in advance      4,250

(2013-2014)
1,34,350

Add: Outstanding     20,100

(2013-2014)
1,54,250

Paid in advance      3,750 1,58,200
(2012-2013)

Surplus (Excess of 95,600

income over expenditure)

4,07,950 4,07,950
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Balance Sheet of Entertainment Club as on March 31, 2014

Liabilities Amount Assets Amount

(Rs,) (Rs,)

Capital Fund (Balancing figure) 2,42,350 Furniture 2,00,000
Prize fund 60,000 5% Prize Fund Investments 60,000
Creditors for 7,000 Subscription Receivable 23,750
Sports Materials (i.e. outstanding)
Subscription Received in 7,000 Stock of Sports Materials 20,000
Advance Outstanding Miscellaneous Expenses 3,750
Expenses: Paid in Advance
Rent 3,750 Cash in hand  24,000
Miscellaneous   11,400 15,150
Expenses

3,31,500 3,31,500

Balance Sheet of Entertainment as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Capital fund 2,42,350 Furniture:

Add: Surplus 95,600 Opening balance 2,00,000
Entrance fees     20,000 3,57,950 Additions    40,000

Prize fund 60,000 2,40,000
Add: Donations 14,000 Less: Depreciation    24,000 2,16,000

Interest received 1,500 5% Prize fund investments 60,000
Interest accrued*   1,500 Subscription receivable

77,000 (i.e. Outstanding):
Less: Prizes awarded     20,750 56,250 (2013-2014) 500
Creditors for sports materials 14,750 (2014-2015)    17,000 17,500
Subscription received in advance 13,000 Stock of sports materials 25,000
Outstanding miscellaneous 20,100 Miscellaneous expenses 4,250
expenses Paid in advance

Prepaid rent 3,750
Accrued interest on 1,500
Prize fund investments
Cash in hand 1,34,050

4,62,050 4,62,050

Note: * Interest on Prize Fund Investments @ 5% amounts to Rs. 3,000 whereas only
Rs. 1,500 have been received; so the balance is treated as Accrued interest.

It is preferable to prepare separate accounts of various items involving

many transactions. In this case Account for Subscription, Miscellaneous

Expenses, and Sports Materials may be made as a Classroom activity.
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Illustration 17

Shiv-e-Narain Education Trust provides the information in regard to Receipt
and Payment Account and Income and Expenditure Account for the year ended

March 31st 2015:

Receipt and Payment Account for the year ending March 31, 2015

Receipts Amount Payments Amount
(Rs.) (Rs.)

Cash in hand as on 3,000 Printing and Stationery 6,000
April 1, 2014 Lighting & Water 2,600
Cash at bank as on 15,000 Rent 21,000
April 1, 2014 Advertisement 2,820
Subscription: Miscellaneous Expenses 4,400

2013-14 12,000 Staff Salaries 85,000
2014-15 46,000 Furniture purchased 28,000
2015-16 15,600 73,600 Honorarium 15,000

Entrance fees 25,200 Books 5,000
Tuition fees: Cash in hand as on 9,180

2014-15 80,000 March 31, 2015
2014-15 10,000 90,000 Cash at bank as on 45,000

Interest on investment: March 31, 2015
2013-14 4,000
2014-15  6,000 10,000

Miscellaneous receipts 7,200

2,24,000 2,24,000

On March 31, 2015 the following balances appeared:

Investments Rs.1, 60,000; Furniture Rs.40, 000; and Books Rs.20, 000.

Income and Expenditure Account
for the year ending on March 31, 2015

Expenditure Amount Income Amount
(Rs.) (Rs.)

