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BLUE PRINT 
 

 

PAPER 6: FINANCIAL ACCOUNTING 

Syllabus Structure: 

The syllabus comprises the following topics and study weightage: 
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1. FUNDAMENTALS & INTRODUCTION TO  

FINANCIAL ACCOUNTING 

A) MEANING OF ACCOUNTING: 

Accounting is the art of Recording, Classifying, Summarizing the transactions and events which 

have financial Character, Analyzing, Interpreting and communicating the result there of. 

 

1. EVENTS &TRANSACTIONS: 

A) Events: Everything that is happening in every moment of human life is an event. Simply stated, 

any happening is an event. As such, events can be financial like (purchasing a book, paying cab 

fare, receiving a cheque etc.) and non-financial like (visiting a book store, going for morning 

walk etc.). An event may involve any number of parties, and may be complete and may be 

incomplete. 

B) Transactions: An accounting transaction is an event which has a monetary impact on the 

financial position of the organisation. In order to be considered as a transaction, an event has 

to satisfy the following conditions:  

1. It must be measurable in terms of money.  

2. It must involve at least two parties.  

3. It involves a monetary exchange for a goods or service.  

4. It must cause a change in the financial position of the entity. 

Conclusion:  All Transaction are events but all events are not transactions. 

2. Goods& Services: These are tangible article or commodity in which a business deals. These articles 

or commodities are either bought and sold or produced and sold. Services are intangible in nature 

which are rendered with or without the object of earning profits. 
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3. Debtor: The sum total or aggregate of the amounts which the customer owe to the business for 

purchasing goods on credit or services rendered or in respect of other contractual obligations, is 

known as Sundry Debtors or Trade Debtors, or Trade Receivable, or Book-Debts or Debtors. 

¶ Good debts: The debts which are sure to be realized are called good debts.  

¶ Doubtful Debts: The debts which may or may not be realized are called doubtful debts.  

¶ Bad debts: The debts which cannot be realized at all are called bad debts. 

4. Creditor: ! ŎǊŜŘƛǘƻǊ ƛǎ ŀ ǇŜǊǎƻƴ ǘƻ ǿƘƻƳ ǘƘŜ ōǳǎƛƴŜǎǎ ƻǿŜǎ ƳƻƴŜȅ ƻǊ ƳƻƴŜȅΩǎ ǿƻǊǘƘΦ E.g. money 

payable to supplier of goods or provider of service. 

5. Trade Discount: It is the discount usually allowed by the wholesaler to the retailer computed on 

the list price or invoice price. Trade discount is not recorded in the books of accounts. 

6. Cash Discount: This is allowed to encourage prompt payment by the debtor. This has to be recorded in the 

books of accounts. 

7. Capital: It is amount invested in the business by its owners. It may be in the form of cash, goods, 

or any other asset which the proprietor or partners of business invest in the business activity. 

8. Drawings: It represents an amount of cash, goods or any other assets which the owner withdraws 

from business for his or her personal use. E.g. if the life insurance premium of proprietor or a 

partner of business is paid from the business cash, it is called drawings. 

9. Capital Expenditure: This represents expenditure incurred for the purpose of acquiring a fixed 

asset which is intended to be used over long term for earning profits there from. E. g. amount paid 

to buy a computer for office use is a capital expenditure. 

10. Revenue expenditure: This represents expenditure incurred to earn revenue of the current 

period. The benefits of revenue expenses get exhausted in the year of the incurrence. E.g. repairs, 

insurance, salary & wages to employees, travel etc. 

11. Profit: The excess of Revenue Income over expense is called profit. It could be calculated for each 

transaction or for business as a whole. 

12. Loss: The excess of expense over income is called loss. It could be calculated for each transaction 

or for business as a whole. 

13. Asset: An asset is a resource controlled by the enterprise as a result of past events from which 

future economic benefits are expected to flow to the enterprise. Ex: Buildings, Debtors 

14. Liability: A liability is a present obligation of the enterprise arising from past events, the 

settlement of which is expected to result in an outflow of a resource embodying economic 

benefits. Ex: Bank Loan, Creditors 
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15. Net worth: It represents excess of total assets over total liabilities of the business. Technically, this 

amount is available to be distributed to owners in the event of closure of the business after 

payment of all liabilities. 

16. DEFINITION OF CURRENT ASSET: 

An asset which is expected to be realized within twelve months after the reporting date or to be 

realized in, or is intended for sale or consumption inΣ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƴƻǊƳŀƭ operating cycle.  

Ex: Debtors, Stock. 

17. DEFINITION OF CURRENT LIABILITY: 

A liability is due to be settled within twelve months after the reporting date or is expected to be 

settled ƛƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƴƻǊƳŀƭ operating cycle. Ex: creditors, Short-term borrowings. 

18. RECORDING:   

Business transactions having financial character are recorded in ǘƘŜ ōƻƻƪ ƻŦ άJOURNALέΦ A journal 

is often referred to as Book of Prime Entry or the book of original entry. In this book transactions 

are recorded in their chronological order. The process of recording transaction in a journal is called 

ŀǎ ΨWƻǳǊƴŀƭƛǎŀǘƛƻƴΩΦ ¢ƘŜ ŜƴǘǊȅ ƳŀŘŜ ƛƴ ǘƘƛǎ ōƻƻƪ ƛǎ ŎŀƭƭŜŘ ŀ ΨƧƻǳǊƴŀƭ ŜƴǘǊȅΩΦ 

Specimen of a journal 

 

HOW TO RECORD? 

As per Dual aspect concept each transaction having two aspects.One is Debit as pect and other 

one is credit as pect. 

J. American Approach/ Modern Approach 

Ans:    Based on Accounting Equation 

 

CR         DR                        DR                    CR    

CAPITAL+LIABILITIES+INCOME      =       ASSETS + EXPENSES 
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For Assets Increase in Assets  

Decrease in Assets 

Dr. 

Cr. 

For Liabilities Decrease in Liabilities 

Increase in Liabilities 

Dr. 

Cr. 

For Capital Decrease in Capital  

Increase in Capital 

Dr. 

Cr. 

For Incomes Decrease in Income  

Increase in Income 

Dr. 

Cr. 

For Expense Increase in Expense  

Decrease in Expense 

Dr. 

Cr. 

 

Illustrative Accounting Equation Transactions: 

 

B. British Approach/ Traditional Approach 

 

TYPES OF 
ACCOUNTS

Personal 
Accounts

Natural Persons

Artificial Persons

Representative Persons

Impersonal 
Accounts

Real Accounts

(Tangible & Intangible)

Nominal Accounts
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1. Personal Account: As the name suggests these are accounts related to persons. 

(a) These persons could be natural persons ƭƛƪŜ {ǳǊŜǎƘΩǎ !κŎΣ !ƴƛƭΩǎ !κŎΣ wŀƴƛΩǎ !κŎ ŜǘŎΦ 

(b) The persons could also be artificial persons like companies, bodies corporate or association of 

persons or partnerships etc. Accordingly, we could have Videocon Industries A/c, Infosys 

Technologies A/c, Charitable Trust A/c, Ali and Sons trading A/c, ABC Bank A/c, etc. 

(c) There could be representative personal accounts as well. Although the individual identity of 

persons related to these is known, the convention is to reflect them as collective accounts. 

E.g. when salary is payable to employees, we know how much is payable to each of them, but 

ŎƻƭƭŜŎǘƛǾŜƭȅ ǘƘŜ ŀŎŎƻǳƴǘ ƛǎ ŎŀƭƭŜŘ ŀǎ Ψ{ŀƭŀǊȅ tŀȅŀōƭŜ !κŎΩΦ  

2. Real Accounts: These are accounts related to assets or properties or possessions. Depending 

on their physical existence or otherwise, they are further classified as follows:  

(a) Tangible Real Account ς Assets that have physical existence and can be seen, and touched. 

E.g. Machinery A/c, Stock A/c, Cash A/c, Vehicle A/c, and the like.  

(b)  Intangible Real Account ς These represent possession of properties that have no physical 

existence but can be measured in terms of money and have value attached to them. E.g. 

Goodwill A/c, Trade mark A/c, Patents & Copy Rights A/c, Intellectual Property Rights A/c etc. 

3. Nominal Account: These accounts are related to expenses or losses and incomes or gains e.g. 

Salary and Wages A/c, Rent of Rates A/c, Travelling Expenses A/c, Commission received A/c, 

Loss by fire A/c etc. 

GOLDEN RULES OF ACCOUNTING: 

Personal Account Debit the receiver or who owes to business 

Credit the giver or to whom business owes 

Real Account Debit what comes into business 

Credit what goes out of business 

Nominal Account Debit all expenses or losses 

Credit all income or gains 

 

19. CLASSIFYING:  

The book containing ŎƭŀǎǎƛŦƛŜŘ ƛƴŦƻǊƳŀǘƛƻƴ ŎŀƭƭŜŘ ŀǎ άLedgerέΦ Ledger is the main book or principal 

book of account. The entries into ledger accounts travel through the route of journal and It 

involves grouping of transactions of one nature at one place so as to put information in compact 

and usable form. These balances are used to ultimately prepare the financial statements like Profit 

and Loss A/c and Balance Sheet. 
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Specimen of a Ledger 

Dr              Cr 

Date Particulars J. F. Amount 

(Rs.) 

Date Particulars J. F. Amount 

(Rs.) 

        

        

Ledger Posting 

As and when the transaction takes place, it is recorded in the journal in the form of journal entry. 

The process of transferring the debit and credit items from journal to classified accounts in the 

ledger is known as posting. 

The rules for writing up accounts of various types are as follows: 

1. Separate account is opened in ledger book for each account and entries from Journal posted 

to respective account accordingly. 

2. Assets/ Expenses  : Increases on the left hand side or the debit side and decreases on the 

credit side or the right hand side. 

3. Liabilities/ Capitals / Incomes or gain: Increases on the credit side and decreases on the debit 

side. 

 

4. Lǘ ƛǎ ŀ ǇǊŀŎǘƛŎŜ ǘƻ ǳǎŜ ǿƻǊŘǎ Ψ¢ƻΩ ŀƴŘ Ψ.ȅΩ ǿƘƛƭŜ ǇƻǎǘƛƴƎ ǘǊŀƴǎŀŎǘƛƻƴǎ ƛƴ ǘƘŜ ƭŜŘƎŜǊΦ ¢ƘŜ ǿƻǊŘ 

Ψ¢ƻΩ ƛǎ ǳǎŜŘ ƛƴ ǘƘŜ ǇŀǊǘƛŎǳƭŀǊ ŎƻƭǳƳƴ ǿƛǘƘ ǘƘŜ ŀŎŎƻǳƴǘǎ ǿǊƛǘǘŜƴ ƻƴ ǘƘŜ ŘŜōƛǘ ǎƛŘŜ ǿƘƛƭŜ Ψ.ȅΩ ƛǎ 

used with the accounts written in the particular column of the crŜŘƛǘ ǎƛŘŜΦ ¢ƘŜǎŜ Ψ¢ƻΩ ŀƴŘ Ψ.ȅΩ 

do not have any meanings but are used to the account debited and credited. 

BALANCING AN ACCOUNT:  

1. At the end of the each month or year or any particular day it may be necessary to ascertain 

the balance in an account. To ascertain the balance in any account, what is done is to total the 

sides and ascertain the difference; the difference is the balance.  

2. If the credit side is bigger than the debit side, it is a credit balance. In the other case it is a debit 

balance. The credit ōŀƭŀƴŎŜ ƛǎ ǿǊƛǘǘŜƴ ƻƴ ǘƘŜ ŘŜōƛǘ ǎƛŘŜ ŀǎΣ ά¢ƻ .ŀƭŀƴŎŜ ŎκŘέΤ ŎκŘ ƳŜŀƴǎ 

άŎŀǊǊƛŜŘ ŘƻǿƴέΦ .ȅ ŘƻƛƴƎ ǘƘƛǎΣ ǘǿƻ ǎƛŘŜǎ ǿƛƭƭ ōŜ ŜǉǳŀƭΦ ¢ƘŜ ǘƻǘŀƭǎ ŀǊŜ ǿǊƛǘǘŜƴ ƻƴ ǘƘŜ ǘǿƻ ǎƛŘŜǎ 

opposite one another. 
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3. ¢ƘŜƴ ǘƘŜ ŎǊŜŘƛǘ ōŀƭŀƴŎŜ ƛǎ ǿǊƛǘǘŜƴ ƻƴ ǘƘŜ ŎǊŜŘƛǘ ǎƛŘŜ ŀǎ ά.ȅ ōŀƭŀƴŎŜ ōκŘ όƛΦŜΦΣ ōǊƻǳƎƘǘ ŘƻǿƴύέΦ 

This is the opening balance for the new period. The debit balance similarly is written on the 

ŎǊŜŘƛǘ ǎƛŘŜ ŀǎ ά.ȅ .ŀƭŀƴŎŜ ŎκŘέΣ ǘƘŜ ǘƻǘŀƭǎ ǘƘŜƴ ŀǊŜ ǿǊƛǘǘŜƴ ƻƴ ǘƘŜ ǘǿƻ ǎƛŘŜǎ ŀǎ ǎƘƻǿƴ ŀōƻǾŜ 

as then the debit balance written on the dŜōƛǘ ǎƛŘŜ ŀǎΣ ά¢ƻ .ŀƭŀƴŎŜ ōκŘέΣ ŀǎ ǘƘŜ ƻǇŜƴƛƴƎ 

balance of the new period. 

4. It should be noted that nominal accounts are not balanced; the balance in the end are 

transferred to the profit and loss account. 

20. Subsidiary Books: Although, the entries are easy to be written, but if transactions are too many, 

it may become difficult to manage them and retrieve. It is generally sub-divided into more than 

one journal on the basis of similar transactions which are clubbed in a single book. 

Transaction Subsidiary Book 

All cash and bank transactions Cash Book ς has columns for cash, bank and 

cash discount 

All credit purchase of goods ς only those Goods 

that are purchased for resale are covered here. 

Purchase Day Book or Purchase register 

All credit sale of goods Sales Day Book or sales register 

All purchase returns ς i.e. return of goods back 

to suppliers due to defects 

Purchase Return Book or Return Outward 

Book 

All sales returns ς i.e. return of goods back from 

customers 

Sales Return Book or Return Inward Book 

All bill receivables ς these are bills accepted by 

customers to be honoured at an agreed date. 

This is dealt with in depth later in the study note 

Bills Receivable Book 

All bills payable - these are bills accepted by the 

business to be honoured by paying to suppliers 

at an agreed date. 

Bills Payable Book 

For all other transactions not covered in any of 

the above categories ς i.e. purchase or sale of 

assets, expense accruals, rectification entries, 

adjusting entries, opening entries and closing 

entries. 

Journal Proper/General Journal 
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1. CASH BOOK: The book of account that records all cash receipts and cash payments of an 

organisation is referred to as cash book. The receipts are entered on the debit side, while the 

payments are recorded in the credit side of the cash book. It is a book of account which is a book 

of primary entry as-well-as a book of final entry. So, it is referred to as journalized ledger. 

 

1) Single Column Cash Book- In this cash book, only one amount column is maintained on each side 

to record transactions involving liquid cash. This type of cash book is usually maintained by the 

small organisations which do not have any bank account. 

  

2) Double Column Cash Book- In many cases, two amount columns are maintained by organisation 

on each side of the cash book. This type of a cash book is called Double Column Cash Book. It is a 

popular practice to add an amount column to each side ς the additional column to record the 

banking transactions entered into by an entity, instead of opening a separate bank account in the 

ledger. 

 

3) Triple Column Cash Book- A Cash book with three amount columns on each side (namely Cash, 

Bank and Discount columns) is called the Triple Column Cash Book. The discount columns of each 

side represent separate discount accounts. Specifically, the discount column of the debit side of 

cash book represent Discount Allowed and that on the credit side represent Discount Received. 

Dr.                                               Specimen of Triple Column Cash Book    Cr. 

 

TYPES OF CASH BOOK

SINGLE COLUMN 
CASH BOOK

DOUBLE COLUMN 
CASH BOOK

TRIPLE COLUMN 
CASH BOOK
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Petty Cash Book: In organisations where the number of cash transactions are numerous, it becomes 

tough for one personnel to handle and record all cash and bank related transactions. In such a case, 

the cash handling is split between two groups ς one group handling petty cash transactions and the 

other handing transactions other than petty cash. This gives rise to a specific type of cash book called 

the Petty Cash Book. This book of account records only those cash transactions which are not of heavy 

amount, but the type of transactions are frequently entered into by an entity. The cashier in charge 

of the petty cash book is known as the Petty Cashier, the cashier of the other group is called the 

Principal Cashier or Chief Cashier. 

2. Purchase Day Book: The purchase day book records the transactions related to credit purchase of 

goods only. It follows that any cash purchase or purchase of things other than goods is not 

recorded in the purchase day book. Periodically, the totals of Purchase Day Book are posted to 

Purchase Account in the ledger. 

 

3. Sales Day Book: The sales day book records transaction of credit sale of goods to customers. Sale 

of other things, even on credit, will not be entered in the sales day book but will be entered in 

Journal Proper. If goods are sold for cash, it will be entered in cash book. Total of sales day book 

is periodically posted to sales account in the ledger. 

 

4. Return Outward /Purchase returns Book- This book contains the transactions relating to goods 

that are returned by us to our creditors e.g. goods broken in transit, not according to the sample 

ŜǘŎΦ LǘΩǎ ŀƭǎƻ ƪƴƻǿƴ ŀǎ tǳǊŎƘŀǎŜ wŜǘǳǊƴ .ƻƻƪΦ Generally when return goods to suppliers we issues 

a Debit Note for the value of the goods returned. 
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5. Return Inward/sales returns Book- The transactions relating to goods which are returned by the 

customers for various reasons, such as not according to sample, or not up to the mark etc contain 

in this book. It is also known as Sales Return Book. Generaly, the supplier who receives those 

goods issues a Credit Note. 

 

6. Bills Receivable Book- It is such a book where all bills received are recorded and therefrom posted 

ŘƛǊŜŎǘƭȅ ǘƻ ǘƘŜ ŎǊŜŘƛǘ ƻŦ ǘƘŜ ǊŜǎǇŜŎǘƛǾŜ ŎǳǎǘƻƳŜǊΩǎ ŀŎŎƻǳƴǘΦ ¢ƘŜ ǘƻǘŀƭ ŀƳƻǳƴǘǎ ƻŦ ǘƘŜ ōƛƭƭǎ ǎo 

received during the period (either at the end of the week or month) is to be posted in one sum to 

the debit of Bills Receivable A/c. 

 

7. Bills Payable Book- Here all the particulars relating to bills accepted are recorded and therefrom 

posted directly to tƘŜ ŘŜōƛǘ ƻŦ ǘƘŜ ǊŜǎǇŜŎǘƛǾŜ ŎǊŜŘƛǘƻǊΩǎ ŀŎŎƻǳƴǘΦ ¢ƘŜ ǘƻǘŀƭ ŀƳƻǳƴǘǎ ƻŦ ǘƘŜ ōƛƭƭǎ ǎƻ 

accepted during the period (either at the end of the week or month) is to be posted in one sum 

to the credit of Bills Payable A/c. 

 

8. Journal Proper- We know that usual transactions are recorded in primary books of accounts. If 

any transaction is not recorded in the primary books the same is recorded in Journal Proper. It 

includes Credit Purchase and Credit Sales of Assets; Transfer Entries; Opening Entries; Closing 

Entries; Adjusting Entries and Rectification of Errors. 

