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PAPER 6 FINANCIAACCOUNTING

S.No
/ZS’MPAer S.NO CHAPTER NAME it;rt,i\l”og.
Material

1 1. | Fundamentals & Introductiorto FinancialAccounting 03
2 2. | Accounting forDepreciation 33
2 3. | Bills of Exchange 39
2 4. | Consignment Accounting 47
2 5. | Joint venture Accounts 58

3.1 6. | Preparation of Financial Statments of CommercialOrganizations 71

3.2 7. | Preparation of Financial Statments of NonProfit Organizations 83

3.3 8. | Preparation of Financial Statements from Incomplete Records 93
7 9. | Insurance claims for Loss of stock and Loss of profit 117
8 10. | Hire-purchase and Instalment sale transactions 133
6 11. | Departmental Accouns 153
6 12. | Branch Accounts AS11 167
4 13. | Partnership Accounts 204
9 14. | Introduction to Accounting standards 261
9 15. | AS12- Accounting for Government grants 279
9 16. | AS10 Property, Plant & Equipment 284
9 17. | AS16 Borrowing costs 303
9 18. | AS22 Accounting for Taxes omcome 310
9 19. | AS1 Disclosure of Accounting Policies 317
5 20. | Lease Accounting 330
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BLUE PRINT

PAPER 6: FINANCIAL ACCOUNTING

Syllabus Structure:

The syllabus comprises the following topics ahely weightage:

Module No. Module Description
Section A Accounting Fundamentals

1 Accounting Fundamentals 15%5
Section B: Accounting for Special Transactions
2 Bills of Exchange, Consignment, Joint Venture 10%

Section C: Preparation of Financial Statements

3 Preparation of Final Accounts of Commercial Organisations, Not-for-Profit 20%a
Organisations and from Incomplete Records

Section D: Parinership Acconnting

4 Partnership Accounting 20%
Section E: Lease, Branch and Departmental Accounts etc.

5 Lease Accounting

6 Branch (including Foreign Branch) and Departmental Accounts
7 Insurance Claim for Loss of Stock and Loss of Profit

8 Hire Purchase and Installment Sale Transactions

Section E= Accounting Standards

9 Accounting Standards 20%a

15%
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A) MEANING OF ACCOUNTING:

1. FUNDAMENTALSINTRODUCTIOND
FINANCIARCCOUNTING

Accounting is the art dRecordingClassifyingSummarizinghe transactions and eventshich

have financial Charactef\nalyzinglnterpretingand communicatinghe result there of.

1. EVENT&TRANSACTIONS

A)

B)

2. Goods& Serviceshese are tangible article or commodity in which a business deals. These articl

Identifying
4 Transactions \
Drafting Financial Recording in
Statements Journal

_ The Accounting
Q Cycle

Drafting Adjusted Drafting Unadjusted
Trial Balance i

Trial Balance
\ Adjustment ,
Entries

Events:Everything that is happening in every moment of human life is an event. Simply state
any happening is an event. As such, events can be findikeigdurchasing a book, paying cab
fare, receiving a cheque etc.) and nfnancial like(visiting a book store, going for morning
walk etc.). An event may involve any number of parties, and may be complete and may
incomplete.

Transactions:An accounting fansaction 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 involveat 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 Transactiorare events but all events are not transactions

or commodities are either bought and sold or produced and s®ddvices 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 fa

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, cDBoiskor Debtors.
1 Good debts: The debts which are sure to be realized are called good debts.
1 Doubtful Debts: The debts which may or may not be realized are called doubtful debts.
{1 Bad debts: The debts which cannot be realized at all are called bad debts.

4. Crditor:! ONBRAGUZ2NI Aa | LISNE2Y (02 6K2Y &d&Sonéydza|lAy
payable to supplier of goods or provider of service.

5. Trade Discountlt 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 DiscounfThis is allowed to encourage prompt payment by the debtor. Thisdhas tecorded 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:lt represents an amount of cash, goods or any other assets which the owner withdraws
from business for his or her personal uggy. if the life insurance premium of proprietor or a

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

9. Capital ExpenditureThis represents expenditure incurred for the purpose of acquiring a fixed
asset which is intended to be used over long term for earning profits there fogar.amount paid
to buy a computer for office use is a capital expenditure.