Printing and Stationery 7,800 Subscription 46,000
Lighting & Water 2,600 Interest on investment 6,800
Rent 24,000 Miscellaneous incomes 7,200
Staff salaries 84,000 Tuition fees 90,000
Advertisement 3,200
Honorarium 15,000
Misc. expenses 4,400
Depreciation on furniture 4,000
Surplus(Excess of income 5,000
over expenditure)

1,50,000 1,50,000

Prepare opening and closing balance sheet
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Solution
Shiv-e-Narain Education Trust

Balance Sheet as on March 31, 2014

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Capital/General Fund 2,54,000 Investments 1,60,000
(Balancing figure) Furniture 40,000

Books 20,000
Outstanding subscription 12,000
Accrued Interest on Invest. 4,000
Cash in hand 3,000
Cash at bank 15,000

2,54,000 2,54,000

Balance Sheet of Shiv-e-Narain Education Trust as on March 31, 2015

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Tuition fee advance 10,000 Investments 1,60,000
Rent Outstanding 3,000 Furniture 40,000
Advertisement Outstanding 380 Less: Depreciation     4,000
Printing & Stationery 1,800 36,000
Outstanding Add: Purchases    28,000 64,000
Advance Subscription 15,600 Books 20,000
Capital/ Add: Purchases     5,000 25,000
General  Fund 2,54,000 Interest Accrued 800
Add Entrance fee 25,200 Outstanding  tuition fee 10,000
Add Surplus      5,000 2,84,200 Staff Salary Advance 1,000

Cash in Hand 9,180
Cash at Bank 45,000

3,14,980 3,14,980

Note:

1. Income and Expenditure Account for the current year shows interest on

investment income Rs.6,800 while Receipts and Payments Account shows
the receipts of  Rs.6,000 the difference of Rs.800 means interest on
investment has become due but not yet receivable  during the year.

2. Income and Expenditure Account shows Rs.90,000 as income from Tuition
fees. However, the Receipts and Payments Account shows Rs.10,000 as

tuition fees received for the year 2015-16 and Rs.80,000 for 2014-15. It
implies that Rs.10,000 on account of tuition fees for the year 2014-15 are
still receivable (i.e. Tuition fees are outstanding).

3. Receipt and Payment Account shows a payment of Rs.85,000 on account of
staff salaries, but the Income and Expenditure Account shows expenditure
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of Rs.84,000 on account of staff salaries. It means the excess of Rs.1,000

shown in the Receipt and Payment Account may either belong to the
pervious year or the next year. Their  is no evidence that staff salaries of

Rs.1,000 was outstanding at the end of the  previous year  2013-14. This is
why this payment of Rs.1,000 has been considered  as an advance salaries
to the staff.

Terms Introduced in the Chapter

1. Not-for-Profit Organisation.

2. Receipts and Payments Account
3. Income and Expenditure Account

4. Entrance Fee
5. Life Membership
6. Special Receipts

7. Subscription
8. Donation

9. Incidental Trading Activity
10. Legacy

Summary

1. Difference between Profit Seeking Entities and Not-for-Profit Entities: Profit-seeking
entities undertake activities such as manufacturing trading, banking and

insurance to bring financial gain to the owners. Not-for-Profit entities exist to
provide services to the member or to the society at large. Such entities might

sometimes carry on trading activities but the profits arising therefrom are used
for further the service objectives.

2. Appreciation of the need for separate Accounting Treatment for Not-for-Profit

Organisations: Since not-for-profit entities are guided primarily by a service
motive, the decisions made by their managers are different from those made by

their counterparts in profit-seeking entities. Differences in the nature of
decisions implies that the financial information on which they are based, must
also be different in content and presentation.

3. Explanation of the nature of the Principal Financial Statements prepare by Not-for-
Profit enterprises: Not-for-Profit Organisations that maintain accounts based

on the double-entry system of accounting, generally prepare three principal
statements to fulfil their information needs. These include Receipts and
Payments Account, Income and Expenditure Account, and a Balance Sheet.

The Receipts and Payments Account is a summarised cash book which records
all cash Receipts and cash Payments without distinguishing between capital

and revenue items, and between items relating to the current year and those
relating to previous or future years.
The Income and Expenditure Account is an income statement which is prepared

to ascertain the excess of revenue income over revenue expenditure or vice
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versa, for a particular accounting year, as a result of the entity’s overall activities.

Although it is considered to be a substitute for the Trading and Profit and Loss
Account of a profit-seeking entity, there are certain conceptual differences

between the two statements. The Balance Sheet is prepared at the end of the
entity’s accounting year to depict the financial position on that date. It includes
the Capital Fund or Accumulated Fund, special purpose funds, and current

liabilities on the left hand or liabilities side, and fixed assets and current assets
on the right hand or assets side.