20. SUMMARISING:  

Preperation of Trial balance and Fianancial Statements come under this process. 

Trial Balance: The Trial Balance is a statement drawn up using the ledger balances(Balance Method) 

to test of the arithmetical accuracy of the ledger account. The primary purpose of drafting a Trial 

Balance is to ensure that there are no arithmetical errors. Trial balance is prepared before recording 
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the adjustment entries is known as Un-adjusted Trial balance. On the other hand if it is prepared with 

the ledger balances after recording adjustment entries, then it is known as Adjusted Trail balance. 

Adjustment Entries: The financial statements are prepared at the end of an accounting period by 

considering the ledger balances appearing in the books of accounts. But, in many cases, the balances 

reflected by the ledger accounts are not true. Certain adjustments are required to reflect the true 

picture of the actual happenings in the organisation. These journal entries are referred to as 

adjustment entries as they adjust the ledger account balances to reflect the reality. 

Features of Adjustment Entries: 

 These are a special type of journal entries.  

 ¢ƘŜǎŜ ŜƴǘǊƛŜǎ ŀǊŜ ǊŜŎƻǊŘŜŘ ƻƴ ǘƘŜ DŜƴŜǊŀƭ WƻǳǊƴŀƭκ WƻǳǊƴŀl Proper. 

 ¢ƘŜȅ ŀǊŜ ǇŀǎǎŜŘ ǘƻ ǊŜŦƭŜŎǘ ǘƘŜ ǊŜŀƭƛǘȅΦ  

 ¢ƘŜǎŜ ŜƴǘǊƛŜǎ ŀǊŜ ǇŀǎǎŜŘ ǘƻ ŎƻƳǇƭȅ ǿƛǘƘ ǘƘŜ ŀŎŎƻǳƴǘƛƴƎ ǇǊƛƴŎƛǇƭŜǎΦ  

 !ŘƧǳǎǘƳŜƴǘ ŜƴǘǊƛŜǎ ŀǊŜ ǇŀǎǎŜŘ ŀǘ ǘƘŜ ŜƴŘ ƻŦ ŀƴ ŀŎŎƻǳƴǘƛƴƎ ǇŜǊƛƻŘΦ 

Adjustment Adjustment Entry 

Closing stock  Stock-in-trade A/c                        Dr.  

    To Purchases/ Trading A/c 

Goods-in-Transit Goods-in-transit A/c                    Dr.  

    To Purchases/ Trading A/c 

Abnormal loss of stock Abnormal Loss A/c                       Dr.  

    To Purchase/ Trading A/c 

Outstanding expenses Expenses A/c                                 Dr.  

     To Outstanding Expenses A/c 

Prepaid expenses Prepaid Expenses A/c                   Dr.  

  To Expenses A/c 

Pre-received Incomes Income A/c                                     Dr.  

  To Pre-received Income A/c 

Accrued Incomes Accrued Income A/c                     Dr.  

  To Income A/c 

Depreciation/Amortisation on fixed assets Depreciation/Amortisation A/c  Dr.  

  To Fixed Assets A/c 

Provision for Bad Debts P/L A/c                                             Dr.  

  To Provision for Bad Debts A/c 

Provision for Discount on Debtors P/L A/c                                             Dr.  

  To Provision for Discount on Debtors A/c 
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Features of a Trial Balance: 

ü A trial balance is just a statement, and not an account.  

ü It forms no part of the double entry system.  

ü It does not appear in the actual books of accounts. It is usually prepared as a separate document.  

ü It is prepared as on a particular date, and not for a period.  

ü If the books are arithmetically accurate, the total of the debit balances must agree with the total 

of the credit balances.  

ü The agreement of a trial balance is only a prima facie evidence of the arithmetical accuracy of the 

books of accounts but not a conclusive proof of absolute accuracy. 

Errors Not Identified by Trial Balance: 

ü Error of Omission or Duplication: An entry has been completely omitted to be recorded in the 

book of original entry. 

ü Error of Commission: When a wrong amount has been entered in the correct accounts, or a wrong 

account is involved while recording the transactions. 

ü Errors of Principle: recording not in accordance with accounting principles, e.g., the purchase of 

office furniture debited to purchases account, instead of furniture and fittings account.  

ü Errors of Original Entry ς if the amount of a transaction is entered incorrectly in a subsidiary book. 

ü  Compensating Errors ς two or more mistakes in the books which result in cancelling each other 

out. 

22. Financial statements: 

 

23. ANALYSING:  

It is concerened with establishment of relationship between the items of  profit & Loss  Account 

and Balance sheet for decission making purpose. It also provides the basis for Interpretation.  

EX: Ratio analysis, Horizontal analysis, Verticla analysis etc. 

 

 

Fianancial statements

Profit & Loss A/c

Performance

Balance sheet

Financial 
position

Cash flow statement

Cahflows from 
Operating,Investing & 
Financing Activities
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24. INTERPRETING:  

It is concerned with explaining the meaning and significance of the relationship as  established by the 

analysis of Accounting data.Based on Interpretaions, end users will take appropriate decissions. 

25. COMMUNICATING:  

It is concerned with the transmission of summarised, analysed and interpreted information  to the 

end users  to enable them to take rational decissions.This  involves distribtion of Various 

Accounting reports, Ratios, Graphs, Diagrams, Fundflow statement etc. 

 

26. Accounting Treatment of Bad Debts, Provision for Doubtful Debts, Prov. for Discount on 

Debtors: 

ü Good Debts: The debts, neither any possibility of bad debts nor any doubts about its realization. 

As such, no provision is necessary for it. 

ü Doubtful Debts: The debts which are doubtful to realise. Practically it cannot be treated as a loss 

on that particular date, as such, it cannot be written off. But, certain percentage should be charged 

against Profit and Loss Account as provision for Doubtful Debts, on the basis of past experience of 

the firm. 

ü Bad Debts: Debts which are uncollectable or irrecoverable. It should be treated as a business 

loss and charged to p & l. 
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ü Provisions for Doubtful Debts: The amount charged against the profit by an entity to provide for 

the possible collection loss from customers is known as Provision for Doubtful Debts. Provision for 

Doubtful debts account is a credit balance account and it reflected in the Balance Sheet by 

deduction from the balance of Debtors/ Accounts Receivable. 

ü The accounting for bad debts and provision for doubtful debts is as under: 

In the 1st year 

(a) For Bad Debts 

Bad Debts A/c Dr. 

To Sundry Debtors A/c 

(b) For Transferring Bad Debts 

Profit and Loss A/c Dr. 

To Bad Debts A/c 

(c) For creating provision for Doubtful Debts 

Profit and Loss A/c Dr. 

To Provision for Doubtful Debts A/c 

In Second/ Subsequent Year 

(a) (i) For Bad Debts 

Bad Debts A/c Dr. 

To Sundry Debtors A/c 

(ii) Provision for Doubtful Debts A/c Dr. 

To Bad Debts A/c 

(b) For provision of Doubtful Debts  

(i) If closing provision is more than the balance provision after set off current year Bad debts 

Profit and Loss A/c Dr.  

 To Provision for Doubtful debts A/c  

(ii) If Closing Balance is less than the balance provision after set off current year Bad debts 

Provision for Doubtful Debts A/c Dr.  

   To Profit and Loss A/c 

ü Provisions for Discount on Debtors: It is a common practice of the suppliers to allow cash discount 

to its customers for prompt settlement of cash. For such loss, it would be prudent to create a 

provision. Thus, the provision which is created on Sundry Debtors for allowing discount on receipt 

of cash in that accounting period is called Provision for Discount on Debtors. Provision for discount 

allowed should be calculated at a specified rate on of debtors (i.e. after deducting bad debts and 

provision for bad debts). 
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ü Recovery of Bad Debts: If in any case the amount of bad debt is received from any debtor in any 

succeeding accounting period, the same is referred to as Bad Debt Recovery. 

(a) When bad debts are recovered 

Cash/Bank A/c. Dr. 

To Bad Debts Recovery A/c. 

(b) When the same is transferred 

Bad Debts Recovery A/c. Dr. 

To Profit & Loss A/c. 

27. CAPITAL & REVENUE TRANSACTIONS: 

 

Capital and Revenue Expenditures: 

1. Capital Expenditure refers to that expenditure, benefit from which can be enjoyed by an entity 

over a number of accounting periods. This type of expenditure happens to be non-recurring in 

nature. A capital expenditure takes place when an asset or service is acquired or improvement of 

a fixed asset is affected. These assets resulting from such expenditure are not intended for resale 

in the ordinary course of business. 

Example: Purchase of machinery; Construction of building; Development of website; 

Accounting Treatment: An expenditure of capital nature is not written off completely (i.e. 

charged) against income in the accounting period in which it is acquired. Rather, it is capitalised 

(i.e. recorded) as an asset and gets reflected in the balance sheet. However, over time the amount 

of capital expenditure sliced for being recognized as revenue expenditure i.e. it gets gradually 

charged against the profit. For example, the acquisition of a machinery is a capital expenditure, 

but charging regular depreciation on this machinery is a revenue expenditure. 

2. Revenue Expenditure refers to that expenditure, benefit from which can be enjoyed by an entity 

in the current accounting period. This type of expenditure happens to be recurring in nature. 

Revenue expenditures are incurred to carry on the regular course of operations by an 

organisation. 

Example: Purchase of goods for sale; payment of recurring expenses (like salaries, wages, rent, 

depreciation, conveyance charges, monthly internet charges etc.) 

CAPITAL & REVENUE

EXPENDITURES RECEIPTS PROFIT/LOSS
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Accounting Treatment: An expenditure of revenue nature charged as an expense against profit of 

the accounting period in which it is incurred or recognised. 

 

Capital and Revenue Receipts: 

1. Capital Receipts refer to the receipts which are obtained by an entity from operations other than the 

regular operations of the entity. Capital receipts do not have any effect on the operating result (i.e. profits 

earned or losses incurred) during the course of a year. 

Example: Additional capital introduced by proprietor/ partners; receipts from issue of fresh shares, by a 

company; proceeds from sale of long-term assets etc. 

Accounting Treatment: Such receipt is credited to the respective account of capital nature, and gets 

reflected in the Balance Sheet. 

2. Revenue Receipts refer to the receipts which are obtained by an entity from its regular course of 

operations. Receipts of money in the revenue nature increase the profits or decrease the losses of a 

business and must be set against the revenue expenses in order to ascertain the profit for the period. 

Example: Collection from customers for goods sold on credit; Fees received for services rendered in the 

ordinary course of business; Recovery from customers earlier written-off as bad etc.  

Accounting Treatment: These are recognised as income and should be credited to the Income Statement. 
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Capital and Revenue Profits:  

1. Capital Profit refers to a profit which arises out of the non-operating activities of an entity. It is 

non-recurring in nature. Generally, capital profits arise out of the sale of assets other than 

inventory, or in connection with the raising of capital or at the time of purchasing an existing 

business.  

Examples: Profit prior to incorporation; Premium received on issue of shares; Profit made on re-

issue of forfeited shares; Redemption of Debenture at a discount; Profit made on sale or 

revaluation of a non-current tangible asset etc.  

Accounting Treatment: Capital profits are generally capitalised i.e. transferred to a Capital 

Reserve Account.  

2. Revenue Profit refers to a profit which arises out of the regular operating activities of an entity. It 

is recurring in nature.  

Example: Profit arising out of the sale of the merchandise that the business deals in; Profit made 

by rendering regular services to clients; Surplus earned by a non-profit organisation etc.  

Accounting Treatment: Revenue profits, which get determined in the Income Statement, are 

distributed to the owners of the business or transferred to any Reserve Account. 

Capital and Revenue Losses:  

1. Capital Loss refers to a loss which does not arise to an entity in the regular course of its operations. 

Example: Capital losses may result from the sale of assets other than inventory for less than 

written down value; Diminution/ elimination of assets other than as the result of use or sale i.e. 

from extra-ordinary activities (viz. loss by flood, fire etc.) or in connection with raising debt capital 

by a company (issue of debentures at a discount) or on the settlement of liabilities for a 

consideration more than its book value (debenture issued at par but redeemed at a premium). 

Accounting Treatment: It is either charged against the revenue i.e. debit-side of Income 

Statement. 

2. Revenue Loss arise to an entity from the normal course of business.  

Example: Discount allowed to customers for prompt payment; loss due to bad debts etc.  

Accounting Treatment: Such loss is to be recorded in the debit-side of Income Statement. 

Deferred Revenue Expenditures: 

Deferred Revenue Expenditure is the expenditure for which payment has been made or a liability has 

been incurred but which is carried forward on the presumption that will be of benefit over a 

subsequent period or periods. 
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Example: Heavy advertisement expenditure incurred prior to launching a new product; Development expenses 

of a product etc. 

Accounting Treatment: A part of such expenditure (the expense portion) is recorded in the debit-side of the 

Income Statement, while the unwritten-off portion appears as an asset in the Balance Sheet. But after the 

issuance of AS-26, the expenditures which were recognised as deferred revenue expenditure has to be treated 

as simple revenue expense. The accounting standard has specifically mentioned that any expenditure incurred 

for research, training, advertising and promotional activities should be recognised as an expense of the 

accounting period in which it has been incurred 

 

 

A. Conceptual Framework: 

ü The Conceptual Framework is a body of interrelated objectives and fundamentals. It states the 

objectives of General-Purpose Financial Reporting and the information provided by it. 

Conceptual Framework also guides on the qualitative characteristics that the financial 

statements must possess.  

ü It assists preparers to develop consistent accounting policies when no accounting standard 

applies to a particular transaction or other event, or when a standard allows a choice of 

accounting policy. 

B. Legal Framework: 

ü Businesses are often controlled by various statutes under which they are formed. For example, 

in India, partnership organisations are governed by Indian Partnership Act, 1932 and 

companies are governed by the Companies Act, 2013. In addition, banks are controlled by 

Banking Regulation Act, 1949, insurance companies are under the Insurance Act, 1938, 

electricity companies are also governed by the Central Electricity Act, 2003. 

ü All these statutes (including various Rules framed under them) not only govern the 

administrative set up of these organisations, but also provide important guidelines regarding 

use of resources, financing and also on the maintenance of books of accounts and treatment 

of specified transactions. 

 

 

FOUR FRAMEWORKS OF ACCOUNTING

CONCEPTUAL LEGAL INSTITUTIONAL REGULATORY
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C. Institutional Framework: 

ü Institutional framework refers to the guidelines issued in form of certain pronouncements by 

institutions entrusted by the sovereign authorities to oversee the development of the 

respective field. In India, the Institute of Chartered Accountants of India has been entrusted 

to develop standards in the field of accounting to ensure comparability and consistency in 

accounting information. 

ü The Indian Accounting Standard Board of ICAI thus develops quality accounting standards on 

different areas of accounting. Currently, there are two sets of accounting standards in India ς 

Accounting Standards as per Companies (Accounting Standards) Rules, 2021 and Ind ASs under 

Companies (Indian Accounting Standards) Rules, 2015. 

D. Regulatory Framework: 

ü The activities of organisations often come under the regulatory ambit of various regulators. In 

India, there are different regulatory authorities in different segments of financial market, such 

as RBI in money market operations, SEBI in capital market operations, IRDAI in insurance 

sector 

ü For example, regulations issued by SEBI largely shape the accounting and, more importantly, 

reporting by a listed firm in India. Similarly, regulations framed by IRDAI affect the accounting 

and reporting in insurance companies. 

29. WHAT IS GAAP? 

A widely accepted set of rules, conventions, standards, and procedures for reporting financial 

information to ensure uniform and consistency, are called Generally Accepted Accounting 

Principles (GAAP).  

GAAP is a combination of authoritative standards (set by policy boards) and the commonly 

accepted ways of recording and reporting accounting information. At international level, such 

authoritative standards are known as International Financial Reporting Standards (IFRS) at many 

places and in India we have authoritative standards named as Accounting Standards (ASs) and 

Indian Accounting Standard (Ind AS). 

30. ACCOUNTING PRINCIPLES, CONCEPTS AND CONVENTIONS: 

ü Accounting Principles are the basic rules which act as a primary standard for recording business 

transactions and maintaining books of accounts. The accounting principles can be split into ς [A] 

Accounting Concepts and [B] Accounting Conventions. 

ü Accounting Concepts refer to the assumptions and conditions that define the parameters and 

constraints within which the accounting operates. They lay down the foundation for accounting 

principles. The common accounting concepts are: 
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1. Business entity concept: As per this concept, the business is treated as distinct and separate from 

the individuals who own or manage it. 

2. Money Measurement concept: A business transaction will always be recoded if it can be 

expressed in terms of money. 

3. Accounting Period Concept: Accounting period concepts assumes that the infinite life of an 

organisation can be split into smaller periods of equal duration (viz. a quarter, half-year or year). 

Due to this concept, the operating results are ascertained for a specific period, the financial 

position is reflected (through the balance sheet) at regular intervals. 

4. Going concern concept: The basic principles of this concept is that business is assumed to exist 

for an indefinite period and is not established with the objective of closing it down. So unless there 

ƛǎ ƎƻƻŘ ŜǾƛŘŜƴŎŜ ǘƻ ǘƘŜ ŎƻƴǘǊŀǊȅΣ ǘƘŜ ŀŎŎƻǳƴǘŀƴǘ ŀǎǎǳƳŜǎ ǘƘŀǘ ŀ ōǳǎƛƴŜǎǎ Ŝƴǘƛǘȅ ƛǎ ŀ ΨƎƻƛƴƎ 

ŎƻƴŎŜǊƴΩΦ 

5. Dual Aspect Concept: The dual aspect concept assumes that every transaction recorded in the 

books of accounts is based on two aspecǘǎ όǘŜŎƘƴƛŎŀƭƭȅ ŎŀƭƭŜŘ Ψ5ŜōƛǘΩ ŀƴŘ Ψ/ǊŜŘƛǘΩύΦ ¢Ƙƛǎ ŎƻƴŎŜǇǘ 

provides the basis for recording business transactions in the books of accounts. 

6. Matching concept: when a given event has two effects ς one on revenue and the other on 

expense, both must be recognized in the same accounting period. 

EX: ǘƘŜ ǎŀƭŜ ƻŦ ƎƻƻŘǎ Ƙŀǎ ǘǿƻ ŜŦŦŜŎǘǎΥ όƛύ ŀ ǊŜǾŜƴǳŜ ŜŦŦŜŎǘΣ ǿƘƛŎƘ ǊŜǎǳƭǘǎ ƛƴ ƛƴŎǊŜŀǎŜ ƛƴ ƻǿƴŜǊΩǎ 

equity by the sales valuŜ ƻŦ ǘƘŜ ǘǊŀƴǎŀŎǘƛƻƴ ŀƴŘ όƛƛύ ŀƴ ŜȄǇŜƴǎŜ ŜŦŦŜŎǘΣ ǿƘƛŎƘ ǊŜŘǳŎŜǎ ƻǿƴŜǊΩǎ 

equity by the cost of goods sold, as the goods go out of the business. The net effect of these two 

effects will reflect either profit or loss. In order to correctly arrive at the net result, both these 

aspects must be recognized during the same accounting period. 

7. Historical cost concept: The cost concept states all the business assets should be written down in 

the book of accounts at the costs incurred for their acquisition, including any capital cost incurred 

in relation to installation. Whenever an asset is bought, it is recorded at its actual cost and the 

same is used as the basis for all subsequent accounting purposes such as charging depreciation 

on the use of asset. 