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

period. The benefits of revenue expenses get exhausted in the year of the incurfeanaepairs,
insurance, salary & wages to employees, travel etc.
11.Profit: The exess of Revenue Income over expense is called profit. It could be calculated for each
transaction or for business as a whole.
12.LossThe excess of expense over income is called loss. It could be calculated for each transagtion
or for business as a whole.
13.Asst: 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 enterprig&: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 LoanCreditors
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15. Net worth: It represents excess of total assetser total liabilities of the business. Technically, this

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

payment of all liabilities.
16.DEFINITION OF CURRENT ASSET:

Anassetwhichis expected to be realizedithin twelve monthsafter the reporting dateor to be

realized in, or is intended for sale or consumptioB in i KS O 2 Y LbpgiatigTycly 2 NI |
Ex: Debtors, Stock
17.DEFINITION OF CURRENT LIABILITY:

Aliability isdue to be settled within twelve monthafter the reporting dateor is expected to be

settledA y G KS O2 Y labesatin@cyclef@ didditors, Shoterm borrowings

18.RECORDING
Business transactions having financial character are recarg&k S 6 IQURNAL ®jouinal
is oftenreferred to as Book of Prime Entry or the book of original entry. In this book transaction
are recorded in their chronological order. The process of recording transaction in a journal is cal
Fda WYW2dzNYFE A GA2Yy Qb ¢ KSWYaydaNger Y I SRYSI NBYQ dii K A

FPecimen of a journal

Date Particulars Voucher Ledger folio Debit amount | Credit amount
number ) 3]
dd-mm-yy |Name of A/c to be debited Reference of -
Name of A/c to be credited page number of e

——————————— the A/c in ledger
(narration describing the

fransaction)

HOWTO RECORD
Asper Dual aspect concept each transaction having two aspects.One is Debit as pect and othe
one is credit as pect.

J. American Approach/ Modern Approach

Ans: Based on Accounting Equation
\
CAPITAL+LIABILITIES+IN ASSETS + EXPENSES

)
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For Assets Increase in Assets Dr.
Decrease in Assets Cr.
For Liabilities Decrease in Liabilities Dr.
Increase in Liabilities Cr.
For Capital Decrease in Capital Dr.
Increase in Capital Cr.
For Incomes Decrease in Income Dr.
Increase in Income Cr.
For Expense Increase in Expense Dr.
Decrease in Expense Cr.

[llustrative Accounting Equation Transactions

Assets + Expenses + Drawings Liabilities + Capital + Revenue

1. Cash introduced by proprietor Cash (Assets) increases Capital increases

2. Purchase of goods in cash Inventory (Asset) increases; N.A.

Cash (Assets) decreases

3. Purchase of goods in credit Inventory (Asset) increases Creditors/ Payables (Liabilities)
increases

4. Sale of goods in cash Cash (Assets) increases; N.A.

Inventory (Assets) decreases

5. Sale of goods in credit Debtors/ Receivables (Assets) N.A.

increases;

Inventory (Assets) decreases

6. Salaries paid Salaries (Expenses) increases; N.A.
Cash/ Bank (Assets) decreases

7. Rentreceived Cash/ Bank (Assets) increases Rent received (Revenue) increases

8. Goods withdrawn by proprietor Inventory (Assets) decreases Capital decreases

—
-

o
N
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1. Personal AccountAs the name suggests these are accounts related to persons.
(a) These persons could matural persond A { S { dzZNBaKQa ! kO ! yAf Q

(b) The persons could also betificial personsike companies, bodies corporate or association of
persons or partnerships etc. Accordingly, we could have Videocon Industries A/c, Infos
Technologies A/c, Charitable Trust A/c, Ali and Sons trading A/c, ABC Bank Alc, etc.

(c) There could beepresentativepersonal accountsas well. Although the individual identity of

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

Eg. when salary is payable to employees, we know how much is payable to each of them,
O2ftt SOGAG®StEe GKS | O02dzyd Aa OFftftSR Fa Wi

2. Real AccountsThese are accounts related to assets or properties or possessions. Dependi

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

(a) Tangible Real AccourtAssets that have physical existence and can be seen, and touche
Eg. Machinery Alc, Stock A/c, Cash Alc, Vehicle Alc, and the like.