4. Difference between the Receipt and Payment Account and the Income and
Expenditure Account: Many differences exist between the Receipt and Payment
Account and the Income and Expenditure Account which is evident from the

nature and purpose of two statements. While the former records both capital
and revenue receipts and payments relating to any accounting year, the latter

records only revenue items relating to the current accounting year. Non-cash
expenses such as depreciation on fixed assets and outstanding incomes and
expenses are shown in the latter but omitted in the former. The Receipt and

Payment Account has an opening balance while the Income and Expenditure
Account does not. The closing balance of the former account represents cash

and bank balances on the closing date while in the latter account it indicates
surplus or deficit from the activities of the enterprise.

5. Conversion of a Receipt and Payment Account into an Income and Expenditure

Account: This essentially involves five steps namely, (i) adjusting the revenue
receipts on the debit side to include outstanding incomes and incomes relating

to the current year received earlier and to exclude amounts received in arrears
or in advance; (ii) adjusting revenue payments on the credit side; (iii) identifying
and showing non-cash expenses and losses on the debit side of the Income

and Expenditure Account; (iv) computing and showing profits/losses from
trading and/or social activities on the credit/debit side of the Income and

Expenditure Account; and (v) ascertaining the surplus or deficit as the closing
balance of the Income and Expenditure Account.

Questions for Practice

Short Answer Questions

1. State the meaning of ‘Not- for- Profit’ Organisations.

2. State the meaning of Receipt and Payment Account.
3. State the meaning of Income and Expenditure Account.

4. What are the feature of Receipt and Payment Account?
5. What steps are taken to prepare Income and Expenditure Account from a

Receipt and Payment Account?

6. What is subscription?  How is it calculated?
7. What is Capital Fund? How is it calculated?
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Long Answer Questions

1. Explain the statement: “Receipt and Payment Account is a summarised
version of Cash Book”.

2. “Income and Expenditure Account of a Not-for-Profit Organisation is akin
to Profit and Loss Account of a business concern”. Explain the statement.

3. Distinguish between Receipts and Payments Account and Income and

Expenditure Account.
4. Explain the basic features of Income and Expenditure Account and of

Receipt and Payment Account.
5. Show the treatment of the following  items by a not-for-profit organisation:

(i) Annual subscription

(ii) Specific donation
(iii) Sale of fixed assets

(iv) Sale of old periodicals
(v) Sale of sports materials
(vi) Life membership fee

6. Show the treatment of items of Income and Expenditure Account when
there is a specific fund for those items.

7. What is Receipt and Payment Account? How is it different from Income and
Expenditure Account?

Numerical Questions

1. From the following particulars taken from the Cash Book of a health club,
prepare a Receipts and Payments Account.

Rs.

Opening balance:
Cash in Hand 5,000
Cash at Bank 25,000
Subscriptions 1,65,000
Donations 35,000
Investment Purchased 80,000
Rent Paid 20,000
General Expenses 21,500
Postage and stationery 2,000
Courier charges 1,000
Sundry Expenses 2,500
Closing Cash in Hand 12,000

(Ans: Cash at Bank (balancing figure) Rs. 91,000)
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2. The Receipt and Payment Account of Harimohan charitable institution is given:

Receipt and Payment Account for the year ending March 31, 2015

Receipts Amount Payments Amount
(Rs.) (Rs.)

Balance b/d Furniture 3,000
Cash at Bank 22,000 Investments 55,000
Cash in Hand 8,800 Advance for building 20,000
Donations 32,000 Charities 60,000
Subscriptions 50,200 Salaries 10,400
Endowment fund 60,000 Rent and Taxes 4,000
Legacies 24,000 Printing 1,000
Interest on Investment 3,800 Postage 300
Interest on Deposits 800 Advertisements 1,100
Sale of old newspapers 500 Insurance 4,800

Balance c/d:
Cash at bank 32,000
Cash in hand 10,500

2,02,100 2,02,100

Prepare the Income and Expenditure Account for the Year ended on March 31, 2015

after considering the following:
(i) It was decided to treat Fifty per cent of the amount received on account of

Legacies and Donations as income.

(ii) Liabilities to be provided for are:
            Rent Rs. 800; Salaries Rs. 1,200; advertisement Rs. 200.