8. Accrual Concept: 

This principle requires all revenue  and expenditure to be recorded in the period it is actually 

incurred and not when cash or cash equivalent has been received/paid. 
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ü Accounting Conventions are customs, methods, procedures or guidelines associated with the 

practical application of accounting principles. These are widely accepted, and are the common 

practices which are used as a guideline when recording transactions. However, accounting 

conventions may change over a period of time, thus reflecting shifts in the general opinion and/ 

or practice of dealing with a transaction. The different accounting conventions are 

 

1. Convention of Materiality: This is more of a convention than a concept. It proposes that while 

accounting for various transactions, only those which may have material effect on profitability or 

financial status of the business should have special consideration for reporting. The concept of 

materiality is subjective and an accountant will have to decide on merit of each case. Generally, 

the effect is said to be material, if the knowledge of an event would influence the decision of an 

informed stakeholder. The materiality could be related to information, amount, procedure and 

nature. 

2. Convention of Consistency: This concept advocates that once an organization decides to adopt a 

particular method of revenue or expense recognition in line with the other concepts, the same 

should be consistently applied year after year, unless there is a valid reason for change in the 

method. 

3. Convention of Conservatism /Prudence: Conservatism states that the accountant should not 

anticipate any future income however they should provide for all possible losses. 

31. Bank Reconciliation Statement: 

1. At any point of time, the balances as per cash book (bank column) and pass book should be equal 

in amount. But, in reality it rarely happens due to certain specific reasons. To reconcile the 

ACCRUAL

OUTSATANDING 
EXP

EXPENSE A/C  DR

TO O/S EXP. A/C 

PREPAID EXP

PREPAID EXP. A/C 
DR

TO EXP. A/C

INCOME 
RECEIVABLE

INCOME RECEVIAVBLE 
A/C DR

TO INCOME A/C

INCOME RECEIVED 
IN ADVANCE

INCOME A/C DR

TO INCOME RECEVIED 
IN  ADVANCE A/C
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balances as reflected by these two related books a statement is prepared, which is referred to as 

the Bank Reconciliation Statement. 

2. This statement is not a part of the books of accounts of an organisation. These are prepared at 

periodical intervals for verification of the accuracy of cash book and pass book. It is to be noted 

that this statement does not rectify any error that may exist in the books. Its primary objective is 

to identify the causes of discrepancy between the two books as on a particular date. 

3. The main reason for disagreement between the balances of cash book and pass book is caused by 

time gap and or communication gap between the entries made at the end of the client and bank. 

Some of the common transactions which cause disagreement between the cash book (bank 

column) and pass book are: 

ü Cheque issued but not presented at the bank;  

ü Cheque deposited in bank, but not yet collected;  

ü Amount deposited directly in bank by other parties;  

ü Incidental charges, interest on overdraft etc. debited by bank;  

ü Interest on deposits credited by bank;  

ü Dishonour of cheque deposited;  

ü Clerical errors made in recording of transactions etc 

Preparation of Bank Reconciliation Statement  

Without Amended Cash Book Method: The preparation of Bank Reconciliation Statement can start 

with any of the available balances viz. balance of cash book (bank column) or balance of pass book. 

To this logical adjustments must be made of the transactions that has caused the disagreement ς 

either by making addition or subtraction of the relevant items. Once all the items of disagreement 

gets adjusted, the balances as per the two books should get tallied.  

Amended Cash Book Method: Alternatively, the cash book (amended) can be prepared for 

ascertaining the correct balance of the cash book (bank column) and thereafter the Bank 

Reconciliation Statement is to be drafted to reconcile this correct balance of cash book with the 

balance as per pass book. The amended cash book is drafted with the items that have been correctly 

recorded in the pass book but is yet to be recorded in the cash book. Moreover, any error committed 

and appearing in the cash book should also be considered while drafting the amended cash book. 
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PROBLEMS FOR CLASS ROOM DISCUSSION 

PROBLEM 1: 

For the following transactions pass the journal entries and post them in Ledger. Also prepare Trial 

balance and  financial statements. 

 

        (Illustration-1) 

PROBLEM 2:  

Prepare a triple column cash book from the following transactions in the books of Mr.Ratanlal: 

1.3.2022  Opening cash balance        20,000 

     Bank balance in S.B.I 26,000 

2.3.2022  Purchase of printer in cash        12,000 

5.3.2022  Sold goods for cash.         34,000 

7.3.2022  Received from Hriday on account       32,000 

8.3.2022  A laptop purchase for the personal use of the proprietor by cheque  22,000 

10.3.2022  Amount deposited into Bank        31,000 

17.3.2022  Mr. Sen settled his account against a gross claim of Rs.24 500.   24000 

     Office rent paid by cheque         2,000 

19.3.2022  Cash withdrawn from bank for personal use       3,400 

Receive from Mr. Ratul against his account of Rs.23000.    22,800 

Goods purchased on credit from Sneha      24,000 

24.3.2022  Salaries paid to employees        12,000 

Cheque received from Sandeep and kept in cash box    12,800 

25.3.2022  The cheque of Sandeep deposited in the bank account 
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Bank charges shown in the bank statement           300 

Interest received from the savings account of bank         200  

28.3.2022  The cheque of Sandeep was returned dishonoured by the bank  

Amount paid to Sneha in full settlement of her claim -24000              23,700 

        (Illustration-2) 

PROBLEM 3:  

Prepare an Analytical Petty Cash Book on the Imprest System of Ashutosh, Kolkata from the following 

transactions: 

 

        (Illustration-3) 

PROBLEM 4: 

From the following ledger account balances, prepare a Trial Balance of Mr. Sen for the year ended 

31st March, 2022. 

Capital Rs.80,000 ; Sales Rs.10,00,000; Adjusted Purchase Rs.8,00,000; Current A/c(Cr) Rs.10,000; 

Petty Cash Rs.10,000; Sales Returns Balance Rs.1,20,000; Purchase Returns Balance Rs.60,000; 

Salaries Rs.24,000; Carriage Inwards Rs.4,000; Carriage Outward Rs.6,000; Discount Allowed 

Rs.10,000; Building Rs.80,000; Outstanding Expenses Rs.10,000; Prepaid Insurance Rs.2,000 ; 

Depreciation Rs.4,000 ; Cash at Bank Rs.80,000 ; Loan A/c (Cr) Rs.66,000; Profit & Loss A/c(Cr) 

Rs.20,000; Bad Debts Recovered Rs.2,000 ; Stock at 31.03.2022 Rs.1,20,000; Interest Received in 

advance Rs.10,000; Accrued Interest 4,000; Investment 20,000; Provision for Bad Debts (01.04.2021) 

Rs.6,000 ; General Reserve Rs.20,000.              (Illustration-6) 
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PROBLEM 5:  

On 1st April, 2021 the balance of provision for bad and doubtful debts was Rs.13,000. The bad debts 

during the year 2021-22 were Rs.9,500. The sundry debtors as on 31st March, 2022 stood at 

Rs.3,25,000 out of these debtors of Rs.2,500 are bad and cannot be realized. The provision for bad 

and doubtful debts is to be raised to 5% on sundry debtors. You are required to:  

(i) Pass necessary adjustment entries for bad debts and its provision on 31st March, 2022.  

(ii) Prepare the necessary ledger accounts.                            (Illustration-18) 

 

PROBLEM 6:  

A company maintains its provision for bad debts @ 5% and a provision for discount on debtors @ 2%. 

You are given the following details: 

Particulars 2020 2021 

Bad debts   

Discount allowed   

Sundry debtors (before providing all Bad debts and discounts)  

800 

1,200 

60,000 

1,500 

500 

42,000 

On 01.01.2020, Provision for bad debts and Provision of discount on debtors had balance of 

Rs.4,550 and Rs.800 respectively. 

 Show Provision for Bad Debts and Provision for Discount on Debtors Account for the year 2020 and 

2021.                             (Illustration-19) 

 

PROBLEM 7: 

Classify the following transactions between capital and revenue:  

(a) A plant constructed for Rs.10,50,000. 

(b) Profit earned by sale of fixed assets Rs.25,000.  

(c) Amount received from customers for services rendered Rs.2,00,000  

(d) Regular repairs and maintenance incurred on old machine Rs.24,000.  

(e) Annual rates and taxes paid to local authority Rs.2,000.                                        (Comprehensive-1) 

 

PROBLEM 8:  

On comparing the Cash Book of Saksham with the Bank Pass Book for the year ended 31st March, 

2022, following discrepancies were noticed:  

(a) Out of Rs.82,000 paid in by cheques into the bank on 25th March, cheques amounting to 

Rs.30,000 were collected on 5th April.  

(b) Out of cheques drawn amounting to Rs.31,200 on 28th March a cheque for Rs.10,000 was 

presented on 3rd April.  
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(c) A cheque for Rs.4,000 entered in Cash Book but omitted to be banked on 31st March.  

(d) A cheque for Rs.2,400 deposited into bank but omitted to be recorded in Cash Book and was 

collected by the bank on 29th March.  

(e) A bill receivable for Rs.2,080 previously discounted (discount Rs.80) with the bank had been 

dishonoured but advice was received on 3rd April.  

(f) A bill for Rs.40,000 was retired/paid by the bank under a rebate of Rs.600 but the full amount of 

the bill was credited in the bank column of the Cash Book.  

(g) A cheque of Rs.10,000 wrongly credited in the Pass Book on 29th March was reversed on 2nd 

April.  

(h) Bank had wrongly debited Rs.20,000 in the account on 31st March and reversed it on 10th April, 

2022.  

(i) A cheque of Rs.800 drawn on the Savings Account has been shown as drawn on Current Account 

in Cash Book.  

Prepare a Bank Reconciliation Statement as on 31st March, 2022, if the Balance as per Cash Book on 

31st March was Rs.1,58,280.                 (Illustration-4) 

 

PROBLEM 9: 

hƴ омǎǘ WŀƴǳŀǊȅΣ нлннΣ {ŜǘƘƛΩǎ ŎŀǎƘ ōƻƻƪ ǎƘƻǿŜŘ ŀ ōŀƴƪ ƻǾŜǊŘǊŀŦǘ ƻŦ Rs.2,50,000. On comparing with 

the pass book, the following differences were noted.  

(a) Cash and cheques amounting to Rs.26,800 were sent to the bank on 27th January, but cheques 

worth 4600 were credited on 2nd February and one cheque for 900 was returned by them as 

dishonoured on 4th February. 

(b) During the month of January, Sethi issued cheques worth Rs.33,400 to his creditors. Out of these, 

cheques worth 27,400 were presented for payment on 5th February.  

(c) !ŎŎƻǊŘƛƴƎ ǘƻ {ŜǘƘƛΩǎ ǎǘŀƴŘƛƴƎ ƻǊŘŜǊǎΣ ǘƘŜ ōŀƴƪŜǊǎ ƘŀǾŜ ƳŀŘŜ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ǇŀȅƳŜƴǘǎ ŘǳǊƛƴƎ ǘƘŜ 

month of January: i. Life insurance premium Rs.3,840 ii. Television license fee Rs.2,400  

(d) {ŜǘƘƛΩǎ ōŀƴƪŜǊǎ ƘŀǾŜ ŎƻƭƭŜŎǘŜŘ Rs.3,000 as dividend on his shares.  

(e) Interest charged by the bank Rs.2,500  

(f) A bill receivable of Rs.2,000 discounted with the bank in December, 2021, was dishonoured on 

31st January, 2022.  

You are required to: (i) Ascertain the amended cash book balance as on 31st January, 2022 (ii) Prepare 

a Bank Reconciliation Statement from the amended cash book as on 31st January 2022   (Illustration5) 
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Multiple Choice Questions: 

1. __________ concept assumes that the infinite life of an organisation can be split into smaller 

periods of equal duration. 

(a) Accounting Period 

(b) Entity 

(c) Going concern 

(d) None of the above 

2. The accounts related to expenses or losses and incomes or gains are called __________. 

(a) Personal Account  

(b) Representative Personal Account  

(c) Nominal Account  

(d) Real Account  

3. The accounting equation is presented as: 

(a) Assets = Liabilities + Equity 

(b) Assets = Liabilities + [Capital + (Revenue ς Expenses) ς Drawings] 

(c) Assets + Expenses + Drawings = Liabilities + Capital + Revenue  

(d) All of the above  

4. The book of account which records only those cash transactions which are not of heavy amount, 

but the type of transactions is frequently entered into by an entity is ___________. 

(a) Triple Column Cash Book  

(b) Petty Cash Book  

(c) Ledger  

(d) None of the above 

5. Which of the following is/ are true regarding Trial Balance? 

(a) It is prepared for a particular period.  

(b) A trial balance is just a statement.  

(c) The agreement of a trial balance is a conclusive proof of absolute accuracy of the books of 

accounts.  

(d) All of the above 

6. A resource owned by the business with purpose of using it for generating future profit, is known 

as  

(a) Capital  

(b) Asset 
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(c) Liability 

(d) Surplus 

7. Which of the following transaction is of capital nature?  

(a) Commission on purchases  

(b) Cost of repairs  

(c) Rent of factory  

(d) Wages paid for installation of machinery 

8. At the end of the accounting year the capital expenditures are shown in the: 

(a) assets side of the Balance Sheet.  

(b) liabilities side of the Balance Sheet. 

(c) debit side of the Profit and Loss A/c.  

(d) credit side of the Profit and Loss A/c. 

9. Which of the following book is both a journal and a ledger?  

(a) Cash Book  

(b) Sales Day Book  

(c) Bills Receivable Book  

(d) Journal Proper  

10. Purchase of a laptop for office use wrongly debited to Purchase Account. It is an error of 

__________. 

(a) Omission  

(b) Commission  

(c) Principle  

(d) Misposting 

Answers: 

 

State True or False 

1. There are four frameworks of accounting. 

2. Revenue Expenditures are recognised as expenses and losses in the debit-side of the income 

statements. 

3. Provision for depreciation account is a debit balance account 

4. Cash Book is a book of account which is, by nature, a book of primary entry as-well-as a book of 

final entry. 
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5. Errors which are identified and rectified before the preparation of Trial Balance may involve 

Suspense Account. 

6. One of the objectives achieved by providing depreciation is saving cash resources for future 

replacement of assets. 

7. As per full disclosure principle, the financial statements should disclose all irrelevant information. 

8. Trade discount is recorded in the books of original entry.  

9. Bad debts recovered is ŎǊŜŘƛǘŜŘ ǘƻ ŘŜōǘƻǊΩǎ ǇŜǊǎƻƴŀƭ ŀŎŎƻǳƴǘΦ 

10. Mistake in balancing an account will affect the agreement of a Trial balance. 

Answers: 

1 True 2 True 3 False 4 True 5 False 

6 True 7 False 8 False 9 False 10 True 

 

Fill in the Blanks: 

1. _________ are the assumptions and conditions that define the parameters and constraints within 

which the accounting operates. 

2. ________ is a listing of all accounts in the general ledger, each account being accompanied by a 

reference number. 

3. ________ is prepared to reconcile the balances as reflected by two related books, namely Cash 

Book and Pass Book. 

4. The method of preparing Trial Balance under which the Trial Balance can be prepared only after 

each ledger account has been balanced is called the ________ method. 

5. The amount charged by an entity against the profits to provide for the possible collection loss 

from customers is known as ________. 

6. The___________ discount is never entered in the books of accounts. 

7. The Bank A/c is a ________ Account. 

8. While posting an opening entry in the ledger, in case of an Account having debit balance, in 

ΨtŀǊǘƛŎǳƭŀǊǎΩ ŎƻƭǳƳƴ ǘƘŜ ǿƻǊŘǎ ψψψψψψψψψψψ ŀǊŜ ǿǊƛǘǘŜƴ ƻƴ ŘŜōƛǘ ǎƛŘŜΦ 

Answers: 
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Short Essay Type Questions  

1. What is capital loss? How is it reflected in the financial statements of an entity?  

2. What is meant by Accounting Cycle? Discuss the different stages of an accounting cycle.  

3. State the conditions which an event has to satisfy to be considered as a transaction. 

4. What do you mean by Compensating Error? Give an example.  

5. State the features of adjustment entries. 

Essay Type Questions  

1. What are Accounting Conventions? Discuss the different conventions of accounting.  

2. Distinguish between capital expenditure and revenue expenditure.  

3. Give an overview of the different types of cash book that are prepared by a large organisation.  

4. Discuss the advantages of a Trial Balance.  
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2. ACCOUNTING FOR DEPRECIATION 

Concept of Depreciation: 

1. Property, plant and equipment are tangible items that:  

(a) are held for use in the production or supply of goods or services, for rental to others, or for   

administrative purposes; and  

(b) are expected to be used during more than a period of twelve months. 

These are also called fixed assets in common parlance. 

2. When a fixed asset is purchased, it is recorded in books of account at it original or 

acquisition/purchase cost. !ƴȅ Ŏƻǎǘ ŘƛǊŜŎǘƭȅ ŀǘǘǊƛōǳǘŀōƭŜ ǘƻ ōǊƛƴƎƛƴƎ ǘƘŜ ŀǎǎŜǘ ǘƻ ǘƘŜ ΨƭƻŎŀǘƛƻƴ ŀƴŘ 

ŎƻƴŘƛǘƛƻƴΩ ŀǊŜ ŀƭǎƻ ŀŘŘŜŘ ǘƻ ǘƘŜ ŎƻǎǘΦ Ex: Duties & Taxes, Site preparation cost, Installation & 

Assembly costs, Labour cost involved at the time of acquisition, Trail run expenses, Professional 

fee etc.  

3. Fixed assets are used to earn revenues for a number of accounting periods in future. Therefore, It 

is necessary that a part of the acquisition cost of the fixed assets is treated or allocated as an 

expense in each of the accounting period in which the asset is utilized. The amount or value of 

fixed assets allocated in such manner to respective accounting period is called depreciation. 

4. Value of such assets decreases mainly due to following reasons.  

1. Wear and tear due to its use in business  

2. Efflux of time even when it is not being used  

3. Obsolescence due to technological or other changes  

4. Decrease in market value  

5. Depletion mainly in case of mines and other natural reserves 

5. As per Schedule II under the Companies Act, 2013, Depreciation is the systematic allocation of the 

depreciable amount of an asset over its useful life. 

Amortisation: Amortisation is a gradual and systematic writing-off of intangible asset over its 

estimated useful life. For example, patents, purchased goodwill, copyrights are amortised over their 

useful life being intangible assets. 

Depletion: Depletion is the value of wasting asset extracted from quarry, mine, etc. Extraction 

reduces the available quantity of material. For example, extraction of coal from a coal mine is 

depletion of coal stock. 
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Methods of calculating depreciation: 

There are a number of methods that have been developed from calculating the amount of 

depreciation. Some of the most commonly used methods are: 

1.  Straight Line Method  

2. Reducing Balance Method/ Diminishing Balance Method  

3. Sum of the units Method 

4. Sinking Fund Method  

5. Annuity Method  

6. Insurance Policy Method 

 

a) Straight Line Method: 

(i)A fixed portion of the cost of a fixed asset is allocated and charged as periodic depreciation.  

(ii) Such depreciation becomes an equal amount in each period.  

(iii) The formula for calculation of depreciation is 

 

Cost of the asset(v)- Estimated residual value of the asset(s) 

                                          Estimated useful life of the Asset(n) 

   

b) Diminishing Balance or Written Down Value Method: 

(i) Depreciation is calculated at a fixed percentage on the original cost in the first year. But in 

subsequent years it is calculated at the same percentage on the written down values gradually 

reducing during the expected working life of the asset.  

(ii) The rate of allocation is constant (usually a fixed percentage) but the amount allocated for 

every year gradually decreases. 