(b) Intangible Real Account These represent possession of properties that have no physica
existence but can be measured in terms of money and have value attached to Bgem.
Goodwill A/c, Trade mark A/c, Patents & Copy Rights A/c, Intellectual Property Rightts A/c

3. Nominal Accaint: These accounts are related éxpenses or lossesndincomes or gaing.g.

Salary and Wages A/c, Rent of Rates Alc, Travelling Expenses A/c, Commission received
Loss by fire Alc etc.
GADEN RULES OF ACCOUNTING:

Personal Account Debit the receiveror 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 containin@f 8 & A FA SR Ay Eedldedvidedpdr B the miain baokSoRpritcipal d

book of account. The entries into ledger accounts travel through the route of journaltand
involves grouping of transactions of one nature at one place so as targatmation in compact
and usable formT'hese balances are used to ultimately prepare the financial statements like Prof

and Loss A/c and Balance Sheet.
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Secimen of a Ledger
Dr Cr

Date | Particulars| J. F. Amount Date Particulars| J. F. Amount
(Rs.) (Rs.)

Ledger Posting

As and when the transaction takes place, it is recorded in the journal in the form of journal entr
The process of transferring the debit and credit items from journal to classified accounts in th
ledger isknown 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 entrieslfnemalposted
to respective account accordingly.
2. Assets/ Expenses : Increases on the left hanside 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 de
side.
Dr. Assefs Cr. Dr. Liabilities & Capital Cr.
Increase ! Decrease Decrease I Increase
Dr. Expenses or Loses Cr. Dr. Income or Gains Cr.
Increase | Decrease Decrease | Increase
4. LG A& | LINFYOOAOS (2 dzaS ¢2NRA WwWe2Q FyR W,

We2Q AA dzASR AYy (GKS LI NIAOdz I NJ O2f dzYy gA|i

used with the accounts written in the particular column of thE ® A & &aA RS ® ¢ KS
do not have any meanings but are used to the account debited and credited.
BALANCING AN ACCOUNT

1. Atthe end of theeach month or year or any particular day it may be necessary to ascertai
the balance in an accounio ascdain 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 de
balance. The credid  t YOS A& oNAROGGSY 2y GKS RSO6A
GOFNNASR R2¢oyeéd . @& R2Ay3 GKAazx (62 aAiARSa

opposite one another.

e

)

QX

=)
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Pag 8

2bit

o



3. ¢KSYy G(GKS ONBRAI ONARG OSyD S5 (DK
This is the opening balance for the new period. The debit balance similarly is written on tt
ONBRAUGU &aARS la a.8& .IfFyOS OkRézZ GKS

ARS +asz ac¢2z2 . fl

ot yOS A&

G2l
as then the debit balance written on theSdb A (i &
balance of the new period.

4. 1t should be noted that nominal accounts are not balanced; the balance in the end ar
transferred to the profit and loss account.

20. Subsidiary BooksAlthough, the entries are easy tee written, but if transactions are too many,

it may become difficult to manage them and retrieve. It is generallyduided 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 has columns for cash, bank a

cash discount

All credit purchase of goodsonly those Goodjs

that are purchased for resale are covered he

Purchase Day Book or Purchase register

All credit sale of goods

SaledDay Book or sales register

All purchase returns i.e. return of goods bac

to suppliers due to defects

Purchase Return Book or Return Outws

Book

All sales returnsg i.e. return of goods back fror

customers

Sales Return Book or Return Inward Book

All bill receivableg; these are bills accepted K
customers to be honoured at an agreed da

This is dealt with in depth later in the study ng

Bills Receivable Book

All bills payable these are bills accepted by th
business to be honoured by payinggoppliers

at an agreed date.

Bills Payable Book

For all other transactions not covered in any|
the above categories i.e. purchase or sale ¢
assets, expense accruals, rectification entr
adjusting entries, opening entries and clos

entries.