(iii) Rs. 2,000 due for interest on investment was not actually received.

(Ans : Excess of income over Expenditure Rs. 2,500.)

3. From the following particulars , prepare Income and Expenditure account:

Details Amount

(Rs.)

Fees collected, including Rs.80,000 on account of the 5,20,000
previous year
Fees for the year outstanding 30,000
Salary paid , including Rs. 5,000 on account 68,000
of the previous year
Salary outstanding at the end of the year 3,000
Entertainment expenses 8,000
Tournament expenses 25,000
Meeting Expenses 18,000
Traveling Expenses 7,000
Purchase of Books and Periodicals, including 40,000
Rs. 31,000 for purchase of Books
Rent 15,000
Postage, telegrams and telephones 6,000
Printing and Stationery 18,000
Donations received 25,000

(Ans : Excess of income over expenditure Rs. 3,07,000)
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4. Following is the information given in respect of certain items of a Sports Club.

Show these items in the Income and Expenditure Account and the Balance

Sheet of the Club:

Rs.

Sports Fund as on 1.4.2015 35,000

Sports Fund Investments 35,000

Interest on Sports Fund 4,000

Donations for Sports Fund 15,000

Sports Prizes awarded 10,000

Expenses on Sports Events 4,000

General Fund 80,000

General Fund Investments 80,000

Interest on General Fund Investments 8,000

(Ans : Balance of Sports Fund Rs. 40,000.)

5. How will you deal with the following items while preparing for the Bombay

Women Cricket Club its income and expenditure account for the year ending

31.3.2015 and its Balance Sheet as on 31.3.2015:

      Rs.

(a) Donation received during the year for the 12,25,000

construction of a permanent Pavilion

Expenditure incurred up to 31.3.2015 on its construction 10,80,000

The total estimated expenditure on construction 25,00,000

of Pavilion being

(b) Tournament Fund:

Balance as on 1.4.2014 10,700

Subscriptions for tournament received during the year 65,800

Expenditure incurred during the year on conducting 72,400

tournaments

(c) Life Membership fee received during the year 28,000

Give reasons for your answers.

(Ans : (a) Balance of Pavilion Fund Rs. 1,45,000; (b) Balance of Tournment

Fund Rs. 4,100; (c) Life Membership fee to the Capitalised).

6. From the following receipts and payments and information given below, Prepare

Income and Expenditure Account and opening Balance Sheet of Adult Literacy

Orgnisation as on December 31, 2015.
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Receipt and Payment Account for the year ending as on December 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d General Expenses 3,200
Cash in hand 4,000 News paper 1,850
Cash at Bank 15,550 Electricity 3,000

Subscriptions Fixed deposit with bank 18,000
2014 1,200 (on 31.06.2015) @ 10% p.a.
2015 26,500 Books 7,000
2016     500 28,200 Salary 3,600

Sale of old newspapers 1,250 Rent 6,500
Govt. grant 12,000 Postage charges 300
Sale of old furniture Furniture (purchased) 10,500
(book value Rs.5000) 3,700 Balance c/d
Interest received on FD 450 Cash in hand 3,000

Cash at bank 8,200

65,150 65,150

Information:
      (i) Subscription outstanding as on 31.12.2014  Rs.2,000 and on December 31,

2015 Rs.1,500.
     (ii) On December 31, 2015 Salary outstanding  Rs.600, and one month Rent

paid in advance.
(iii) On Jan. 01, 2014 orgnisation owned Furniture Rs.12,000, Books Rs.5,000.

(Ans :  Surplus Rs. 22,300, Opening Capital Fund Rs.38,550, Total Balance

Sheet Rs. 61,950).

7.  The following is the account of cash transactions of  the  Nari Kalayan Samittee
for the year ended December 31, 2015:

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance from last year 2,270 Rent 6,600
Subscriptions 32,500 Electric charges 3,200
Life membership fee 3,250 Lecturer’s fee 730
Donation 2,500 Office expenses 1,480
Profit from entertainment 7,250 Printing and Stationery 1,050
Sale of old Books 750 Legal fee 1,870
(books value Rs.1,000) Books 6,500
Interest 350 Furniture purchased 8,600

Expenses on nukar drama 1,300
Cash in hand 8,040
Cash at bank 9,500

48,870 48,870
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You are required to prepare an Income and Expenditure Account  after the
following adjustments:

(a) Subscription still to be received are Rs.750 , but subscription include Rs.500

for the year 2014.
(b) In the beginning of the year the Sangh  owned building Rs.20,000 and

furniture Rs.3,000 and Books  Rs.2,000.