For newly acquired Fixed Asset = Original Cost × Rate of Depreciation 

For existing Fixed Asset = Opening WDV × Rate of Depreciation 

 

General Depreciation Methods

STRAIGHT LINE 

Constant charge 
over useful life

DIMINISHING 
BALANCE

Decreasing Charge 
over useful life

SUM OF THE 
UNITS

Charge based on 
expected output
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c) Sum of the Units/Production units Method: 

Depreciation for the period is 

     Total Depreciable value X (Production during the year / Estimated Total Production) 

 

Methods of Recording (Accounting) Depreciation: 

Method-1-Depreciation charged against asset Method-2-Prov. for Depreciation A/c is maintained 

1.At the time of purchase of PPE 

   PPE A/C                                       Dr 

            To Cash/Bank 

2.At the Year end 

    Depreciation A/c                      Dr 

             To PPE A/c 

    P&L A/c                                      Dr 

             To Depreciation A/c 

3.At the time of Disposal 

    Bank/Cash A/c                          Dr 

               To PPE A/c 

    Profit-PPE A/c                           Dr 

                     To P&L A/c 

    Loss-P&L A/C                             Dr 

                      To PPE A/c 

1.At the time of purchase of PPE 

   PPE A/C                                       Dr 

            To Cash/Bank 

2.At the Year end 

    Depreciation A/c                      Dr 

             To provision for Dep A/c 

    P&L A/c                                      Dr 

             To Depreciation A/c 

3.At the time of Disposal 

    Bank/Cash A/c                          Dr 

               To Asset disposal A/c 

    Asset disposal A/c                    Dr 

                To PPE A/C 

     provision for Dep A/c              Dr 

                To Asset disposal A/c 

    Profit-Asset disposal A/c         Dr 

                     To P&L A/c 

    Loss-P&L A/C                             Dr 

                      To Asset disposal A/c 

 

Important provisions of Depreciation as per AS10 PPE: 

1) Depreciable amount should be allocated on a systematic basis over useful life and AS-10 does not 

prescribe a specific method to be used. But method used should represent expected pattern of 

consumption of the future economic benefits embodied in the asset. 

2) Depreciation charge for each period should be recognized as an expense unless it is included in 

the carrying amount of another asset. 

3) Depreciation period ς  
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- Depreciation commences when an asset is available for use.  

- Depreciation ceases at the earlier of the date the asset is:  

 ω derecognised and  

ω  held for disposal 

But Depreciation does not cease when an asset is idle or retired from active use. 

6) Change in method of Depreciation: The depreciation method applied to an asset should be 

reviewed at least at each financial year-end and, if there has been a significant change in the 

expected pattern of consumption of the future economic benefits embodied in the asset, the 

method should be changed to reflect the changed pattern. Whenever any change in depreciation 

method is made, then new method should be applied from the date of change and such change 

in method is treated as change in accounting estimate and the effect needs to be quantified and 

disclosed separately. 

7) Change in estimated useful life and residual value: The residual value and the useful life of an asset 

should be reviewed at least at each financial year-end and, if expectations differ from previous 

estimates, the change(s) should be accounted for as a change in an accounting estimate. 

Whenever there is a revision in the estimated useful life of the asset, the written down value or 

the balance depreciable amount should be charged over the revised remaining estimated useful 

life of the asset.  
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PROBLEMS FOR CLASS ROOM DISCUSSION 

Problem 1 

 

Compute the amount of depreciations to be charged and the rate of depreciations under SLM 

method.                     (Illustration-8) 

Problem 2 

A machine is purchased for Rs.7,00,000. Expenses incurred on its cartage and installation Rs.3,00,000. 

Calculate the amount of depreciation @ 20% p.a. according to Straight Line Method for the first year 

ending on 31st March, 2022 if this machine is purchased on: (a) 1st April, 2021 (b) 1st July, 2021 (c) 

1st October, 2021 (d) 1st January, 2022              (Illustration-9) 

Problem 3 

On 1.1.2019 a machine was purchased for Rs.1,00,000 and Rs.50,000 was paid for installation. 

Assuming that the rate of depreciation was 10% on Reducing Balance Method, calculate amount of 

depreciation up to 31.12.2021.                

(Illustration-10) 

Problem 4 

A machine is purchased for Rs.60,00,000, estimated life of which is 10 years residual value is 

Rs.4,00,000. Expected production of the machine is 2,00,000 during its useful life. Production pattern 

is as follows: 

Year Units 

1-2 20,000 per year 

3-6 15,000 per year 

7-10 25,000 per year 

 

Compute the amount of depreciation for each year applying Sum of the Units Method. (Illustration11) 
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Problem 5 

On 1st April,2019, Som Ltd. purchased a machine for Rs.66,000 and spent Rs.5,000 on shipping and 

forwarding charges, Rs.7,000 as import duty, Rs.1,000 for carriage and installation, Rs.500 as 

brokerage and Rs.500 for an iron pad. It was estimated that the machine will have a scrap value of 

Rs.5,000 at the end of its useful life which is 15 years. On 1st January, 2020 repairs and renewals of 

Rs.3,000 were carried out. On 1st October, 2021 this machine was sold for Rs.50,000. Prepare 

Machinery Account for the 3 years.              (Illustration-14) 

Problem 6 

On 1.1.2019 machinery was purchased for Rs.80,000. On 01.07.2020 additions were made to the 

amount of Rs.40,000. On 31.3.2021, machinery purchased on 1.7.2020, costing Rs.12,000 was sold for 

Rs.11,000 and on 30.06.2021 machinery purchased on 01.01.2019 costing Rs.32,000 was sold for 

Rs.26,700. On 1.10.2021, additions were made to the amount of Rs.20,000. Depreciation was 

provided at 10% p.a. on the Diminishing Balance Method. Show the Machinery Accounts for three 

years from 2019-2021. (year ended 31st December          (Illustration-12) 

Problem 7 

S & Co. purchased a machine for Rs.1,00,000 on 1.1.2019. Another machine costing Rs.1,50,000 was 

purchased on 1.7.2020. On 31.12.2021, the machine purchased on 1.1.2019 was sold for Rs.50,000. 

The company provides depreciation at 15% on Straight Line Method. The company closes its accounts 

on 31st December every year. Prepare ς (i) Machinery A/c, (ii) Machinery Disposal A/c and (iii) 

Provision for Depreciation A/c.              (Illustration-13) 

Problem 8 

Ram Ltd. which depreciates its machinery at 10% p.a. on Diminishing Balance Method, had on 1st 

January, 2022 Rs.9,72,000 on the debit side of Machinery Account.  

During the year, machinery purchased on 1st January, 2020 for Rs.80,000 was sold for Rs.45,000 on 

1st July, 2022 and a new machinery at a cost of Rs.1,50,000 was purchased and installed on the same 

date, installation charges being Rs.8,000. 

Prepare the Machinery Account, up to 31st December, 2022.   (Illustration-15-Modified) 

ESSAY TYPE QUESTIONS: 

1. What do you mean by Depreciation? Differentiate depreciation from amortization and depletion. 

  



 
 

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | CMA Inter | P6 Financial Accounting  

P
a

ge
 3

9 

3. ACCOUNTING FOR BILLS OF EXCHANGE 

Bills of Exchange:  A bill of exchange is a Negotiable instrument in writing containing an unconditional 

order, signed by the maker, directing a certain person to pay a certain sum of money only to, or to 

the order of, a certain person or to the bearer of the instrument. 

Negotiable Instrument: !ǎ ǇŜǊ ƭŜƎŀƭ ǘŜǊƳƛƴƻƭƻƎȅΣ ǘƘŜ ǿƻǊŘ ΨƴŜƎƻǘƛŀōƭŜΩ ƳŜŀƴǎ ǘǊŀƴǎŦŜǊŀōƭŜ ŦǊƻƳ ƻƴŜ 

ǇŜǊǎƻƴ ǘƻ ŀƴƻǘƘŜǊ ŀƴŘ ǘƘŜ ǿƻǊŘ ΨƛƴǎǘǊǳƳŜƴǘΩ ƳŜŀƴǎ ŀƴȅ ǿǊƛǘǘŜƴ ŘƻŎǳƳŜƴǘ ōȅ ǿƘƛŎƘ ŀ ǊƛƎƘǘ ƛǎ ŎǊŜŀǘŜŘ 

in favour of some person. A negotiable instrument means a promissory note or bill of exchange or 

cheque, payable either to order or to the bearer. 

Essential Elements of a Bills of Exchange: 

1. It must be in writing and may be in any language and in any form 

2. It must be drawn on a particular date 

3. There are three parties to a Bill of Exchange ς Drawer / Maker, Drawee and Payee 

4. It must be signed by the Drawer / Maker 

5. It must contain an unconditional and imperative order to pay 

6. The order to pay must be directed to a certain person 

7. The order must be to pay a certain sum of money only 

8. It must be accompanied with proper stamp as per the requirement of the law 

Parties to a Bills of Exchange: 

Drawer: Drawer is the party that issues a Bill of Exchange - Creditor, Lender or Seller. He is the maker 

of the bill and his signature is necessary.  

Drawee: Drawee is the party to which the order to pay is sent ς Debtor, Lendee or Purchaser. The 

drawee becomes the acceptor of the bill when he/she/it has written the acceptance on the bill of 

exchange.  

Payee: Payee or the beneficiary is the party to which the bill of exchange is payable ς May be Drawer 

or Other Party. 

Important types of bills: 

Trade Bill - This kind of bill is specially related only to trade. These bills are drawn to facilitate the 

trade transactions of sale and purchases of goods. 

Accommodation Bill - A bill that is sponsored, drawn, accepted without any consideration is known 

as an accommodation bill. These bills are drawn to help someone in need of financial assistance. 

When two or more persons, not being in the relationship of debtors and creditors or without any 

value passing between them, draws bills on each other with the intention of discounting the bill after 
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acceptance, appropriating the proceeds by one or all by agreed proportion and providing money in 

the same proportion for honouring the bills at maturity, such bill may be called Accommodation Bill. 

This Bill is also referred to as the Kite Bill. 

Difference between Trade Bill and Accommodation Bill 

 Trade Bill Accommodation Bill 

Objectives These bills are drawn to facilitate the 

trade transactions of sale and 

purchases of goods. 

These bills are drawn to help someone 

in need of financial assistance. 

Consideration There is a definite consideration for 

which the bill is accepted. 

These bills are drawn without 

consideration. 

Extension of 

Credit 

Trade bills are a form of credit 

extension. 

These bills are not a form of credit 

extension. 

Proceeds When trade bills are discounted, the 

proceeds remain with the holder. 

When these bills are discounted, the 

proceeds may be shared by two 

parties in an agreed ratio. 

Recovery If trade bills are dishonoured, the 

amount may be recovered easily 

through the court. 

In case of dishonour of these bills, the 

drawer cannot file a suit against the 

drawee. 

 

Maturity / Due Date of a Bill of Exchange and Days of Grace: 
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Grace period: 

When the Period of 

Bill is Given in 

Months 

¶ In this case, the maturity date is calculated according to calendar months.  

¶ Ignoring the number of days in a month.  

¶ 3 days of the Grace period are added.  

For example: ς if a bill dated 4th May, 2022 is payable 3 months after date:- 

= Then the maturity date will be 4th August 2022 + 3 Days of Grace = 7th 

August 2022. 

When the Period of 

Bill is Given in Days 

¶ The maturity date will be calculated in days 

¶ This excludes the date of transaction but includes the date of payment.  

¶ 3 days of the Grace period are added in this case also.  

For example: - if a bill dated 5th June 2022 is payable after 65 days, then 

the maturity date will be:- =25 Days of June + 31 Days of July + 9 Days of 

August + 3 Days of Grace =12th August 2022 

When Maturity 

Date Falls on a 

National Holiday 

¶ If the due date of the bill is on the national holiday ,then the maturity day 

of the bill shall be the preceding business day.  

Example:- If due date of the bill falls on 26th January (Republic Day), then 

its due date will be 25th January.  

When the Maturity 

Date Has Been 

Declared as 

Emergency Holiday 

¶ If the due date of the bill is declared as an emergency holiday, then the 

due date of the bill shall be after 1 day from the date of maturity.  

Example:- if the due date of a bill is 25th July and it is declared as an 

emergency holiday, then the due date will be 26th July. 

 

Concept of Bills Receivable and Bills Payable 

Bills Receivable or B/R ¶ For the person who draws the bill of exchange and is entitled to 

receive its payment is known as Bill Receivable.  

¶ The drawer of the bill will show B/R on the assets side of the Balance 

Sheet. 

Bills Payable or B/P ¶ For the person who accepts the bill, and is liable to make its payment, 

is known as Bills Payable.  

¶ The Drawee of the bill will show B/P on the liabilities side of the 

Balance Sheet. 
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Dishonour of Bills: 

Dishonour of Bill A bill of exchange can be dishonoured either by non-acceptance or by non -

payment. 

Dishonour by non-

acceptance 

A bill of exchange is said to be dishonoured by non-acceptance when the 

drawee, makes default in acceptance upon being duly required to accept the 

bill. When a bill of entry dishonoured by non-acceptance, no accounting is 

required to be done in the books of any party. 

Dishonour by non-

payment 

When a bill of entry is not honoured by payment i.e. payment is not made by 

the drawee to the holder on the date of maturity it is referred to as dishonour 

by non-payment. In such an event, accounting entries are required to be 

passed in the books of drawer, drawee and endorsee (if any). 

Noting of a Bill The recording of the fact of dishonour of bill by a Notary Public is referred to 

as Noting of a Bill. For this purpose, a fee, called the Noting Fee or Noting 

Charge , is required to be paid. It is an expense for the holder of the bill and is 

recovered from the party is responsible for the such dishonour. 

Dishonour due to 

insolvency 

When a bill of exchange is dishonoured due to insolvency of the drawee or 

acceptor of the bill, either nothing is recovered from the drawee or acceptor, 

or a partial amount is recovered (referred to as Final Dividend) in full and final 

settlement of the claim. In the books of the drawer, the amount is debited to 

Bad Debts Account, while in the books of the drawee it is transferred to 

Deficiency Account. 

 

Renewal of Bills: 

ü When the holder of a bill is not in a position to meet the bill on its due date, Drawee approaches 

the Drawer with a request of extension of time for payment. 

ü If Drawer agrees, the old bill is cancelled, and a fresh bill with the new terms of payment is drawn 

and duly accepted and delivered. This is called Renewal of the Bill. 

ü The new bill is drawn for an extended time period and as such interest is charged for the extended 

period. 

Retirement of a Bill: 

ü When the Drawee pays the bill before its due date, it is termed as the retirement of a bill. It 

happens with the mutual understanding between the Drawer and the Drawee. 
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ü In case of such retirement, interest is payable for the unexpired period of the bill (i.e. time period 

between date of payment of bill and date of maturity) by the holder of the bill to the payee at an 

agreed rate of interest. This amount of interest is referred to as Rebate on Bill. This rebate happens 

to be an income for the drawee and an expense for the payee. 

Journal Entries for Trade Bills: 

S. 

No. 

Transactions In the Books of Drawer (X) In the books of Drawee (Y) 

1. If a bill is received by X 

from Y after acceptance 

Bills Receivable A/c                      Dr  

        To, Drawee / Y A/c 

Drawer / X A/c                       Dr  

       To, Bills Payable A/c 

2. If the bill is retained by X 

till due date 

No entry No entry 

3. If the bill is discounted 

with a Bank 

Bank / Cash A/c                             Dr  

Discount A/                                    Dr                      

       To, Bills Receivables A/c 

No entry 

4. If the bill is endorsed to 

a Creditor (Z) 

Creditor / Z A/c                             Dr  

        To, Bills Receivables A/c  

        To, Discount Receivables A/c  

No entry 

5. If the bill is sent to the 

Bank for collection 

Bills for Collection A/c                 Dr  

        To, Bills Receivables A/c 

No entry 

6. If the bill is retired 

before maturity 

Cash / Bank A/c                            Dr  

Rebate Allowed A/c                     Dr  

        To, Bills Receivables A/c  

        To, Bills for Collection A/c (if 

already sent to Bank forcollection) 

Bills Payable A/c                    Dr  

       To, Cash / Bank A/c  

       To, Rebate Received A/c 

7. If the bill is honoured / 

paid on the due date 

Previously retained by X 

Cash / Bank A/c                            Dr  

         To, Bills Receivables A/c 

Bills Payable A/c                    Dr  

       To, Cash / Bank A/c 

8. If the bill is honoured / 

paid on the due date 

Previously discounted 

with a Bank 

No entry Bills Payable A/c                    Dr 

       To, Cash / Bank A/c 

9. 

 

If the bill is honoured / 

paid on the due date 

Bank A/c                                          Dr  

        To, Bills for Collection A/c 

Bills Payable A/c                    Dr  

         To, Cash / Bank A/c 
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Previously sent to the 

Bank for collection 

10. If the bill is honoured / 

paid on the due date 

Previously endorsed to Z 

No entry Bills Payable A/c                    Dr  

        To, Cash / Bank A/c 

11. If the bill is dishonoured 

/ unpaid on due date 

Previously retained by X 

Drawee / Y A/c                               Dr  

       To, Bills Receivables A/c  

       To, Cash / Bank A/c (For 

Noting charges if any) 

Bills Payable A/c                    Dr  

Noting / Sundry Charges A/c                                           

Dr  

        To, Drawer / X A/c 

12. If the bill is dishonoured 

/ unpaid on due date 

Previously discounted 

with a Bank 

Drawee / Y A/c                               Dr  

    To, Bank A/c  

    To, Cash / Bank A/c (For Noting 

charges if any) 

Bills Payable A/c                   Dr  

Noting / Sundry Charges A/c 

(if any) Dr  

          To, Drawer / X A/c 

13. If the bill is dishonoured 

/ unpaid on due date 

Previously sent to the 

Bank for collection 

Drawee / Y A/c                               Dr  

      To, Bills for Collection A/c  

      To, Cash / Bank A/c (For Noting 

charges if any) 

Bills Payable A/c                    Dr  

Noting / Sundry Charges A/c 

(if any)                                     Dr  

        To, Drawer / X A/c 

14. If the bill is dishonoured 

/ unpaid on due date 

Previously endorsed to Z 

Drawee / Y A/c                               Dr  

         To, Creditor / Z A/c (Bill value 

+ Noting Charges if any) 

Bills Payable A/c                    Dr  

Noting / Sundry Charges A/c 

(if any)                                     Dr 

         To, Drawer / X A/c 

15. If the bill is renewed on 

due date For old bill 

cancelled 

Drawee / Y A/c                              Dr  

          To, Bills Receivables A/c 

Bills Payable A/c                    Dr  

       To, Drawer / X A/c 

16. If the bill is renewed on 

due date For interest 

charged for delayed 

payment 

Drawee / Y A/c                              Dr  

          To, Interest (Received) A/c 

Interest (Allowed) A/c          Dr  

         To, Drawer / X A/c 

17. If the bill is renewed on 

due date For part 

payment made in cash 

Cash / Bank A/c                            Dr  

        To, Drawee / Y A/c 

Drawer / X A/c                       Dr  

          To, Cash / Bank A/c 

18. If the bill is renewed on 

due date For a new bill 

drawn and accepted 

Bills Receivable A/c                     Dr  

        To, Drawee / Y A/c 

Drawer / X A/c                       Dr  

        To, Bills Payable A/c 
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PROLEMS FOR CLASS ROOM DISCUSSION 

Problem1: 

Calculate the due dates of the bills in the following cases            (Illustration-1) 

 

Problem2: 

X sold goods for Rs.20,000 to Y on credit on January 01, 2022. X drew a bill of exchange upon Y for 

the same amount for three months. Y accepted the bill and returned it to X. Y met his acceptance on 

maturity. Record the necessary journal entries under the following circumstances:  

(i) X retained the bill till the date of its maturity and collected directly  

(ii) X discounted the bill @ 12% p.a. from his bank  

(iii) X endorsed the bill to his creditor Z  

(iv) X retained the bill and on March 31, 2021 X sent the bill for collection to its bank. On April 

05, 2021 bank advice was received.                     (Illustration-2) 

Problem3: 

Mr. X sold goods for Rs.15,000 to Mr. Y and immediately drew a bill upon him on Jan. 01, 2022 payable 

after 3 months. On maturity the bill was dishonoured and Rs.50 were paid by the holder of the bill as 

noting charges. The journal entries will be recorded in the books of Mr. X and Mr. Y as given below 

under the following circumstances:  

(i) When the bill was kept by Mr. X till maturity.  