Jourral PropefGeneral Journal
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1. CASH BOOQOKThe book of account that records all cash receipts and cash payments of
organisation is referred to as cash book. The receipts are entered on the debit side, while t
payments are recorded in the credit sidetb&é cash bookit is a book of account which is a book

of primary entry asvell-as a book of final entry. So, it is referred tg@srnalized ledger

TYPES OF CASH BOOK

| I |
- -I\I -N

1) Single Column Cash Bodk this cash book, only one amount column is maintained on each sids

to recordtransactions involving liquid cash. This type of cash book is usually maintained by t

small organisations which do not have any bank account.

Cash Book (Single Column)

i e [ W o o) B [ WG

2) Double Column Cash Boelh many cases, two amount columns are maintained by organisatior
on each side afe cash book. This type of a cash book is called Double Column Cash Book. It
popular practice to add an amount column to each sidhe additional column to record the
banking transactions entered into by an entity, instead of opening a separatedwount in the

ledger.

Cash Book (Double Column)

Dr.
Bank T
@ | [ | [ | G -

3) Triple Céumn Cash BookA Cash book with three amount columns on each side (namely Casl
Bank and Discount columns) is called the Triple Column Cash Book. The discount columns of
side represent separate discount accounts. Specifically, the discount column of the debit side

cash book represent Discount Allowed and that on the credit side represent Discount Receive(

Dr. Specimen of Triple Column Cash Book Cr.
Receipts Payments
Date Particulars LFF. | Cash | Bank | Discount | Date Particulars LF. | Cash | Bank | Discount
) () | Allowed ) ) | received
) )
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Petty Cash Booln 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 groupene group handling pettyash 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 ofransactions 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 BooRhe purchase day book mas 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 Accounm the ledger.

Inward Invoice Ledger Folio

Date Particulars No. No. )

3. Sales Day BooK:he sales day book records transaction of credit sale of goods to customers. S

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

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

is periodically posted to sales account in the ledger.

Outward Ledger Folio

Date Particulars Invoice No. No. (§9)

4. Return Outward/Purchase returns BookThis book contains the transactions relating to goods

that are returned by us to our creditors egpods broken in transit, not according to the sample

1 Y 2 9Genetally whedztldiKdodtS suppleisziddies. 2

SG§O0d LGQaA | faz

a Debit Note for the value of the goods returned.

Debit Note

Date

Particulars

No.

Ledger Folio
No.

Q)
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5. Return Inwardsales returnsBook The transactions tating to goods which are returned by the

customers for various reasons, such as not according to sample, or not up to the mark etc cont
in this book. It is also known as Sales Return BGekeralythe supplier who receives those

goods issues a Credit Note.

Ledger Folio

Date Particulars Credit Note No. No (§9)

6. Bills Receivable Boolt is such a book where all bills received are recorded and therefrom poste

RANBOGEe (2 GKS ONBRAG 2F (KS NBaLSOGA@S
received during the period (either at the end of the week or month) is to be posted in one sum {

the debit of Bills Receivable Alc.

Bills Receivable Day Book

No. of | Date of From Name Name Name of | Date of | Due L.F. Amount How
Bills Receipt | whom of the of Acceptor Bill Date of Bill disposed
of Bill Receiver | Drawer off

Bills Payable BookHere all the particulars relating to bills accepted are recorded and therefrom

posted directytoKS RSO0A 0 2F GKS NBALISOGALBS ONBRAG?2

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

to the credit of Bills Payable Alc.

Bills Payable Day Book

No. Date of To Name of| Name Where Date | Term | Due | L.F. | Amount How
of Acceptance | whom | Drawer | ofthe | Payable | of Bill Date of Bill | disposed
Bills given Payee off

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

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

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

Entries; Adjsting Entries and Rectification of Errors.
20. SUMMARISING:

Preperation ofTrial balance and Fianancial Statemerdme under this process.

Trial BalanceThe Trial Balance is a statement drawn up using the ledger bal@atasce Method)

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

Balance is to ensure that there are no arithmetical errdirgal balance is prepared before recording

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | OR&Hnmcial Accounting
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the adjustment entries is known as tdjusted Triabalance. On the othdnand 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

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

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

picture of the actual happenings in the organisation. Thesen@uentries 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.