(c) Provide depreciation   on   furniture @5%  (including  purchase ), books @
10%  and building @ 5%.

(Ans :  Surplus Rs. 24,090)

8. Following is the Receipt and Payment Account of Indian Sports Club, prepared
Income and Expenditure Account, Balance Sheet as on December 31, 2015:

Receipt and Payment Account for the year ending December 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d 7,890 Salary 11,000
Subscriptions 52,000 Electric charges 5,500
Life member ship fee 2,200 Billiard Table 17,500
Entrance fee 3,200 Office expenses 4,100
Tournament fund 26,000 Printing & Stationery 2,300
Locker Rent 1,250 Tournament expenses 18,500
Sale of old sports goods Repair of ground 2,000
(Costing Rs.2,200) 2,500 Furniture purchased 7,700
Sale of old newspaper 750 Sports equipments 12,000
Legacy 37,500 Cash in hand 12,690

Cash at bank 10,000
Fixed deposit
(on 1.10.2015 for 10% p.a) 30,000

1,33,290 1,33,290

Other Information:

Subscription outstanding was on December 31, 2014 Rs.1,200 and Rs.3,200
on  December 31, 2015. Locker rent outstanding on December 31, 2015 Rs.250.

Salary outstanding on December 31, 2015 Rs.1,000.
On January 1, 2015, club has Building Rs.36,000, furniture Rs.12,000,

Sports equipments Rs.17,500. Depreciation charged on these items @ 10%

(including Purchase).
(Ans : Surplus Rs.26,300, Opening Capital fund Rs.74,590, Total of Closing

Balance Sheet Rs.1,49,090)

9. From the following Receipt and Payment Account of Jan Kalyan Club, prepare

Income and Expenditure Account and Balance Sheet for the year ending

March 31, 2015.
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Receipt and Payment Account
for the year ending March 31, 2015

Receipts Amount Payments Amount
(Rs.) (Rs.)

Cash in hand as on 1.4.14 6,800 Salaries 24,000
Subscription 60,200 Traveling Expenses 6,000
Donation 3,000 Stationery 2,300
Sale of furniture 4,000 Rent 16,000
(Book value Rs.6000) Repair 700
Entrance fee 800 Books purchased 6,000
Life membership fee 7,000 Building purchased 30,000
Interest on investment 5,000 Cash in hand as 31.03.2015 1,800
(@ 5% for full year)

86,800 86,800

Additional Information:

As  on     As on
01.04.2014 31.03.2015

(i) Subscription received in advance 1,000 3,200
(ii) Outstanding subscription 2,000 3,700

(iii) Stock of stationery 1,200 800
(iv) Books 13,500 16,500

(v) Furniture 16,000 8,000
(vi) Outstanding rent 1,000 2,000

(Ans : Surplus Rs.11,100 ,Opening Capital fund Rs.1,37,000, Total of Closing
Balance Sheet Rs.1,60,800]

10. Receipt and Payment Account of Shankar Sports club is given below, for the
year ended March 31, 2015

Receipt and Payment Account
for the year ending March 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Opening Cash in hand 2,600 Rent 18,000
Entrance fees 3,200 Wages 7,000
Donation for building 23,000 Billiard table 14,000
Locker rent 1,200 Furniture 10,000
Life membership fee 7,000 Interest 2,000
Profit from entertainment 3,000 Postage 1,000
Subscription 40,000 Salary 24,000

Cash in hand 4,000

80,000 80,000

2015-16



57Accounting for Not-for-Profit Organisation

Prepare Income and Expenditure Account and Balance Sheet with help of

following Information:
Subscription outstanding on March 31, 2014 is Rs.1, 200 and Rs.2, 300 on

March 31, 2015, opening stock of postage stamps is Rs.300 and closing stock
is Rs. 200, Rent Rs.1, 500 related to 2005 and Rs.1, 500 is still unpaid.
On April 1, 2014 the club owned furniture Rs.15, 000, Furniture valued at

Rs. 22,500
On March 31, 2015, the club took a loan of Rs.20,000 (@ 10% p.a) in 2014.