(ii) When the bill was discounted by Mr. X with his bank immediately @ 12% p.a.  

(iii) When the bill was endorsed by Mr. X in favour of his creditor Miss. Z.                       (Illustration-3) 

 

Problem4: 

On February 01, 2022 X sold goods to Y for Rs.18,000; Rs.3,000 were paid by Y immediately and for 

the balance he accepted three months bill drawn upon him by X. On the date of maturity of the bill Y 

requested X to cancel the old bill and a new bill upon him for a period of 2 months. He further agreed 

to pay inteǊŜǎǘ ƛƴ ŎŀǎƘ ǘƻ · Ϫ мн҈ ǇΦŀΦ · ŀƎǊŜŜŘ ǘƻ ¸Ωǎ ǊŜǉǳŜǎǘ ŀƴŘ ŎŀƴŎŜƭƭŜŘ ǘƘŜ ƻƭŘ ōƛƭƭ ŀƴŘ ŘǊŜǿ ŀ 

new bill. The new bill was met on maturity by Y.  

Pass necessary journal entries in the books of drawer and drawee.                                  (Illustration-4) 
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Problem5: 

X sold goods Rs.10,000 to Y on January 01, 2022 and immediately drew a bill on Y for three months 

for the same amount, Y accepted the bill and returned it to X. On March 04, 2022 Y retired her 

acceptance under rebate of 6% per annum. You are required to:  

(a) Pass the journal entries to record the above transactions in the books of X and Y;  

(b) Prepare Y A/c and Bill Receivable A/c in the books of X; and  

(c) Prepare X A/c and Bill Payable A/c in the books of Y.                  (Illustration-5) 

Problem6: 

On 1.1.2021, X sold goods to Y valuing Rs.30,000. On 4.1.2021 X received from Y a cheque of Rs.10,000 

and drew a bill payable 3 months after date for the balance. On the same date, X endorsed the 

accepted bill to Z for full settlement of a debt of Rs.21,000. On the due date, the bill was dishonoured 

and Y having become insolvent, met on 12.4.2021, 80% of his acceptance as full and final dividend. 

You are required to pass journal entries to record the above transactions.      (Numerical problem-1) 

Problem7: 

For mutual accommodation of himself and Y, X drew upon Y a bill of Rs.6,000 at 3 months on 

01.04.2021. Y accepted the bill and returned to X who discounted it immediately @ 6% p.a. According 

to agreement, X and Y shared the proceeds as 2:1. On the date of maturity X remitted his share to Y 

who honoured the bill by payment.  

Show journal entries in the books of X and Y                                                                (Illustration-6) 

Problem8: 

X draws a bill for Rs.1,200 and Y accepts the same for mutual accommodation in the ratio of 4:2. X 

discounts the bill for Rs.1,110 and remits 1/3rd of the proceeds to y. Before the due date, Y draws 

another bill for Rs.1,800 on X in order to provide funds to meet the first bill. The second bill is 

discounted for Rs.1,740 by Y and a sum of Rs.360 is remitted to X after meeting the first bill. The 

second bill is duly met. Show journal entries in the books of both X and Y.           (Illustration-7)  
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4. ACCOUNTING FOR CONSIGNMENT 

Consignment: Consignment is a special type of transaction in which one entity sends goods to another 

entity for selling the goods of the former for a pre-determined commission. Revenue from 

consignment business is recognised by the consignor on sale of the goods by the consignee (As per 

AS9) 

Parties Involved in Consignment: The parties involved in consignment business are Consignor, 

Consignee and Customer. 

Consignor It is the party who sends the goods to its agent for sale of goods. The consignor may be a 

ƳŀƴǳŦŀŎǘǳǊŜǊ ƻǊ ǿƘƻƭŜǎŀƭŜǊΦ ¢ƘŜ ŎƻƴǎƛƎƴƻǊ ƛǎ ǘƘŜ ΨǇǊƛƴŎƛǇŀƭΩ ƛƴ ǘƘŜ ǇǊƛƴŎƛǇŀƭ-agent relationship of 

consignment business. 

Consignee It is the party to whom goods are sent on consignment basis by the consignor. It sells the 

ƎƻƻŘǎ ǊŜŎŜƛǾŜŘ ƻƴ ŎƻƴǎƛƎƴƳŜƴǘ ōŀǎƛǎ ŀƴŘ ŀŎǘǎ ŀǎ ǘƘŜ ΨŀƎŜƴǘΩ ƛƴ ŀ ŎƻƴǎƛƎƴƳŜƴǘ ǊŜƭŀǘƛƻƴΦ 

Customer It is the party to whom goods are ultimately sold by Consignee. 

Documents Related to Consignment Transactions: 

Consignment business requires certain specific documents for its operations. These documents are 

ΨtǊƻŦƻǊƳŀ LƴǾƻƛŎŜΩ ŀƴŘ Ψ!ŎŎƻǳƴǘ {ŀƭŜǎΩΦ 

ü Proforma Invoice: This document is issued by the consignor to its agent (i.e. the consignee) at the 

time of sending the goods. It mentions various details regarding the goods sent viz. quantity of 

the goods consigned, cost/ invoice price of the goods, expenses incurred in relation to the goods, 

minimum selling price etc. This document acts as an evidence of dispatch of goods from the end 

of the consignor. Its format resembles that of a regular invoice. 

ü Account Sales: Account Sales is a document which is periodically sent by the consignee to the 

consignor. It contains details of the transactions entered into by the consignee on behalf of the 

ŎƻƴǎƛƎƴƻǊ ǾƛȊΦ ǎŀƭŜ ǇǊƻŎŜŜŘǎ ǊŜŀƭƛǎŜŘΣ ŎƻƴǎƛƎƴŜŜΩǎ ŎƻƳƳƛǎǎƛƻƴΣ ŜȄǇŜƴǎŜǎ ƛƴŎǳǊǊŜŘ ōȅ ŎƻƴǎƛƎƴŜŜ ƛƴ 

connection with the consignment, amount remitted and any other specific communication (like 

abnormal loss of goods) etc. 

Difference between Consignment and Regular Sales: 
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Goods sent on consignment: If goods are sent by the consignor to the consignee, the goods are 

physically transferred, but the ownership, risk and the property in goods remain with the consignor. 

This transaction is recorded in the books of the consignor, but in the books of the consignee no 

accounting is done for the same. The goods so sent on consignment may be recorded by the consignor 

ŜƛǘƘŜǊ Ψŀǘ /ƻǎǘ tǊƛŎŜ ό/tύΩ ƻǊ Ψŀǘ LƴǾƻƛŎŜ tǊƛŎŜ όLtύΩΦ 

Advance by consignee to consignor: In consignment business, the consignor usually sends goods to 

the consignee after receiving adequate amount of advance from the consignee. Such advance money 

can be provided either through bank draft or the consignee may accept a bill of exchange in favour of 

the consignor. Such advance is later on adjusted when the money is remitted by consignee to the 

consignor. 

Expenses on consignment: The expenses which are specifically incurred in relation to the 

consignment business may be incurred either by the consignor or by the consignee. 

Expenses by consignor: Such expenses are usually incurred for sending the goods to the consignee. 

Examples of such expenses include carriage & freight incurred while sending goods to consignee, 

packing charges, loading charges, export duty, transit insurance etc. These are non-recurring in 

nature. 

Expenses by consignee: These expenses are incurred by the consignee are recovered from the 

consignor as adjusted against the amount due to the consignor (sale proceeds) in the Account Sales 

prepared by the consignee. Expenses by consignee, may be of two types ς Recurring and Non-

recurring. 

Consignment related transactions

Goods sent on 
consignment

Advance by consignee to 
consignor

Expenses on 
Cnsignment

Expenses by 
Consignor

Non-Recurring

Expenses by 
consignee

Recurring Non-Recurring

Consignment 
sale
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ü Recurring expenses are the expenses which are incurred on more than one occasion. These are 

ǳǎǳŀƭƭȅ ƛƴŎǳǊǊŜŘ ŀŦǘŜǊ ǘƘŜ ƎƻƻŘǎ ǊŜŀŎƘ ǘƘŜ ŎƻƴǎƛƎƴŜŜΩǎ ǇǊŜƳƛǎŜǎΦ {ǳŎƘ ǊŜŎǳǊǊƛƴƎ ŜȄǇŜƴǎŜǎ ƛƴŎƭǳŘŜ 

godown rent, insurance of godown, carriage outward, establishment charges, advertising & 

publicity, salary of salesmen, commission and other selling expenses. 

ü Non-recurring expenses are incurred only once and are generally incurred prior to reaching the 

ŎƻƴǎƛƎƴŜŜΩǎ ǇǊŜƳƛǎŜǎΦ Common nonrecurring expenses include unloading charges, dock charges, 

clearing charges, customs (import) duty, octroi, carriage & freight to godown etc. 

Consignment Sale: As per consignment contract, goods are sold by the consignee on behalf of the 

consignor. Such sales are revenue to the consignor. The sales may be made either on cash basis or on 

credit basis. Sale proceeds are generally collected by the consignee and then reimbursed to the 

consignor at the end of the specified period after making necessary adjustments like expenses by 

consignee, commission due etc. 

Commission: It is the consideration for which the Consignee acts as an agent of the Consignor. It is to 

be noted that the commission is not directly paid by the Consignor to the Consignee. It is adjusted by 

the Consignee against the amount due towards the Consignor, and is disclosed in the Account Sales. 

 

1. Ordinary Commission: This Commission is due to the consignee from the consignor because of 

rendering of the regular activities of the consignment business. It is calculated on the gross sales 

made by consignee in the consignment business.  

2. Del-credere Commission: This is a commission that is payable for taking the risk associated with 

credit sale of the goods, namely risk of bad debts and collection responsibility. It is generally 

ŎŀƭŎǳƭŀǘŜŘ ƻƴ ǘƘŜ ΨƎǊƻǎǎ ǎŀƭŜǎΩ ƳŀŘŜ ōȅ ǘƘŜ ŎƻƴǎƛƎƴŜŜΣ ǳƴƭŜǎǎ ƻǘƘŜǊǿƛǎŜ ŀƎǊŜŜŘ ǳǇƻƴΦ  

3. Over-riding Commission: This is an extra commission which is paid over and above the ordinary 

commission. It is also referred to as Special Commission. This commission is paid when the 

consignee manages to sell the goods above a pre-determined selling price, or exceeds the sales 

target. 

Commission

Ordinary commisssion Del-credere commisssion Over-riding commission
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Loss of goods sent on consignment: The consignment business involves considerable movement and 

handling of goods. In this process, some goods may get lost. Such loss may be divided into two broad 

categories ς Normal Loss and Abnormal Loss. 

Normal Loss: The loss of goods which occurs due to the inherent nature of the goods involved is 

referred to as Normal Loss. It is by nature unavoidable loss and forms part of the cost of goods sold. 

Example: Evaporation of materials, spillage of liquid materials etc. 

Abnormal Loss: Abnormal Loss of goods refers to those losses which are avoidable in nature. Such 

loss is not considered to be a part of the cost of goods sold. Example: Goods pilfered, goods stolen, 

goods lost by fire and other natural calamities etc. Based on the stage of occurrence of abnormal loss 

in a consignment business, such loss arising can be broadly discussed under two heads. 

ü Goods lost in Transit: ¢ƘŜǎŜ ƭƻǎǎŜǎ ƻŎŎǳǊ ƻƴ ǘƘŜ ƳƻǾŜƳŜƴǘ ƻŦ ǘƘŜ ƎƻƻŘǎ ŦǊƻƳ ǘƘŜ ŎƻƴǎƛƎƴƻǊΩǎ 

ǇǊŜƳƛǎŜ ǘƻ ǘƘŜ ŎƻƴǎƛƎƴŜŜΩǎ ǿŀǊŜhouse. Such goods lost are required to be valued after considering 

the expenses incurred by the Consignor for sending such goods. Any expenses incurred by the 

consignee, not to be included in valuing the goods lost in transit. 

ü Abnormal loss of goods in ConǎƛƎƴŜŜΩǎ ǇǊŜƳƛǎŜǎΥ Such loss includes goods damaged by fire in 

ŎƻƴǎƛƎƴŜŜΩǎ godown, goods stolen from godown, loss due to bad handling etc. For the purpose of 

valuation of such loss, all expenses incurred by the consignor and the non-recurring expenses 

incurred by the consignee are considered. 

Valuation of Unsold Stock Lying with Consignee: some of the goods received may remain unsold with 

the consignee and it is technically called as Consignment Stock. Its ownership lies with the consignor, 

even though they lie physically with the consignee. Valuation of such consignment stock is necessary 

for determination of correct operating results of the consignment business. 

ü Goods sent at Cost: Consignment stock is valued considering the cost of the goods sent on 

consignment. In addition, necessary adjustments are required to be made for the expenses 

incurred by the consignor and non-recurring expenses incurred by the consignee. 

valuation

Loss of goods sent on consignment

Normal Loss
Abnormal 

loss

Goods lost in 
transit

Goods lost in 
consignee's premises

Unsold stock lying with 
consignee

Goods sent at 
cost

Goods sent at 
Invoice price

Goods in transit
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ü Goods sent at Invoice Price: Consignment stock is valued considering the Invoice Price of the 

goods sent on consignment. Necessary adjustments are required to be made for the expenses 

incurred by the consignor and non-recurring expenses incurred by the consignee on these goods. 

Moreover, for determination of correct operating result, the load margin on such goods needs to 

be adjusted. 

Note: As per AS-нΣ ǳƴǎƻƭŘ ǎǘƻŎƪ ƛǎ ǘƻ ōŜ ǾŀƭǳŜŘ ŀǘ Ψ/ƻǎǘΩ ƻǊ ΨbŜǘ wŜŀƭƛǎŀōƭŜ ±ŀƭǳŜ όbw±ύΩΣ ǿƘƛŎƘŜǾŜǊ ƛǎ 

lower. When the NRV of the unsold stock fall below its cost, in that case the consignment stock is to 

be valued at the NRV. 

Valuation of Goods-in-Transit: The goods which have been dispatched by the consignor, but are yet 

to reach the premises of the consignee are referred to as Goods-in-Transit. The ownership of such 

goods lies with the consignor, and at the end of an accounting period, such goods are required to be 

valued for the purpose of reflecting such goods in the financial statements. Such goods-in-transit are 

required to be valued after considering the expenses incurred by the consignor for sending such 

goods. It is to be noted that no expenses incurred by the consignee are to be included in valuing the 

same. 

Accounting for Consignment: 

Accounting for consignment related transactions is done in the books of both Consignor and 

Consignee. 

Books of Consignor: Consignor will maintain the following accounts as below. 

1. Consignment Account: It is the profit determining account of the consignment business. In this 

account, the expenses and losses are matched against the revenue from such business. This profit/ 

loss on consignment determined in this account is transferred from this account to the P/L A/c. 

2. Goods sent on Consignment Account: It records the goods that are sent on consignment and also 

returns from consignee, if any.  

3. /ƻƴǎƛƎƴŜŜΩǎ !ŎŎƻǳƴǘΥ This is a personal account that records the transactions that are entered 

into by the consignee for the consignment. This account shows the money due to be received 

from the consignee at the end of a period.  

4. Consignment Stock Account: This account records the unsold stock of goods that may lie with the 

consignee at the end of an accounting period.  

5. Consignment Debtors Account: This account is maintained by the consignor when goods are sold 

by consignee on credit basis and del-credere commission is not paid to the consignee. It records 

the transactions like credit sale of consignment goods by consignee, collection from consignment 

debtors, bad debts, discount allowed etc. 
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Books of Consignee: The accounts which are maintained in the books of the consignee are:  

1. Consignor Account: This account records the transactions that are entered into by the consignee 

in relation to the consignment. The closing balance of this account reflects the amount due to the 

consignor at the end of a specified period. 

2. Commission Account: Separate commission accounts are required to be maintained for different 

types of commissions viz. Ordinary Commission, Del credere Commission and Over-riding/ Special 

Commission. 

3. Consignment Debtors Account: This account is maintained by the consignee when del-credere 

commission is paid by the consignor to the consignee. This account records the transactions 

relating to credit sale of consignment goods made, collection from consignment debtors, bad 

debts, discount allowed etc. 

Journal entries:(If goods are sent at cost price) 

PARTICULARS BOOKS OF CONSIGNOR BOOKS OF CONSIGNEE 

Opening stock Consignment                                         Dr 

    To Consignment stock 

No entry 

Goods sent on 

Consignment 

Consignment                                         Dr 

    To Goods sent on consignment 

No entry 

Goods returned by 

consignee 

Goods Sent on Consignment       Dr  

    To Consignment  

No entry 

Advance received from 

consignee by consignor 

Bank/ Bills Receivable                       Dr  

    To Consignee  

Consignor                                    Dr 

    To Bank / Bills Payable  

Expenses incurred by 

consignor 

Consignment                                  Dr  

    To Cash/ Bank  

No entry 

Goods-in-Transit Goods-in-Transit                            Dr  

    To Consignment  

No entry 

Expenses paid by 

consignee 

Consignment                                  Dr  

     To Consignee  

Consignor                                     Dr  

   To Bank / Cash  

Sale of goods by 

consignee 

For cash: 

 

 

 

 

Consignee                                       Dr  

     To Consignment  

 

 

 

Bank                                                Dr  

   To Consignor  
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For Credit:  

¶ Del-credere 

commission provided 

¶ Del-credere 

commission not 

provided 

 

Consignee                                      Dr  

     To Consignment  

Consignment Debtors                  Dr  

     To Consignment  

 

Consignment Debtors               Dr  

    To Consignor  

 

No entry 

Commission payable by 

consignor to consignee 

Consignment   

    To Consignee  

Consignor                                     Dr  

     To Commission  

Amount received from 

Consignment Debtors 

¶ Del-credere 

commission provided 

¶ Del-credere 

commission not 

provided 

 

 

No entry 

 

 

Consignee                                        Dr  

        To Consignment Debtors  

 

 

Bank                                             Dr  

     To Consignment Debtors  

 

Bank                                                Dr  

      To Consignor  

Bad Debt in connection 

to consignment business 

¶ Del-credere 

commission provided 

 

¶ Del-credere 

commission not 

provided 

 

 

No entry 

 

 

Consignment                                 Dr  

      To Consignment Debtors  

 

Bad Debt                                     Dr  

       To Consignment Debtors  

Commission                               Dr  

        To Bad Debt  

No entry 

Abnormal Loss of goods 

ώƛƴ ¢Ǌŀƴǎƛǘκ ƛƴ ŎƻƴǎƛƎƴŜŜΩǎ 

place] 

Abnormal Loss                               Dr  

        To Consignment  

No entry 

Insurance claim received/ 

admitted against 

Abnormal Loss 

Bank (Amount received)              Dr 

Insurance Claim                             Dr  

(Amount admitted but not 

realised)  

Consignee                                       Dr  

Bank                                            Dr  

    To Consignor   

[Amount received from 

Insurance Co. on behalf of the 

consignor] 



 
 

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | CMA Inter | P6 Financial Accounting  

P
a

ge
 5

4 

(Amount received by consignee) 

P/L (Net Loss)                                 Dr  

           To Abnormal Loss  

Closing Stock on 

Consignment 

Consignment Stock                       Dr  

        To Consignment  

No entry 

Closing of Goods sent on 

Consignment  

Goods sent on Consignment       Dr   

       To Purchases/ Trading  

No entry 

Profit/Loss on 

Consignment 

Consignment                                  Dr  

        To P/L  

No entry 

Final Remittance 

received by consignor 

from consignee 

Bank/Bills Receivable                    Dr  

        To Consignee  

Consignor                                    Dr  

To Bank/ Bills Payable  

If Goods are sent at invoice price: (elimination of Loading included in goods) 

Opening stock Stock reserve                                  Dr 

    To Consignment 

No entry 

Goods sent on 

Consignment 

Goods Sent on Consignment       Dr  

    To Consignment 

No entry 

Goods returned by 

consignee 

Consignment                                         Dr 

    To Goods sent on consignment 

No entry 

Goods-in-Transit Consignment                           Dr  

    To Goods-in-Transit 

No entry 

Abnormal Loss of goods 

ώƛƴ ¢Ǌŀƴǎƛǘκ ƛƴ ŎƻƴǎƛƎƴŜŜΩǎ 

place] 

Consignment                             Dr  

        To Abnormal Loss  

No entry 

Closing Stock on 

Consignment 

Consignment                                  Dr 

         To Stock reserve                                   

 

No entry 
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PROBLEMS FOR CLASS ROOM DISCUSSION 

Problem 1: 

Agarwal of Agra sent on consignment goods valued Rs.1,00,000 to Biyani of Bhagalpur on March 1, 

2021. He incurred an expenditure of Rs.12,000 on Freight and Insurance. Biyani was entitled to a 

commission of 5% on gross sales plus a del-credere commission of 3%. Biyani took delivery of the 

consignment by incurring expenses of Rs.3,000 for goods consigned.  