&b

¢tKSaS SYyGaNARSa N

NB O 2 NRrSper. 2 y

¢KS® INB LI &aasSR (G2 NBTESO0 GKS NBIfAGe®
¢tKSAS SYGNARSa IINB LI aaSR 2 O2YLieé gAGK
| R2edzadYSyld SydNmRSa FINB LI aaSR 4 GKS SyR
Adjustment Adjustment Entry
Closing stock Stockin-trade Alc Dr.

To Purchases/ Trading A/c

Goodsin-Transit Goodsin-transit A/c Dr.
ToPurchases/ Trading A/c
Abnormal loss of stock Abnormal Loss Alc Dr.
ToPurchase/ Trading Alc
Outstanding expenses Expenses Alc Dr.
To Outstanding Expenses Alc
Prepaid expenses Prepaid Expenses Alc Dr.
To Expenses Alc
Prereceived Incomes Income Alc Dr.
To Prereceived Income Alc
Accrued Incomes Accrued Income Alc Dr.

To Income Alc

Depreciation/Amortisation on fixed assets

Depreciation/Amortisation A/Dr.
To Fixed Assets Alc

Provision for Bad Debts

P/L Alc Dr.
To Provision for Bad Debts Alc

Provision for Discount on Debtors

P/L Alc Dr.

To Provision for Discount on Debtdksc
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Features of a Trial Balance:

U A trial balance is just a statement, and not an account.
U It forms no part of the double entry system.
U It does not appear in the actual books of accounts. It is usually prepared as a separate document.

U Itis prepared as on a particular date, and notdqeriod.

U If the books are arithmetically accurate, the total of the debit balances must agree with the tota
of the credit balances.
U The agreement of a trial balance is only a prima facie evidence of the arithmetical accuracy of the
books of accounts kot a conclusive proof of absolute accuracy.

Errors Not Ildentified by Trial Balance:

0 Error of Omission or DuplicatianAn entry has been completely omitted to be recorded in the
book of original entry.
0 Error of CommissionWhen a wrong amount has beentered in the correct accounts, omaong

account is involved while recording the transactions.

—

U Errors of Principlerecording not in accordance with accounting principles, e.g., the purchase ¢
office furniture debited to purchases account, insteadwhfture and fittings account.

U Errors of Original Entrg if the amount of a transaction is entered incorrectly in a subsidiary book,

0 Compensating Errorg two or more mistakes in the books which result in cancelling each other
out.

22.Financial statements:

Fianancial statements
|
[ | |

23.ANALYSING:

It is concerened witlestablishment of relationshipetween 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.
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24. INTERPRETING:

It is concerned witlexplaining the meaning and significance of the relationsisipestablished by the

analysis of Accounting data.Based on Interpretaions, end users will pgkeiate decissions.
25. COMMUNICATING:

It is concerned with the transmission of summarisedilgsed and interpreted information to the
end users to enable them to take rational decissions.This involves distribtidaradus

Accounting reports, Ratio§raphs, Diagrams, Fundflow statement etc.

Procedure of Accounting

. Generating Using the financial
Financial Information Information
| | | | I |
Recording Classifying Summarising Analyzing Interpreting Communicating

Identification of

JnEME transaction
Economic
events and Accounting Cycle —_— Output
transactions
measured
in financial
terms
Recording of Posting to Prepa r‘?t' on Prt:]:;r:;llo 9 Communicating
transactions ledger of trial a Information to
in the books balance BCCORINLS users
of original
entry |
Internal users External users
= Board of « Investors
Directors « Lenders
= Partners = Suppliers
- Managers * Govt. agencies
= Officers = Customers

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

Debtors:

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

As such, no provision is necessary for it.

U Doubtful Debts The debts which are doubtful to realise. Practically it cannot be treated as a los

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

against Pofit and Loss Account as provision for Doubtful Dedmsthe basis of past experience of
the firm.
U Bad DebtsDebts which are uncollectable or irrecoverable. It should be treated as a business

loss and charged tog I.
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U Provisions for Doubtful DebtsThe 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
Doubtful debts account is a credit balance account and it reflected in the Balance ISheet
deduction from the balance of Debtors/ Accounts Receivable.