(Ans : Deficit Rs.8,100, Opening Capital fund Deficit Rs.2,400, Total of Closing
Balance Sheet Rs. 53,500)

11. Prepare Income and Expenditure Account and Balance Sheet for the year ended

December 31, 2015 from the following Receipt and Payment Account and
Balance Sheet of culture club:

Receipt and Payment Account
for the year ending March 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Opening cash balance 12,000 Furniture 4,000
Subscription Telephone expenses 800

2013-14 2,000 Salary
2014-15   22,000 24,000 2013-14 1,000

Entrance fees 2,800 2014-15 4,000
Locker rent 1,000 Newspapers 700
Life membership fee 1,200 Sundry expenses 1,000
Government grant 11,000 Defence bonds 18,000

Land 20,000
Closing cash balance 2,500

52,000 52,000

Balance Sheet for the year ending March 31, 2014

Liabilities Amount Assets Amount

(Rs.) (Rs.)

Advance locker rent 200 Cash in hand 12,000
Subscription received in 1,000 Outstanding expenses 3,000
 Advance Building 35,000
Outstanding salary 2,000
Loan 10,000
Capital fund 36,800

50,000 50,000

(Ans : Surplus Rs.31500, Total of Closing Balance Sheet Rs.80500)
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12. From the following Receipt and Payment Account prepare final accounts of a

Unity Club for the year ended March 31, 2015

Receipt and Payment Accounts for the year ending March 31, 2015

Receipts Amount Payments Amount
(Rs.) (Rs.)

Balance b/d 15,000 Furniture 18,000
Sale of Old furniture Library books 10,000
(costing Rs. 6,000) 4,000 Salaries 72,000
Subscriptions: General expenses 18,000
2014-15 18,000 Electric charges 12,000
2015-16 60,000 Newspapers 33,800
2016-17  12,000 90,000 Postage 3,000
Sale of old newspapers 10,800 Stationery 40,000
Profit from entertainment 44,000 Audit fee 8,000
Rent 84,000 Balance c/d 33,000

2,47,800 2,47,800

Balance Sheet as on March 31, 2014

Liabilities Amount Assets Amount
(Rs.) (Rs.)

Outstanding Salary 6,000 Cash 15,000
Capital Fund 6,94,000 Outstanding subscription 18,000

Library Books 30,000
Furniture 37,000
Land and Building 6,00,000

7,00,000 7,00,000

Additional Information:

1. The Club had 500 members each paying an annual subscription of Rs. 150.
2. On 31.3.2015 salaries outstanding amounted to Rs. 1,200 and salaries paid

included Rs. 6,000 for the year 2013-14.
3. Provide 5% depreciation on Land and Building.

(Ans : Surplus Rs.14,000 Total of Closing Balance Sheet Rs.7,27,000)

13. Following is the information in respect of certain items of a Sports Club. You

are required to show them in the Income and Expenditure Account and the
Balance Sheet.
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Details Amount

(Rs.)

Sports Fund as on April 1, 2015 80,000
Sports Fund Investments 80,000
Interest on Sports Fund Investments 8,000
Donations for Sports Fund 30,000
Sports Prizes awarded 16,000
Expenses on Sports Events 7,000
General Fund 2,00,000
General Fund Investments 2,00,000
Interest on General Fund Investments 20,000

14. Receipt and Payment Account of Maitrey Sports Club showed that Rs. 68,500

were received by way of subscriptions for the year ended on March 31, 2016.

The additional information was as under:

1. Subscription Outstanding as on March 31, 2015 were Rs. 6,500,
2. Subscription received in advance as on March 31, 2015 were Rs. 4,100,
3. Subscription Outstanding as on March 31, 2016 were Rs. 5,400,

4. Subscription received in advance as on March 31, 2016 were Rs. 2,500.
Show how that above information would appear in the final accounts for the

year ended on March 31, 2016 of Maitrey Sports Club.