On Dec. 31, 2021, Biyani informed on phone that he had sold all the goods for Rs.1,50,000 by incurring 

selling expenses of Rs.2,000. He further informed that only Rs.1,48,000 had been realised and rest 

was considered irrecoverable, and would be sending the cheque in a day or so for the amount due 

along with the accounts sale. The consignor closes his books on Dec. 31 each year.  

On Jan. 5, 2022; Agarwal received the cheque for the amount due from Biyani and incurred bank 

charges of Rs.260 for collecting the cheque. The amount was credited by the bank on Jan. 9, 2022.  

Prepare the Consignment A/c finding out the profit/loss on the consignment, Biyani A/c, Provision for 

Expenses A/c and Bank A/c in the books of the consignor, recording the transactions upto the receipt 

and collection of the cheque.                (Illustration 8) 

Problem 2: 

M/s Singha Traders of Surat consigned 5,000 litres of edible oil costing Rs.32 each to M Ltd. of Mumbai 

on 1.2.2022. M/s Singha Traders paid Rs.5,000 as freight and insurance charges. During transit 200 

litres were destroyed for which the insurance company agreed to pay Rs.5,000 in full settlement.  

M Ltd. paid clearing charges Rs.6,100; godown rent Rs.олл ŀƴŘ {ŀƭŜǎƳŀƴΩǎ ǎŀƭŀǊȅ Rs.900. It was 

entitled to 6% ordinary commission and 4% del credere commission on sales.  

On 30.6.2022, M Ltd. reported that 4,000 litres were sold at Rs.1,65,000 and 100 litres were lost due 

to evaporation. A customer who bought liquor for Rs.1,500 could pay only 40% of his amount. M Ltd. 

paid its balance due by a cheque.  

Show the Consignment Account in the books of M/s Singha Traders.                                (Illustration 9) 

Problem 3: 

B consigned 100 calculators to A. Cost of each calculator was Rs.190. B incurred expenses of Rs.500 on 

despatch of such goods. A informed B that he had sold 68 calculators @ Rs.280 each and 11 calculators @ 

Rs.270 each and had spent Rs.1,520 on behalf of the consignor. One damaged calculator was sold for Rs.50 

according to the instructions of consignor. A was entitled to a commission of 6% on gross sales and it 

includes del-credere commission. A could recover only Rs.250 from a customer to whom one calculator 

had been sold on credit basis for Rs.280. All other sales were made on cash basis.  
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Show the ledger accounts in the books of both the parties. Calculations may be made to the nearest 

rupee and assume that the expenses of consignee are recurring in nature.                    (Illustration 10) 

Problem 4: 

On Jan. 1, 2022 goods costing Rs.1,32,000 were consigned by Shri G of Chennai to his agent Shri H in 

Amritsar at a pro-forma invoice price of 20% above cost. Shri G paid freight and other forwarding 

charges amounting to Rs.4,000. The consignee was allowed Rs.2,000 p.a. towards establishment 

costs, 5% commission on gross sales. Shri H paid Rs.1,000 as godown rent and insurance for three 

months ended Mar. 31, 2022. 

Three-fourths of the goods were sold at 331/3% profit on cost, half of which were credit sales. Balance 

stock was valued at pro-forma invoice price. Consignee reported that a customer who purchased 

goods worth Rs.10,000 was untraceable and his balance was considered to be unrealisable. All other 

debtors cleared their dues. Shri H cleared his dues by sending a bank draft on Mar. 31, 2022. 

Prepare necessary accounts in the books of Consignor, for 3 months ending on Mar. 31,2022.              

      (Illustration 12) 

Problem 5: 

Veemal of Delhi sends a consignment of wall clocks to Anand of Kolkata and charges proforma invoice 

price so as to show a profit of 25% on cost. The agent received commission @ 5% on all sales plus 3% 

del credere commission on credit sales made by him. Stock of goods with the agent at the beginning 

of the year: 40 clocks at proforma invoice price Rs.25,000. During the year ended 31st December 

2011, Veemal had the following transactions with Anand:  

(a)  Proforma invoice price of 200 Clocks consigned to Anand: Rs.1,25,000  

(b)  Railway charges and insurance on the consignment paid by Veemal: Rs.3,500  

(c) Advance received from Anand : Rs.37,500  

(d) Sales made by Anand; 

(i). 80 clocks for cash : Rs.53,750  

(ii). 100 clocks on credit: Rs.70,000 

(e) Selling expenses made by agent: Rs.6,250 and discount allowed by him Rs.2,500. 

(f)  30 clocks were damaged by the railway for which Anand recovered Rs.6,750. The damaged clocks 

were sold on cash by Anand at Rs.5,750. 

(g)  Out of the clock sold on credit, Rs.5,000 was irrecoverable and considered bad by the agent. 

(h)  The agent remitted the balance due by him by a bank draft.  

Show necessary Ledger Accounts in the books of Veemal.        (Illustration 14) 
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Problem 6: 

Kunal of Kolkata consigned goods costing Rs.45,000 to Quereshi of Meerut. The invoice price was 

made so as to show a profit of 331/3% on cost. Kunal paid Rs.300 as carriage and Rs.1,200 as freight 

& insurance, Goods costing Rs.5,000 were destroyed while in-transit and the insurance company 

admitted the full claim. In Meerut, Quereshi paid Rs.240 as carriage and Rs.600 as godown rent. 2/3 

rd of the goods received by Quereshi were sold by him. Quereshi sent a cheque to P for the sale 

proceeds after deducting the expenses incurred by him and the commission due to him: ordinary @ 

р҈ ŀƴŘ ŘŜƭ ŎǊŜŘŜǊŜ Ϫ нмκн҈Φ {Ƙƻǿ ǘƘŜ /ƻƴǎƛƎƴƳŜƴǘ ǘƻ aŜŜǊǳǘ !κŎ ŀƴŘ vΩǎ !κŎ ƛƴ YǳƴŀƭΩǎ [ŜŘƎŜǊΦ 

             (Illustration 13) 

Problem 7: 

The Account Sales received from an agent disclosed that the total sales effected by him during 2021-

22 amounted to Rs.4,50,000. This included Rs.3,12,500 for sales made at invoice price which is cost 

plus 25% and the balance at 10% above the invoice price. He incurred expenses to the tune of Rs.5,000 

out of which a sum of Rs.1,800 is recurring in nature. Forwarding expenses of the Consignor totalled 

Rs.2,400. The Agent had remitted the balance due from him through Bank Draft after deducting the 

expenses. 5% commission on gross sales, bad debts Rs.850 and a Bills payable accepted by him for 

Rs.10,000. 

The value of unsold stock at original cost lying with the Agent as on 31st March, 2022 amounted to 

Rs.50,000. You are required to prepare the Consignment Accounǘ ŀƴŘ ǘƘŜ /ƻƴǎƛƎƴŜŜΩǎ !ŎŎƻǳƴǘ ƛƴ ǘƘŜ 

Books of the Consignor.                           (Illustration 15) 

Problem 8: 

Mr. P consigned goods to Mr. D, his agent at Dhanbad, at cost price of Rs.плΣлллΦ aǊΦ tΩǎ ŀŎŎƻǳƴǘŀƴǘ 

at the end of the year drew up the agent account as below: 

 

Mr. D sold part of the goods for Rs.45,000, which exceeded by Rs.9,000 their invoice value. He 

collected Rs.38,000 after allowing discount of Rs.2,000 to customers. Bad Debts came to Rs.1,000 and 

his expenses to Rs.800 (including Rs.200 for loading and cartage). Mr. D was entitled to a 5% 

commission on cash collected.  

From the above information draw up Consignment A/c, Consignment Debtors A/c and Mr. D A/c in 

the books of Mr. P                           (Illustration 16) 

~ 
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5. ACCOUNTING FOR JOINT VENTURE 

Joint venture: Joint venture is a short- term business undertaking jointly by two or more persons who 

share the profits and losses in an agreed ratio with temporary form of business organization. There 

are certain business activities or projects that may involve higher risks; higher investments and even 

they demand multi-skills. Hence two or more people having requisite skill sets come together to form 

a temporary partnership. This is called a Joint Venture. The parties who have agreed to undertake the 

joint venture are called Co-venturers or Joint venturers. 

Characteristics of Joint Venture: 

ü There is an agreement between two or more persons.  

ü Joint venture is made for the specific execution of a business plan/project.  

ü It is a temporary partnership without the use of a firm name. Such associations, comes to an end 

when the purpose of the agreement is served. 

ü Profit & loss are shared on the same terms and conditions agreed upon. However, in the absence 

of any agreement, profit & loss will be divided equally.  

ü  The terms of the joint ventures are executed on a written agreement signed by all parties 

involved.  

Difference between Joint Venture and Partnership: 

ü tŀǊǘƴŜǊǎƘƛǇ ŀƭǿŀȅǎ ŎŀǊǊƛŜŘ ƻƴ ǿƛǘƘ ŦƛǊƳΩǎ ƴŀƳŜΣ ōǳǘ ŦƻǊ ǘƘŜ Ƨƻƛƴǘ ǾŜƴǘǳǊŜΣ ƴƻ ǎǳŎƘ ŦƛǊƳΩǎ ƴŀƳŜ ƛǎ 

required.  

ü The persons who run the business on partnership are called as partners and the persons who 

agreed to take the project as joint venture are called as co-venturers.  

ü Normally, a partnership is constituted for a long period (including various projects), whereas joint 

venture is formed to complete a specific job/project.  

ü Partnership is governed under the Partnership Act, 1932, whereas there is no enactment of such 

kind for the joint ventures.  

ü  There is no limit specified for the numbers of co-venturers, but the number of partners is limited 

to 10 under banking business and 20 for any other trade or business. 

Difference between Joint Venture and Consignment: 

ü Relationship ҍ ¢ƘŜ Ŏƻ-venturers of a Joint venture are the owners of a Joint venture, whereas 

relationship of a consignor and consignee is of owner and agent.  
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ü Sharing of Profits ҍ ¢ƘŜǊŜ ƛǎ ƴƻ ŘƛǎǘǊƛōǳǘƛƻƴ ƻŦ ǇǊƻŦƛǘ ōŜǘǿŜŜƴ ŀ ŎƻƴǎƛƎƴƻǊ ŀƴŘ ŎƻƴǎƛƎƴŜŜΣ 

consignee only gets commission on sale made by him. On the other hand, the co-venturers of a 

joint venture share profits as per the agreed profit-sharing ratio.  

ü Ownership of Goods ҍ hǿƴŜǊǎƘƛǇ ƻŦ ǘƘŜ ƎƻƻŘǎ ǊŜƳŀƛƴǎ ǿƛǘƘ ǘƘŜ ŎƻƴǎƛƎƴƻǊΦ /ƻƴǎƛƎƴƻǊ ǘǊŀƴǎŦŜǊǎ 

only possession to the consignee, but every co-venturer of a joint venture is the co-owner of the 

goods/project.  

ü Contribution of Funds ҍ LƴǾŜǎǘƳŜƴǘ ƛǎ ŘƻƴŜ ōȅ ǘƘŜ ŎƻƴǎƛƎƴƻǊ ƻƴƭȅΦ hƴ the other hand, funds are 

contributed by all co-ventures in a certain agreed proportion. 

ü  Continuity of Business ҍ Lƴ ŎŀǎŜ ƻŦ ŀ Ƨƻƛƴǘ ǾŜƴǘǳǊŜΣ ǘƘŜǊŜ ƛǎ ƴƻ Ŏƻƴǘƛƴǳƛǘȅ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎ ƻƴŎŜ 

project is completed. On the other hand, if, everything goes smooth, consignment is a continuous 

process. 

Methods of recording joint venture transactions: 

Method I: When Separate Set Books are Maintained for the Joint Venture: 

The basic purpose is to ascertain the profit or loss on account of the joint venture. Under this 

approach, the following accounts are maintained: 

ü Joint Venture account: In this account, in the debit side all expenses (paid personally by the co-

venturers or out of joint bank) irrespective of its nature (i.e capital or revenue) are recorded. In 

the credit side, all sales (to outsiders as well as to the co-venturers) are recorded. The net result 

of this account will be either profit or loss. 

ü Joint Bank account: To record cash/bank transactions, a Joint Bank A/c is maintained. This is 

basically the cash book of the business. This could take a form of cash book with cash and bank 

column. It will record, the initial contributions made by each co-venturer, proceeds of sales, 

expenses and distribution of net balances among co-venturers on dissolution of the venture. All 

cash inflows are recorded in the debit side and the outflows are recorded in the credit side. 

ü  Co-venturers account: Co-±ŜƴǘǳǊŜǊΩǎ ǇŜǊǎƻƴŀƭ !ŎŎƻǳƴǘǎ ŀǊŜ ƳŀƛƴǘŀƛƴŜŘ ǘƻ ǊŜŎƻǊŘ ǘǊŀƴǎŀŎǘƛƻƴ 

related to co-venturers. It is like the capital account in the partnership business. Balance in this 

METHODS

SEPERATE SET OF BOOKS ARE MAINTAINED SEPERATE SET OF BOOKS NOT MAINTAINED

Each Co-venturer

keeps record of all transactions

Each Co-venturer

keeps record of its own transactions
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account refer to the claim of a co-venture to / from the business and is settled through the joint 

bank account. 

Accounting entries: 

1. Contribution made by the co Ventures 

  Joint Bank A/c     Dr. 

   To Co-Venturer A/c 

2. Expenses paid or goods supplied by the co-venturers from private account 

  Joint Venture A/c     Dr. 

   To Co-Venturer A/c 

3. Expenses paid through Joint Bank Account 

  Joint Venture A/c     Dr. 

   To Joint Bank A/c 

4. Sale proceeds or collections 

  Joint Bank A/c     Dr. 

   To Joint Venture A/c 

5. Collections received by co-venturer 

  Co-Venturer A/c     Dr. 

   To Joint Venture A/c 

6. Assets taken over by the co-venturer 

  Co-Venturer A/c     Dr. 

   To Joint Venture A/c 

7. Liabilities taken over by the coventurers  

  Joint Venture A/c     Dr. 

   To Co-Venturer A/c 

8. Profit on joint venture  

  Joint Venture A/c     Dr. 

   To Co-Venturer A/c 

9. Loss on joint venture 

  Co-Venturer A/c     Dr. 

   To Joint Venture A/c 

10. Final settlement made to co-venturer 

  Co-Venturer A/c     Dr. 

   To Joint Bank A/c 
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Method II: When Separate Set of Books are Not Maintained for the Joint Venture 

This method is generally applicable when the size of the business is small and if it is for a very short 

period of time. In this case, all co-venturers will have account for the transactions in their own books. 

Here no Joint Bank A/c is opened and the co-venturers do not contribute in cash. Goods are supplied 

by them from out of their stocks and expenses for the venture are also settled in the same way. 

 

(a) When each co-venturer keeps record of all transactions 

Each co-venturer will prepare a Joint Venture A/c and the other Co-±ŜƴǘǳǊŜǊΩǎ !κŎ ƛƴ Ƙƛǎ ōƻƻƪǎΦ 

Naturally, the profit or loss is separately calculated by each co-venturer. Each co-venturer will take 

into A/c all transactions i.e. done by himself and by his co-venturer as well. 

 

Accounting entries: The accounting entries (considering two co-venturers ς A and B) are presented as under: 
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Note: After closure the business of joint venture, the co-venturer who has received surplus cash will 

remit it to the other co-venturer. 

(b) When each co-venturer keeps record of its own transactions (Memorandum method): 

ü In this system, the co-ǾŜƴǘǳǊŜǊǎ Ƴŀȅ ŘŜŎƛŘŜ ǘƻ Ƴŀƛƴǘŀƛƴ ŀ ǎŜǇŀǊŀǘŜ ΨaŜƳƻǊŀƴŘǳƳ Wƻƛƴǘ ±ŜƴǘǳǊŜ 

!κŎΩ ƛƴ Ƨƻƛƴǘ ōƻƻƪǎΦ 9ŀŎƘ Ŏƻ-venturer sends a periodic statement of transactions effected by him 

for the joint venture to the other co-venturer. On the receipt of the above statement, each co-

venturer prepares Memorandum Joint Venture Account for determining the profit/ loss from the 

joint venture. This account is not a double entry account by nature. 

ü The co-ǾŜƴǘǳǊŜǊǎ ǿƛƭƭ ƪŜŜǇ ŀƴ ŀŎŎƻǳƴǘ ŎŀƭƭŜŘ άWƻƛƴǘ ǾŜƴǘǳǊŜ ǿƛǘƘ Ŏƻ-ǾŜƴǘǳǊŜǊ !κŎέΦ ǿƘŜǊŜƛƴ ŀƭƭ 

transactions done by him only are recorded but not transactions effected by other co-venturer. 

This account is useful to make final settlement between Co-venturers. 

Accounting entries: 

1. Amount received from co-venturer in cash / cheque or B/R  

Cash/ Bank/ B/R A/c      Dr. 

To Joint Venture with Co-Venture's A/c 

2. Discounting of Bills Receivable  

Bank A/c Dr. 

Joint Venture with Co-ǾŜƴǘǳǊŜǊ ΧΦ !κŎ ό5ƛǎŎƻǳƴǘύ  Dr. 

To B/R A/c  

3. Purchase of goods  

Joint Venture with Co-ǾŜƴǘǳǊŜǊ ΧΦ !κŎ    Dr. 