U 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 Alc
(b) For Transferring Bad Debts
Profit andLoss A/c Dr.
To Bad Debts A/c
(c) Eor creating provision for Doubtful Debts

Profit and Loss A/c Dr.
To Provision for Doubtful Debts Alc

In Second/ Subsequent Year
(a) (i)For Bad Debts
Bad Debts A/c Dr.
To Sundry Debtors Alc
(i) Provision for DoubtfuDebtsA/c Dr.
To Bad Debts Alc
(b) For provision of Doubtful Debts

for

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | OR&Hnmcial Accounting

(i) If closing provision is more than tibalanceprovisionafter set off current year Bad debts

Profit and Loss A/c Dr.

To Provision for Doubtful debts A/c

(iN) If Closing Balance is less thae balanceprovisionafter set off current year Bad debts
Provision for Doubtful Debts A/c Dr.

To Profit and Loss Alc
Provisions for Discount on Debtor#: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 fordbistcon Debtors. Provision for discount

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

provision for bad debts).
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U Recovery of Bad Debtsf in any case the amount of bad debt is received from any debtanyn
succeeding accounting period, the same is referred to as Bad Debt Recovery.
(a) When bad debts are recovered
Cash/Bank Alc. Dr.
To Bad Debts Recovery Alc.
(b) When the same is transferred
Bad Debts Recovery Alc. Dr.
To Profit & Loss Alc.
27.CAPITAL &EVENUE TRANSACTIONS:

EXPENDITURES RECEIPTS PROFIT/LOSS

Capital and Revenue Expenditures:

1. Capital Expenditurgefers to that expenditure, benefit from which can be enjoyed by an entity
over a number of accounting periods. This type of expenditure happens to beegarring in
nature. A capital expenditure takes place when an asset or service is acquired ovemerd of
a fixed asset is affected. These assets resulting from such expenditure are not intended for regale
in the ordinary course of business.

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

Accounting Treatment:An exgenditure 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 capitaliged

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

of capital expenditure sliced for being recognized as revenue expenditure i.e. it gets graduaglly
charged against the profit. For example, the acquisition of a machinery is a capital expenditure,
but charging regular depreciation on this machinerg revenue expenditure.

2. Revenue Expenditureefers 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 carrym ¢he 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.)

Pag 17/
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Accounting TreatmentAn expenditure ofevenue nature charged as an expense against profit of

the accounting period in which it is incurred or recognised.

Capital Expenditure Revenue Expenditure

1. The economic benefits from capital expenditure 1. The economic benefits from revenue expenditure

are enjoyed for more than one accounting period. are enjoyed for only one accounting period.

2. It is non-recurring in nature. 2. Ttis recurring in nature.

3. Normally, it involves heavy cash outlay. 3. Normally, it involves lower cash outlay.

4. Itis reflected in the Balance Sheet. 4. Itis debited to Income Statement.

5. It may be incurred before or after the 5. Itis always incurred after the commencement of
commencement of operations of an entity. operations of an entity.

6. It tends to increase the earning capacity or, reduce 6. It helps in carrying on the activities in the current
the operating expenses of an entity. accounting period.

7. A portion of capital expenditure may get matched 7. Entire amount of such expenditure is matched
against the revenue to determine the operating against the revenue to determine the operating
result. result.

Capital and Revenue Receipts:

1. Capital Receiptsefer 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. profi
earned or losses incurred) during the course of a year.

Example: Additional capital introduced by proprietor/ partners; receipts from issue of fresh shares, by
company; proceeds from sale of lotgyrm assets etc.

Accounting Treatment:Such receipt is credited to the respective account of capital nature, ansl get

reflected in the Balance Sheet.

Revenue Receiptsefer 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 0
business and must be tsagainst 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 t
ordinary course of business; Recovery from customers earlier wititteas bad etc.

Accounting TreatmentThese are recognised as income and should be credited to the Income Statemerj

Capital Receipt Revenue Receipt

1. These receipts are obtained by an entity from 1. These receipts are obtained by an entity from

operations other than from the regular operations. regular day-to-day operations.
2. Itisirregular and hence, non-recurring in nature. 2. It is recurring in nature.
3. Ttis not recognised as an income. 3. Ttis recognised as an income.
4. Tt gets reflected in the Balance Sheet. 4. Ttis credited to Income Statement.
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Capital and Revenue Profits

1. Capital Profitrefers to a profit which arises out of the naperating 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 tinfeparchasing an existing
business.