(Ans : Subscription credited to Income and Expenditure Account for the year

ended on March 31, 2016 is Rs. 69,000. Subscription Outstanding as on
31.3.2016 is Rs. 5,400 and should be shown on the assets side of the Balance
sheet as on March 31, 2016 and subscriptions of Rs. 2,500 received in advance

as on March 31, 2016 on the liabilities side of the balance sheet as on March
31, 2016)

15.  Following is the Receipt and Payment account of Rohatgi Trust :

Receipt and Payment Account for the year ending December 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Cash in hand 14,000 Rent 6,000
Cash at bank 60,000 Salary 12,000
Subscription: Postage 300

2014 5,000 Electricity charges 6,000
2015 83,000 Purchase of furniture 20,000
2016   3,000 91,000 Books 3,000

Sale of  investment 90,000 Defence Bonds 1,50,000
Interest on investment 2,000 Help to needy students 22,000
Sale of  furniture 3,200 Cash in hand 10,900
 (book value Rs.3,000) Cash at bank 30,000

2,60,200 2,60,200
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Prepare Income and expenditure account for the year ended December 31,

2015, and a balance sheet as on that date after the following adjustments:
Subscription for 2013, still owing were Rs. 7,000.  Interest due on defence

bonds was Rs.7,000, Rent still owing was Rs. 1,000. The Book value of investment
sold was Rs. 80,000, Rs. 30,000 of the investment were still in hand. Subscription
received in 2013 included Rs. 400 from a life member. The total furniture on

January 1, 2015 was worth Rs.12,000. Salary paid for the year 2014 is
Rs.2,000.

(Ans : Surplus Rs. 59,900, Total of Closing Balance Sheet Rs. 2,68,900)

16. Following Receipt and Payment Account was prepared from the cash book of
Delhi Charitable Trust for the year ending December 31, 2015

Receipt and Payment Account for the year ending December 31, 2015

Receipts Amount Payment Amount

(Rs.) (Rs.)

Balance b/d Charity 11,500
Cash in hand 11,500 Rent and taxes 3,200
Cash at bank 12,600 Salary 6,000
Donation 9,000 Printing 600
Subscription: 42,800 Postage 300
Legacies 18,000 Advertisements 4,500
Interest on investment 4,500 Insuranc es 2,000
Sale of old newspapers 200 Furniture 21,600

Investment 23,000
Balance c/d:
Cash in hand 9,900
Cash at bank 16,000

98,600 98,600

Prepare Income and expenditure account for the year ended December 31,
2014, and a balance sheet as on that date after the following adjustments:

(a) It was decided to treat one-third of the amount received on account of

donation as income.

(b) Insurance premium was paid in advance for three months.

(c) Interest on investment Rs.1,100 accrued was not received.

(d) Rent Rs.600: salary Rs.900 and advertisement expenses Rs.1,000
outstanding as on December 31, 2015.

(Ans : Surplus Rs.21,500, Total of Closing Balance Sheet Rs.72,100)

17. From the following Receipt and Payment Account of a club, prepare Income

and Expenditure Account for the year ended December 31, 2015 and the Balance
Sheet as on that date.
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Receipt and Payment Account for the year ending December 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d 3,500 General expenses 900
Subscription: Salary 16,000
2014 2,000 Postage 1,300
2015 70,000 Electricity charges 7,800
2016   3,000 75,000 Furniture 26,500
Sale of old Books 2,000 Books 13,000
(costing Rs.3,200) Newspapers 600
Rent from use of hall 17,000 Meeting expenses 7,200
Sale of  newspapers 400 T.V. set 16,000
Profit from entertainment 7,300 Balance c/d 15,900

1,05,200 1,05,200

Additional Information:

(a) The club has 100 members each paying an annual subscription of Rs.900.

          Subscriptions outstanding on December 31, 2012 were Rs.3,600.

     (b) On December 31, 2015, salary outstanding amounted to Rs.1,000, Salary
paid included Rs. 1,000 for the year 2014.

(c) On January 1, 2015 the club owned land and building Rs.25,000, furniture
Rs.2,600 and books Rs.6,200.