To Cash/ Bank A/c  

To JV Creditors A/c  
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4. Making payment to Creditors (including discount received) 

JV Creditors A/c       Dr. 

To Cash/ Bank/ B/P A/c  

To Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ ό5ƛǎŎƻǳƴǘ ǊŜŎŜƛǾŜŘύ 

5. Goods supplied by co-venturer from own stock  

Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ    Dr. 

To Purchases A/c/ Goods sent to JV A/c  

6. Payment of expenses  

Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ    Dr. 

To Cash/ Bank A/c  

7. Sale of goods  

Cash/ Bank/ JV Debtors A/c     Dr. 

To Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ 

8. Collection from customer (including bad debts discount allowed) 

Cash/ Bank A/c       Dr. 

Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ 5ǊΦ ό!Ƴƻǳƴǘ ƻŦ ōŀŘ ŘŜōǘs and discount allowed) 

To JV Debtors A/c  

9. Taking away of unsold goods  

Goods sent to JV A/c      Dr. 

To Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ 

10. Co-venturer entitled to commission/ salary etc. 

Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ    Dr. 

To Commission/ Salary A/c 

11. Share of profit on joint venture  

Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ    Dr. 

To Profit & Loss A/c  

12. Share of loss on joint venture 

Profit & Loss A/c       Dr. 

To Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ 

13. Settlement of balance of JV with ΧΦ !κŎ  

¶ In case of debit balance  

Cash/ Bank A/c       Dr. 

To Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ 

¶ In case of credit balance 

              Joint Venture with Co-ǾŜƴǘǳǊŜǊΧΦ !κŎ    Dr.  

To Cash/ Bank A/c 
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PROBLEMS FOR CLASS ROOM DISCUSSION 

PROBLEM 1: 

A and B enter into a joint venture sharing profits and losses in the ratio 3:2. A purchased goods costing 

Rs.200000. B sold 95% of goods for Rs.2,50,000. A is entitled to get 1 % commission on purchase and 

B is entitled to get 5 % commission on sales. A drew a bill on B for an amount equivalent to 80% of 

original cost of goods. A got it discounted at Rs.мΣрлΣлллΦ /ŀƭŎǳƭŀǘŜ .Ωǎ ǎƘŀǊŜ ƻŦ ǇǊƻŦƛǘΦ (Illustration-18) 

PROBLEM 2: 

Sagar and Pakhi entered into Joint Venture and undertook building construction of P & Co. Ltd., 

Mumbai for Rs.5,00,000. The following information are available for the undertaking business: 

¶ Sagar supplied materials of Rs.35,000 and Pakhi paid Rs.20,000 his architect fees.  

¶ Sagar contributed Rs.1,25,000 and Pakhi contributed Rs.75,000 and deposited the same amount 

in the Joint Bank Account  

¶ They paid from Joint Bank Account for materials Rs.2,80,000 and wages Rs.1,20,000 

¶ On completion of the venture they received contract price as per the terms  

¶ Pakhi took over the unused materials for Rs.15,000  

Prepare Joint Venture A/c, Co-Venturers A/c and Joint Bank A/c.        (Illustration-19) 

PROBLEM 3: 

X and Y entered into a joint venture for purchase and sale of some household items. They agreed to 

share profits and losses in the ratio of their respective contributions. X contributed Rs.10,000 in cash 

and Y Rs.13,000. The whole amount was placed in a Joint Bank A/c. Goods were purchased by X for 

Rs.10,000 and expenses paid by Y amounted to Rs.2,000. They also purchased good for Rs.15,000 

through the Joint Bank A/c. The expenses on purchase and sale of the articles amounted to Rs.4,000 

(those made out of Joint bank). Goods costing Rs.20000 were sold for Rs.45,000 and the balance were 

lost by fire. Prepare Joint Venture A/c, Joint Bank A/c and Joint Venturers A/c . (Illustration-20) 

PROBLEM 4: 

Anil and Mukesh enter into a venture to take a job for Rs.2,40,000. They provide the following 

information regarding the expenditure incurred by them: 

 

Plant was valued at Rs.10,000 at the end of the contract and Mukesh agreed to take it at that value. 

Contract amount was received by Anil. You are required to prepare: 
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(a) Joint Venture Account and Mukesh Account in the books of Anil; and (b) Joint Venture Account 

and Anil Account in the books of Mukesh.                         (Illustration-21) 

PROBLEM 5: 

Sahani and Sahu entered into a joint venture to sale 800 bags of food grains. The business risks are to 

be shared in the ratio of 3:2 between them. Sahani supplied 400 bags at Rs.800 per bag and paid 

freight Rs.8,000 and insurance Rs.2,000. Sahu sent 400 bags at Rs.1,000 per bag. He paid Rs.2,500 as 

freight, Insurance Rs.8,000 and sundry expenses as Rs.500. Sahani paid Rs.50,000 as advance to Sahu.  

They appointed Sandeep as agent for sale of grains. Sandeep sold all bags at Rs.1,200 per bag. He 

deducted Rs.21,000 as his expenses and commission of 5% on sales. He remitted Rs.6,00,000 by 

cheque to Sahani and the balance to Sahu by way of a bill of exchange. The co-venturers settled their 

accounts. PǊŜǇŀǊŜ Wƻƛƴǘ ±ŜƴǘǳǊŜ !κŎΣ {ŀƘǳΩǎ !κŎ ŀƴŘ {ŀƴŘŜŜǇΩǎ !κŎ ƛƴ ǘƘŜ ōƻƻƪǎ ƻŦ aǊΦ {ŀƘŀƴƛΦ 

(Illustration-22) 

PROBLEM 6: 

Hari and Om agreed for purchasing and selling furniture in a joint venture, their profit sharing ratio 

being 3:2 respectively. Hari purchased 10 sofas at Rs.10,000 per sofa. He sent those sofas to Om for 

sale after spending Rs.1,000 per sofa on insurance and transportation. He drew a bill of Rs.50,000 on 

Om and this bill was discounted at a discount of Rs.5,000 after acceptance. Om incurred further 

expenses of Rs.2,000 on these sofas before sale. He sold all the sofas @ Rs.15,000 per sofa, giving 5% 

commission to the dealer.  

Prepare Joint Venture with Om Account in the books of Hari. Also show the Memorandum Joint 

Venture Account.                 (Illustartion-23) 

PROBLEM 7: 

Jiban and Mitrik decided to work in joint venture with the following scheme, agreeing to share profits 

in the ratio of 2/3 and 1/3. They guaranteed the subscription at par of 50 lakhs shares of Rs.10 each 

in Rainbow Ltd. and to pay all expenses up to allotment in consideration of Rainbow Ltd. issuing to 

them 3 lakhs other shares of Rs.10 each fully paid together with a commission @ 5% in cash which 

will be taken by Jiban and Mitrik in 3:2.  

Co-ventures introduced cash as follows 

  Rs. 

Jiban Stamp Charges Etc. 

Advertising charges 

Car expenses 

1,65,000 

1,35,000 

1,54,000 

Mitrik Printing Charges 1,88,000 
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Rent 

{ƻƭƛŎƛǘƻǊǎΩ ŎƘŀǊƎŜǎ 

1,30,000 

80,000 

Application fell short of the 50 lakhs shares by 1,20,000 shares and Mitrik introduced Rs.12 lakhs for 

the purchase of those shares. 

The guarantee having been fulfilled, Rainbow Ltd. handed over to the venturers 3 lakhs shares and 

also paid Commission in cash. All their holdings were subsequently sold by the venturer Mitrik 

receiving Rs.12,50,000 and Jiban Rs.25 lakhs. 

You are required to prepare: (a) Memorandum Joint Venture A/c (b) Joint Venture A/c with Mitrik in 

the books of Jiban 
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COMMON QUESTIONS FOR BILLS OF EXCHANGE, CONSIGNMENT & JOINT 

VENTURE 

Multiple Choice Questions: 

1. Which class of account is Consignment Account? 

(a) Personal Account 

(b) Real Account  

(c) Representative Personal Account  

(d) Nominal Account  

2. Memorandum Joint Venture Account is prepared _______. 

(a) for determining the amount due to co-venturer 

(b) for determining the amount due from co-venturer 

(c) for ascertaining the profit/ loss on venture  

(d) None of the above  

3. On dishonor of a bill of exchange that has been discounted, noting charges are initially paid by 

_______. 

(a) Bank  

(b) Drawer 

(c) Drawee 

(d) Acceptor 

4. The share of profit of a co-venturer maintaining only her/ his own transactions is _______. 

(a) Debited to Joint Venture Account  

(b) Debited to other co-ǾŜƴǘǳǊŜǊΩǎ ǇŜǊǎƻƴŀƭ ŀŎŎƻǳƴǘ  

(c) Debited to Profit & Loss Account  

(d) None of the above 

5. If any stock is taken by a co-venturer, it will be treated as _______. 

(a) an income of the joint venture. 

(b) an expense of the joint venture. 

(c) to be ignored from joint venture. 

(d) it will be treated in the personal books of the co-venturer. 

6. The balance in consignment account shows _______. 

(a) Amount receivable from consignee 

(b) Amount payable to consignee  
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(c) Profit/ loss on consignment  

(d) Closing stock with consignee 

7. Shyam and Ramya are entered in the business of buy and sale of food grain for a period of one 

year and sharing the profit in the ratio of 2 :4, this agreement is a: 

(a) Partnership 

(b) Consignment  

(c) Joint-venture 

(d) Lease 

8. Memorandum Joint Venture Account is prepared when 

(a) the separate set of books is maintained for Joint Venture.  

(b) the each Co-venturer keeps records of all transactions. 

(c) the each Co-venturer keeps records of their own transactions only. 

(d) All of the above cases 

9. Which of the following commission is allowed by the consignor to the consignee to encourage 

the consignee for putting-up hard work in introducing new product in the market?  

(a) Del-credere Commission  

(b) Over-riding Commission  

(c) Hard work Commission  

(d) Ordinary Commission  

млΦ LŦ YŀǾŜǊƛΩǎ ŀŎŎŜǇǘŀƴŎŜ ǿƘƛŎƘ ǿŀǎ ŜƴŘƻǊǎŜŘ ōȅ ǳǎ ƛƴ ŦŀǾƻǳǊ ƻŦ {ŀƭŜŜƳ ƛǎ ŘƛǎƘƻƴƻǳǊŜŘΣ ǘƘŜƴ ǘƘŜ 

amount will be debited in our books to: 

(a) Saleem 

(b) Kaveri 

(c) Bills Receivable Account  

(d) None of the above 

11. X draws a bill on Y for Rs.1,80,000 for mutual accommodation in the ratio of 2:1. X got it 

discounted forRs.1,69,200 and remitted 1/3rd of the proceeds to Y. How much money should 

be remitted by X to Y at the time of maturity so as to enable Y to honour the bill? 

(a) Rs.1,20,000 

(b) Rs.1,15,200 

(c) Rs.1,16,800  

(d) Rs.1,20,400 
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12. Raju draws a bill on Sampat on 25th October, 2021 for 90 days, the maturity date of the bill will 

be  

(a) 27th January, 2022  

(b) 26th January, 2022  

(c) 25th January, 2022  

(d) 28th January, 2022 

13. P and Q enter into a joint venture sharing profit and losses in the ratio of 3:2. P purchased goods 

costingRs.2,00,000. Q sold 95% goods for Rs.2,50,000. P is entitled to get 1% commission on 

purchase and Q is entitled to get 5% commission on sales. P drew a bill on Q for an amount 

equivalent to 80% of original cost of goods. P got it discounted at Rs.мΣрлΣлллΦ ²Ƙŀǘ ƛǎ tΩǎ ǎƘŀǊŜ 

of profit?  

(a) Rs.15,300 

(b) Rs.21,300  

(c) Rs.18,900  

(d) None of the above 

Answers: 

 

State True or False: 

1. A joint venture has a definite life. 

2. An Inland Bill is payable only in one country and not in any other foreign country.  

3. Consignment Debtors Account is always maintained in the books of the consignor. 

4. Proforma Invoice is a document sent by the consignor to the consignee. 

5. Discount at the time of retirement of a bill of exchange is a gain for the drawer. 

Answers: 

 

Fill in the Blanks  

1. A bill of exchange drawn on April 12, 2022 as payable 3 months after sight was accepted on 

!ǇǊƛƭ моΣ нлннΦ ¢ƘŜ ōƛƭƭΩǎ ŘŀǘŜ ƻŦ ƳŀǘǳǊƛǘy will be _________. 

2. When separate sets of books are maintained for a joint venture, goods are taken-over by a 

co-venturer is credited to ________ account. 

3. Partners in a joint venture business are called ________. 
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4. The party who sends the goods on consignment basis is referred to as the __________. 

5. Commission is due to the consignee from the consignor for rendering of regular activities 

associated  with the consignment business is called __________ commission. 

6. If cash sales are Rs.25,000, credit sales are Rs.трΣллл ŀƴŘ ŎƻƴǎƛƎƴŜŜΩǎ ŘŜƭ ŎǊŜŘǊŜ ŎƻƳƳƛǎǎƛƻƴ 

is 10%, the amount of del- credre commission will be _____________.  

7. _____________ expenses are included while computing the value of stock on consignment.  

8. At the time of goods sent to consignee, the proforma invoice is prepared by_____________. 

9. The relation between Consignee and Consignor is that of _____________. 

10. _____________ can be made payable to the bearer. 

Answers: 

 

Short Essay Type Questions 

1. State any four essential elements of bill of exchange. 

2. What is meant by Retirement of Bill? 

3. State any four points of difference between consignment and ordinary sales. 

4. What is meant by Account Sales in the context of consignment business 

5. Mention any four features of joint venture. 

Essay Type Questions 

1. Explain the procedure of calculating the date of maturity of a bill of exchange? Give example. 

2. What do you mean by Accommodation Bill? Differentiate between Trade Bill and Accommodation 

Bill. 
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6. PREPARATION OF FINANCIAL STATEMENTS OF 

COMMERCIAL ORGANISATIONS 

 

1. The profit or loss of the enterprise is obtained through the preparation of Income Statement i.e 

Trading and Profit & Loss. 

2. The financial position of the business enterprise is judged by measuring the assets, liabilities and 

capital of the enterprise and the same is communicated to the users of financial statements. 

Financial position of the enterprise can be known through the preparation of the Position 

Statement i.e Balance Sheet. 

¢ǊŀŘƛƴƎ !ŎŎƻǳƴǘ ƻŦΧΧΧŦƻǊ ǘƘŜ ȅŜŀǊ ŜƴŘŜŘΧΧ 

Particulars Amount Particulars Amount 

To Opening Stock 

To Purchases 

Less: Purchase returns 

To Direct expenses: 

Freight & Carriage 

Customs & Insurance 

Wages 

Gas, Water & Fuel 

Factory Expenses 

Royalty on production 

To Gross Profit c/d* 

 

 

 

 

 

 

 

By Sales 

Less: Sales returns 

By Closing Stock 

By Gross Loss c/d* 

 

  

Financial statements

Income statement

Trading Account

Gross profit/Gross Loss

Profit & Loss Account

Net profit/Net Loss

Position statement

Balance sheet

Position of Assets & 
Liabilities
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Points to remember: 

ü Gross Profit is the difference between the selling price and the cost of the goods sold. Gross profit 

is usually ascertained by preparing a Trading account 

ü The opening inventory and purchases are written on the debit side.  

ü Sales and the closing inventory are entered on the credit side.  

ü If there are any direct expenses then they should also be written on the debit side of the Trading 

account.  

ü If the balances of credit side is more, the difference is written on the debit side as gross profit. 

This amount will also be carried forward to the Profit and Loss Account on the credit side.  

ü In case of gross loss, i.e., when the debit side of the Trading Account exceeds the credit side, the 

amount will be written on the credit side of the Trading Account and transferred to the debit side 

of the Profit and Loss Account. 
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Points to remember: 

ü The second income statement is the Profit & Loss Account. It is drafted after the determination of 

Gross operating result i.e. Gross Profit or Gross Loss. This account determines the Net Profit or 

Net Loss of an organisation for a particular accounting period. 

ü It is prepared by charging the indirect expenses and losses against the Gross Profit and other 

indirect incomes. It is closed by transfer of the Net Profit or Net Loss to the Capital Account of the 

proprietor. 

ü All expenses which are not directly related to main business activity (Indirect expenses) will be 

reflected in the P & L component. These are mainly the Administrative, Selling and distribution 

expenses. Examples are salary to office staff, salesmen commission, insurance, legal charges, audit 

fees, advertising, free samples, bad debts etc. It will also include items like loss on sale of fixed 

assets, interest and provisions etc. 

.ŀƭŀƴŎŜ ǎƘŜŜǘ ŀǎ ŀǘΧΧ 

Liabilities Amount Assets Amount 

Capital: 

Opening capital                          XXXX 

Less:Drawings                           (XXXX) 

Add/Less: C.y Netprofit/Loss   XXXX 

 

Long term Liabilities: 

Long term Loans from banks or 

financial Institutions 

 

Current Liabilities: 

Short-term borrowings 

Sundry creditors 

Bills payable 

Advances from customers 

Outstanding expenses 

Income received in advance 

 PPE: 

Land  

Building  

Plant and Machinery 

Vehicles  

Computer systems  

Office equipment  

Intangible Assets 

Current Assets: 

Stocks 

Sundry debtors less provisions 

Bills receivables 

Cash in hand 

Cash at bank 

Advances to suppliers 

Prepaid expenses 

Income receivable 

 

Total  Total  
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Points to remember: 

ü Balance Sheet is the financial statement that is prepared to show the financial position of the 

organisation on a specific date. It reflects the assets and liabilities of a concern at a particular point 

of time. 

ü The Balance Sheet may be drafted either in Horizontal format or in Vertical format. In the 

horizontal format, the Liabilities appear on the left-hand side, while the Assets appear on the 

right-hand side of the Balance Sheet. This is the traditional format followed by non-corporate 

commercial organisations. In the vertical format, the liabilities and assets appear in a top-down 

order. 

ü When the assets which are most permanent in nature appear at the top, and the current assets 

appear below them, and for liabilities, the capital and long-term liabilities appear above the short-

term liabilities, it is known as Permanence Order. When the reverse ordering is followed, the it is 

known as Liquidity Preference Order. 

Important adjustments: 

ü Closing Inventory and its valuation: 

1. Usually there is no account to show the value of goods lying in the godown at the end of the 

year. However, to correctly ascertain the gross profit, the closing Inventories must be properly 

taken and valued. 

2. If closing stock given as adjustment to trial balance then the entry is  

Closing Inventory Account    Dr. 

To Trading Account 

The closing inventory is also shown in balance sheet on Assets side. 

3. If Closing Stock appears in the Trial balance means it was already adjusted with purchases. 

Now the purchases given in trial balance are Adjusted purchases. Then the closing inventory 

is not entered in the trading account, it is shown only in the balance sheet. 

4. The valuation principle for inventory is cost or net realisable value whichever is lower. 

ü Outstanding expenses or Accrued expenses: 

1. If outstanding expenses given as adjustment, then it is added to relevant expense in P&l and 

outstanding expense is shown under Liabilities side. 

2. If outstanding expenses given under Trial balance, then it is shown under Liabilities side only. 

ü Prepaid expenses: 

1. If Prepaid expenses given as adjustment, then it is reduced from relevant expense in P&l and 

Prepaid expense is shown under Assets side. 
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2. If Prepaid expense given under Trial balance, then it is shown under Assets side only. 

ü Accrued income: 

1. If Accrued income given as adjustment, then it is added to relevant income in P&l and Accrued 

income is shown under Assets side. 