(Ans : Surplus Rs.79,700, Total of Closing Balance Sheet Rs.1,23,800)

18. Following is the Receipt and Payment Account of Women’s Welfare Club for the
year ended December 31, 2015:

Receipt and Payment Account for the year ending December 31, 2015

Receipts Amount Payments Amount

(Rs.) (Rs.)

Balance b/d 7,250 Salary 12,500
Subscriptions 81,750 Stationery 1,700
Donations 3,000 Electricity charges 9,550
Grant from Government 15,000 Insurance 7,500
Sale of  newspapers 300 Equipments 30,000
Proceeds of charity show 16,500 Petty expenses 500
 Interest on investments 7,000 Expenses on charity show 12,900
@ 10% for full year Newspapers 1,000
Sundries income 400 Lectures fee 16,500

Honorarium to Secretary 12,000
Balance c/d 27,050

1,31,200 1,31,200
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Additional Information:

01.01.2015 31.12.2015
Rs. Rs.

Outstanding salaries 1,200 1,800
Insurance prepaid 700 300

Subscription outstanding 3,750 2,500
Subscription received in advanced 1,750 1,000
Electricity charges outstanding — 1,250

Stock of stationery 2,250 700
Equipments 25,600 50,200

Building 1,20,000 1,14,000

Prepare Income and Expenditure Account for the year ended December 31,
2015 and Balance Sheet as on date.

(Ans : Surplus Rs.79,700, Total of Closing Balance Sheet Rs.1,23,800)

19. As at March 31, 2015 the following balances have been extrated from the books
of the Indian Chartered Accountants Recreation Club and you are asked to
prepare (1) Trading Account for ascertaining gross profit derived from running
resturant and dining room and (2) Income and Expenditure Account for the
year ended March 31, 2015 (3) and a Balance Sheet as at that date.

Debit Balances Credit Balances

Rs. Rs.

Stock-in-hand 1170 Receipts Dining Room 87,660
Purchases 24,660 Subscriptions 9,450
Dining Room 32,370 Billiard's Receipts 7,300
Rent 10,470 Sunday Receipts 410
Wages 18,690 Interest on Fixed Deposit 270
Repairs and Renewals 5,400 Sundry Credtiors 5310
Fuel and Light 5,280 Grant from Institute 42,000
Misc. Expenses 4,050 (permanent)
Cash in hand 560 Income and Exp. A/c 1,380
Cash at bank 2,760 (1.4.14)
Fixed Deposit 8,500
Sundry Debtors 2,250
China glass, cutlery & linen 600
Billiard Table 2,070
Fixtures and Fittings 870
Furniture 4,140
Club Premises 30,000

1,53,840 1,53,840

On March 31,2014 stock of restaurant consisted of Rs. 900 and Rs. 60
respectively. Provide depreciations Rs. 60 on fixtures and fittings, Rs. 390 on billiard
table and Rs. 560 on furniture.
(Ans: Excess of income over expenditure– Rs. 2,950: Total of Balance Sheet Rs. 51,700)
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Check-list to Test your Understanding

Test your Understanding – I

Ans. TRUE: (iii) (vi) (vii) (x); FALSE: (i) (ii) (iv).(v).(viii).(ix).

Test your Understanding – II

1. There is a specific tournament fund. The accounting treatment is as

under:
Liabilities side of the Balance Sheet Amount (Rs.)
Tournament fund 40,000
Add: Receipts from tournament   16,000

  56,000
Less: Tournament Expenses   14,000
Balance to remain on the Liabilities side of 42,000

the Balance Sheet

2. There is no specific fund. So the amount incurred on Table Tennis match

expenses Rs. 4,000 would be shown on the debit side of Income and
Expenditure Account. It is the case of expenses independent of any specific
fund.

3. There is a specific fund. The accounting treatment is as under:
Liabilities side of the Balance Sheet Amount

(Rs.)

Prize Fund 22,000
Add: Interest 3,000

25,000
Less: Prizes Paid 5,000

Balance to remain on the Liabilities side of the
Balance Sheet 20,000

Prize fund Investments would appear on the Assets

Side of the Balance Sheet 18,000

4. There is no specific fund. Receipts from Charity Show would be shown
on the credit side and expenses on charity show are deducted from the
receipts and the net amount would be shown on the credit side of Income
and Expenditure Account.
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