2. If Accrued income given under Trial balance, then it is shown under Assets side only. 

ü Income received in advance: 

1. If Income received in advance is given as adjustment, then it is reduced from relevant income 

in P&l and Income received in advance is shown under Liabilities side. 

2. If Income received in advance given under Trial balance, then it is shown under Liabilities side 

only. 

ü Goods sold on approval basis: 

1. If approval received before the end of financial year or reasonable time period expired, it is 

treated as sales and added to current year revenue. 

2. If approval not yet received before the end of financial year and reasonable time not yet 

expired, then it is treated as stock lying with customer and will show along with closing stock 

in Trading A/c. 

ü Goods distributed as free samples: It is reduced from purchases in Trading A/c and shown as 

expense in P&L. 

ü Goods withdrawn by proprietor: It is reduced from purchases in Trading A/c and shown as 

reduction from capital in Balance sheet. 

ü Abnormal loss of stock: It is initially shown under credit side in Trading A/c to match with 

purchased goods. Later, based on amount of recovery from Insurance company balance amount 

debited under P&l as loss from abnormal loss. 

ü Bad debts, Provision for doubt ful debts, Provision for discount on debtors: Previously discussed 

under Introduction to FA chapter.  
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PROBLEMS FOR DISCUSSION 

PROBLEM 1: 

Following are the ledger balances presented by M/s. P. Sen as on 31st March 2022, prepare trading 

A/c. 

 

Additional Information:  

1. Stock on 31.3.2022: (i) Market Price Rs.24,000; (ii) Cost Price Rs.20,000;  

2. Stock valued Rs.10,000 were destroyed by fire and insurance company admitted the claim to the 

extent of Rs.6,000. 

3. Goods purchased for Rs.6,000 on 29th March, 2022, but still lying in-transit, not at all recorded in 

the books. 

4. Goods taken for the proprietor for his own use for Rs.3,000. 

5. Outstanding wages amounted to Rs.4,000.  

6. Freight was paid in advance for Rs.1,000.                (Illustration 1) 

PROBLEM 2: 

From the following particulars presented by Mr. Shankar for the year ended 31st March 2022, prepare 

Profit and Loss Account after taking into consideration the given details: 

Gross Profit Rs.1,00,000, Rent Rs.22,000; Salaries, Rs.10,000; Commission (Cr.) Rs.12,000; Insurance 

Rs.8,000; Interest (Cr.) Rs.6,000; Bad Debts Rs.2,000; Provision for Bad Debts (1.4.2021) Rs.4,000; 

Sundry Debtors Rs.40,000; Discount Received Rs.2,000; Plant & Machinery Rs.80,000. 

Adjustments:  

a) Outstanding salaries amounted to Rs.4,000; 

b)  Rent paid for 11 months; 

c)  Interest due but not received amounted to Rs.2,000 

d)  Prepaid Insurance amounted to Rs.2,000; 

e)  Depreciate Plant and Machinery by 10% p.a. 

f)  Further Bad Debts amounted to Rs.2,000 and make a provision for Bad Debts @5% on Sundry 

Debtors. 

g) Commissions received in advance amounted to Rs.2,000.            (Illustration 2) 
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PROBLEM 3: 

From the following Trial Balance of M/s BJ & Sons, prepare the final accounts for the year ended on 

31st March 2022, and also the Balance sheet as on that date: 

 

Adjustments:  

1. Finished goods stock: Stock on 31st March was valued at Cost price Rs.4,20,000 and Market price 

Rs.400,000.  

2. Depreciate furniture @ 10% p.a. and machinery @ 20% p.a. on reducing balance method.  

3. Rent of Rs.5,000 was paid in advance. 

4. Salaries & wages due but not paid Rs.30,000. 
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5. Make a provision for doubtful debts @ 5% on debtors. 

6. Commission receivable Rs.5,000.               (Illustration 4) 

PROBLEM 4: 

Mr. Arvind Kumar has a small business enterprise. He has given the trial balance as at 31st March 

2022. 

 

Additional information:  
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1. Stock as on 31st March 2022 was valued at Rs.60,000  

2. Write off further Rs.6,000 as bad debt and maintain a provision of 5% on doubtful debt. 

3. Goods costing Rs.10,000 were sent on approval basis to a customer for Rs.12,000 on 30th March, 

2022. This was recorded as actual sales.  

4. нΣплл ǇŀƛŘ ŀǎ ǊŜƴǘ ŦƻǊ ƻŦŦƛŎŜ ǿŀǎ ŘŜōƛǘŜŘ ǘƻ [ŀƴŘƭƻǊŘΩǎ !κŎ ŀƴŘ ǿŀǎ ƛƴŎƭǳŘŜŘ ƛƴ ŘŜōǘƻǊǎΦ  

5. General Manager is to be given commission at 10% of net profits after charging his commission. 

6. Works manager is to be given a commission at 12% of net profit before charging General 

aŀƴŀƎŜǊΩǎ ŎƻƳƳƛǎǎƛƻƴ ŀƴŘ Ƙƛǎ ƻǿƴΦ  

You are required to prepare final accounts in the books of Mr. Arvind Kumar, and also the Balance 

Sheet as on that date.                             (Illustration 5) 

PROBLEM 5: 

Mr. Abhay runs a small shop and deals in various goods. He has not been able to tally his trial balance 

and has closed it by taking the difference to Suspense A/c. It is given below: 

 

Mr. Abhay has requested you to help him in tallying his trial balance and also prepare his final 

accounts. On investigation of his books you get the following information:  

1. Closing Stock on 31st March 2022 was Rs.45,000 at cost and could sell over this value.  

2.  Depreciation of Rs.13,500 needs to be provided for the year. 

3. A withdrawal slip indicated a cash withdrawal of Rs.15,000 which was charged as drawing. 

However, it was noticed that Rs.11,000 was used for business purpose only and was entered as 

expenses in cash book. 
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4. Goods worth Rs.19,000 were purchased on 24th March 2022 and sold on 29th March 2022 for 

Rs.23,750. Sales were recorded correctly, but purchase invoice was missed out. 

5. Purchase returns of Rs.1,500 werŜ ǊƻǳǘŜŘ ǘƘǊƻǳƎƘ ǎŀƭŜǎ ǊŜǘǳǊƴΦ tŀǊǘȅΩǎ !κŎ ǿŀǎ ŎƻǊǊŜŎǘƭȅ ǇƻǎǘŜŘΦ 

6. Expenses include Rs.3,750 related to the period after 31st March 2022. 

7. Purchase book was over-cast by Rs.мΣлллΦ tƻǎǘƛƴƎ ǘƻ ǎǳǇǇƭƛŜǊǎΩ !κŎ ƛǎ ŎƻǊǊŜŎǘΦ 

8. Advertising will be useful for generating revenue for 5 years.         (Illustration 6) 

PROBLEM 6: 

The following Trial Balance has been prepared from the books of Mrs. Sexena as on 31st March, 2022 

after making necessary adjustments for depreciation on Fixed Assets, outstanding and accrued items 

and difference under Suspense Account. 

Trial Balance as at 31st March, 2022 
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On the subsequent scrutiny following mistakes were noticed:  

1) A new machinery was purchase for Rs.50,000 but the amount was wrongly posted to Furniture 

Account as Rs.5,000. 

2) Cash received from Debtors Rs.5,600 was omitted to be posted in the ledger. 

3) Goods withdrawn by the proprietor for personal use but no entry was passed Rs.5,000. 

4) Sales included Rs.30,000 as goods sold cash on behalf of Mr. Thakurlal who allowed 15% 

commission on such sales for which effect is to be given.  

You are further told that: 

a) Closing stock on physical verification amounted to Rs.47,500.  

b) Depreciation on Machineries and Furniture has been provided @ 15% and 10%, respectively, on 

reducing balancing system. Fuƭƭ ȅŜŀǊΩǎ ŘŜǇǊŜŎƛŀǘƛƻƴ ƛǎ ǇǊƻǾƛŘŜŘ ƻƴ ŀŘŘƛǘƛƻƴΦ  

You are requested to prepare a Trading and Profit & Loss Account for the year ended 31st March 2022 

and a Balance Sheet as on that date so as to represent a True and Correct picture.      (Illustration-8) 

PROBLEM 7: 

The following Trial Balance has been extracted from the books of Mr. Agarwal as on 31.3.2022: 
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Additional Information:  

1. Sales includes Rs.60,000 towards goods for cash on account of a joint venture with Mr. Reddy who 

incurred Rs.800 as forwarding expenses. The joint venture earned a profit of Rs.15,000 to which 

Mr. Reddy is entitled to 60%  

2. The motor car account represents an old motor car which was replaced on 1.4.2021 by a new 

motor car costing Rs.1,20,000 with an additional cash payment of Rs.40,000 laying debited to 

Purchase Account.  

3. PP Bank has allowed an overdraft limit against hypothecation of stocks keeping a margin of 20%. 

The present balance is the maximum as permitted by the Bank.  

4. Sundry Debtors include Rs.4,000 as due from Mr. Trivedi and Sundry Creditors include Rs.7,000 as 

payable to him.  

5. On 31.3.2022 outstanding rent amounted to Rs.6,000 and you are informed that 50% of the total 

ǊŜƴǘ ƛǎ ŀǘǘǊƛōǳǘŀōƭŜ ǘƻǿŀǊŘǎ !ƎŀǊǿŀƭΩǎ ǊŜǎƛŘŜƴǘΦ  

6. Depreciation to be provided on motor car @ 20% (excluding sold item).  

Mr. Agarwal requests you to prepare a Trading and Profit & Loss Account for the year ended 31.3.2022 

and a Balance Sheet as on that date.              (Illustration 9) 
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7. PREPARATION OF FINANCIAL STATEMENTS OF  

NOT-FOR-PROFIT ORGANSIATION 

Meaning of Non-Profit Organisations: The organizations which are primarily formed with the 

objective of offering some specific services to the society and not with profit motive only are referred  

as Non-profit Organisations. Their main objective is to operate for adding value to different sections 

of the society and the funds are utilized maximum for the benefits of the society. 

Examples: Educational institutions, public medical organisations, social clubs, charitable trusts, trade 

unions, Cultural clubs like Rotary or Lions club, Religious institutions etc. 

Features of Non-profit Organisations: 

ü This organization is governed by elected body or trustee board.  

ü Its operation is not driven by any profit motive unlike trading concerns.  

ü Main purpose of the organization is to provide social service. 

ü Main source of their income comes from donation and membership subscription.  

ü The membership process for this concern is non-transferable. 

Financial Statements of Non-profit Organisations: 

Preparation of Receipts and Payments Account: 

1. This is the summarized form of the cash book of a non-profit organisation. Entries are made on 

cash basis and items pertaining to previous year or current year or subsequent years are also 

recorded. 

2. It is a memorandum account in which the receipts are shown on left side and payments are shown 

on the right side. Capital as well as revenue items are entered in the Receipts and Payments 

Account. This account is real account in nature.  

3. The account begins with the opening balance of cash and bank and ends with the closing balance 

of cash and bank. 

Financial statements of Non-Profit 
Organisations

Receipts&Payments A/C Income & Expenditure A/C Balance sheet
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Receipt and Payment Account 

 

Preparation of Income and Expenditure Account: 

1. This is the income statement of the non-profit organisation. As the name suggests only revenue 

items i.e. revenue incomes and revenue expenditures are recorded herein. It is by nature Nominal 

Account 

2. Both incomes and expenses must be taken on the basis of accrual concept. This account should 

reflect only items that are pertaining to current period.  

3. The balance of this account shows either a surplus or deficit. Excess of income over expenditure 

is called surplus and excess of expenditure over income is called as deficit. 

 

 

Preparation of Balance Sheet: 

1. It is prepared as on the last day of the accounting period. It also has assets and liabilities and 

ǇǊŜǇŀǊŜŘ ōŀǎŜŘ ƻƴ ŀŎŎƻǳƴǘƛƴƎ ŜǉǳŀǘƛƻƴΦ .ǳǘΣ ǘƘŜǊŜΩǎ ƴƻ ŎŀǇƛǘŀƭ ŀŎŎƻǳƴǘΦ LƴǎǘŜŀŘ ƻŦ ǘƘŜǊŜ ƛǎ ŀ 

capital fund.  

2. The surplus or deficit from Income & Expenditure A/c is adjusted against this capital fund at the 

end of the year. 

 

Accounting treatment of some of the items of Non-profit entities: 

ü Entrance Fees: ς These are received at the time of admission of a new member and thus are one-

time fees.  

a) It can be treated as either Capital receipt or Revenue receipt as per the rules or by-laws of the 

concern. 
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b) If there is no such rule, Admission or Entrance Fees paid once by members for acquiring 

membership should be added with Capital Fund. 

c)  If such fees are of small amounts covering the expenses of admission only, the fees may be 

credited to Income & Expenditure Account. 

 

ü Subscriptions/Membership fee: 

a) Annual subscriptions are credited to Income & Expenditure Account on accrual basis. 

b) Life membership subscription is usually credited to a separate account shown as a liability. Annual 

Subscription apportioned out of that is credited to Income & Expenditure Account and deducted 

from the liability.Thus the balance is carried forward till the contribution by a member is fully 

exhausted. 

ü Donations: 

a) Donation received for a particular purpose should be credited to Special Fund. For example, 

Donation received for Building should be credited to Building Fund A/c. The fund may be invested 

in specified securities. Income from such investments is credited to the fund A/c only. 

b) For other donations of non-recurring nature should be credited to Capital Fund. Recurring 

donations received should be credited to Income & Expenditure Account. 

ü Legacy ς Many times trusts are formed in the memory of certain persons by their will. In such case 

after the demise of the person, the funds pass on to the institution. Such legacies are of course 

one-time and therefore should be taken to the capital fund. 

 

ü Fund based Accounting: 

a) A special fund is created ƻǳǘ ƻŦ ǎǇŜŎƛŀƭ Řƻƴŀǘƛƻƴ ƻǊ ǎǳōǎŎǊƛǇǘƛƻƴ ƻǊ ƻǳǘ ƻŦ ŀ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ ά{ǳǊǇƭǳǎέ 

for meeting some specific expenses or for acquiring an asset. 

b) If any income is derived out of investments made against this fund or if any profit or loss occurs 

due to sale of such investments, such income or profit or loss is transferred to this fund. 

c) If the Special Fund is used to meet an expense, the following entry is passed: 

Special Fund A/c   Dr. 

To Bank A/c (amt. of expense) 

If any balance there after utilization, it will be transferred to Capital Fund. 

Special Fund A/c   Dr.  

To Capital Fund A/c (Balance of Special Fund) 
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d) If the Special Fund is used to purchase an asset 

Asset A/c    Dr. 

To Bank A/c (Cost of the asset)  

 

Special Fund A/c   Dr. 

To Capital Fund A/c (Special Fund closed) 

 

Restaurant Trading and Bar Trading:  

ü Some clubs have Restaurant and Bar facilities for members and outsiders. Under the 

circumstances, Restaurant Trading or Bar Trading Account is opened to ascertain the Restaurant 

or Bar profit, it is just like Trading Account which is opened in case of a trading concern. 

ü The Restaurant or Bar profit so ascertained from Restaurant Trading or Bar Trading is transferred 

to the Income and Expenditure Account as we generally transfer the Gross Profit from Trading 

Account to Profit and Loss Account in case of Trading concern. 
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PROBLEMS FOR DISCUSSION 

Problem1: 

The City Sports Club of Surat had received in 2021-2022 Rs.50,000 towards subscription. Subscription 

for 2020- 21 unpaid on 1.4.2021 were Rs.5,000.  

Subscriptions paid in advance on 31.3.2021 were Rs.1,250 and the same on 31.3.2022 was Rs.1,000. 

Subscriptions for 2021- 2022 unpaid on 31.3.2022 were Rs.2,250. 

Show a statement showing the amount of subscriptions that would appear in Income and Expenditure 

Account of the club for the year ended 31.03.2022 and also Prepare Subscription A/c for that period. 

                             (Illustration14) 

Problem2: 

OB Library Society showed the following position on 31st March, 2021: 

Balance Sheet as on 31st March, 2021 

Liabilities Amount Assets Amount 

Capital Fund  

Expenses Payable 

7, 93,000 

7,000 

Electrical Fittings 

Furniture 

Books 

Investments in Securities 

Cash at Bank 

Cash in Hand 

1,50,000 

50,000 

4,00,000 

1,50,000 

25,000 

25,000 

 8,00,000  8,00,000 

 

The Receipts and Payment Account for the year ended on 31st March, 2022 is given below: 
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You are required to prepare Income and Expenditure Account for the year ended 31st March, 2022 

and a Balance Sheet as at 31st March, 2022 after making the following adjustments: 

(a) Membership subscription included Rs.10,000 received in advance. 

(b)  Provide for outstanding rent Rs.4,000 and salaries Rs.3,000.  

(c) Books to be depreciated @ 10% including additions. Electrical fittings and furniture are also to 

be depreciated at the same rate. 

(d) 75% of the entrance fees is to be capitalized. 

(e) Interest on securities is to be calculated @ Rs.5% p.a. including purchases made on 01.10.2021 

for Rs.40,000.                 (Illustration18) 

 

Problem3: 

The Income and Expenditure account of an association for the year ended 31 March 2022 is as under: 

Particulars Amount Particulars Amount 

To Salaries  

To Printing and Stationery 

To Telephone 

To Postage 

To General expenses 

To Interest and bank charges 

To Audit fees 

To Annual Dinner Expenses 

To Depreciation 

To Surplus 

1,20,000 

6,000 

1,500 

500 

12,000 

5,500 

2,500 

25,000 

7,000 

30,000 

By Subscription 

By Entrance fee 

By Contribution for Dinner 

1,70,000 

4,000 

36,000 

 2,10,000  2,10,000 

 

The aforesaid Income and Expenditure account has been prepared after the following adjustments:  

Subscription outstanding as on 31st March 2021 

Subscription outstanding as on 31st March 2022 

Subscription received in advance as on 31st March 2021 

{ǳōǎŎǊƛǇǘƛƻƴ ΨǊŜŎŜƛǾŜŘ ƛƴ ŀŘǾŀƴŎŜ ŀǎ ƻƴ омǎǘ aŀǊŎƘ нлнн 

Salaries outstanding as on 31st March 2021 

Salaries outstanding as on 31st March 2022. 

Audit fees for 2020-21 paid during 2021-22 

16,000 

18,000 

13,000 

8,400 

6,000 

8,000 

2,000 



 
 

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | CMA Inter | P6 Financial Accounting  

P
a

ge
 8

9
 

Audit fee for 2021-22 not paid 

The building owned by the association since 2004 costs 

Equipment as on 31st March, 2021 valued at 

At the end of the year after depreciation of Rs.7,000, equipment amounted to 

In 2020-21, the association raised a bank loan of which is still not paid 

Cash in hand as on 31st March 2022 

Cash in hand as on 31st March 2021 

Capital Fund as on 31st March 2021 

2,500 

1,90,000 

52,000 

63,000 

30,000 

28,500 

13,600 

2,20,600 

You are required to prepare Receipts and Payment Account of the association for the year ended 

31st March 2022 and the Balance Sheet as at that date.            (Illustration16) 

 

Problem4: 

The following information provided by the New Youth Club, Delhi for the first year ended 31st March, 

2022: 

(i). Donations Received for Building Rs.25,00,000; 

(ii). Other Incomes and Receipts were:                    όwǎΦ Lƴ Ψлллύ 

 

(iii) Expenditures and actual payments were:                (wǎΦ Lƴ Ψлллύ 

 