ExamplesProfit 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 pr
revaluation of a norcurrent tangibbe asset etc.

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

Reserve Account.
2. Revenue Profitefers 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 grafit organisation etc.

Accounting TreatmentRevenue profits, which get determined inethincome Statement, are

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

Capital and Revenukosses

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

Example:Capitallosses may result from the sale of assets other than inventory for less tha

-

written down value; Diminution/ elimination of assets other than as the result of use or sale i.e.
from extraordinary activities (viz. loss by flood, fire etc.) or in conneatidh raising debt capital
by a company (issue of debentures at a discount) or on the settlement of liabilities for ja
consideration more than its book value (debenture issued at par but redeemed at a premium).

Accounting Treatment:It is either charged agast the revenue i.e. debiide 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 TreatmentSuch loss is to be recorded in the defide of Income Statement.

Deferred Revenue Expenditures:

Deferred Revenue Expendituiis the expenditure for which payment has been made or a liability has
been incurred but which is carried forward on the presurmptthat 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 expens
of a product etc.

Accounting TreatmentA part of such expenditure (the expense pamias recorded in the deb#ide of the

Income Statement, while the unwritteaff portion appears as an asset in the Balance Sheet. But after the
assimple revenue expense. The accounting standard has specifically mentioned that any expenditure incur

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

accounting period in which it has been inear

A. Conceptual Framework:

FOUR FRAMEWORKS OF ACCOUNTING

CONCEPTUAL LEGAL INSTITUTIONAL REGULATORY

i

B. Legal Framework:

issuance of A36, the expenditures which were recognised as deferred revenue expenditure has to be treated

red

he

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

objectives of GenerdPurpose Financial Reporting and the information provided by it.
Conceptual Framework also guides on the qualitative characteristics thaffitkhecial
statements must possess.

It assists preparers to develop consistent accounting policies when no accounting standa
applies to a particular transaction or other event, or when a standard allows a choice ¢

accounting policy.

i

i
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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 af
companies are governed by the Companies Act, 2013. In addition, banks arellednby
Banking Regulation Act, 1949, insurance companies are under the Insurance Act, 19
electricity companies are also governed by the Central Electricity Act, 2003.
All these statutes (including various Rules framed under them) not only govern th

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

nd

38,

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

of specified transactions.
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C. Institutional Framework:

U Institutionalframework 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 tewtrus
to develop standards in the field of accounting to ensure comparability and consistency |n
accounting information.

U The Indian Accounting Standard Board of ICAI thus develops quality accounting standardg on
different areas of accounting. Currently, tieeare two sets of accounting standards in Inglia
Accounting Standards as per Companies (Accounting Standards) Rules, 2021 and Ind ASs unde
Companies (Indian Accounting Standards) Rules, 2015.

D. Reqgulatory Framework:

U The activities of organisations ofteeme 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

U Forexample, 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 acceptedset of rules, conventions, standards, and procedures for reporting financial

information to ensure uniform and consistencyre called Generally Accepted Accounting
Principles (GAAP).
GAAP is a combination of authoritative standards (set by policy boart$)the commonly
accepted ways of recording and reporting accounting information. At international level, sugh
authoritative standards are known as International Financial Reporting Standards (IFRS) at many
places and in India we have authoritative stardkanamed as Accounting Standards (ASs) and
Indian Accounting Standard (Ind AS).
30.ACCOUNTINBRINCIPLESONCEPTS ANDNVENTIONS

U Accounting Principlegare the basic rules which act as a primary standard for recording business

transactions and maintaining books of accounts. The accounting principles can be sglfiAihto
Accounting Concepts and [B] Accounting Conventions.

0 Accounting Concepteefer 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 entityconcept As per this concept, the buess is treated as distinct and separate from

the individuals who own or manage it.

2. Money Measurementconcept A business transaction will always be recoded if it can be

expressed in terms of money.

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

organisation can be split into smaller periods of equal duration (viz. a quartetydeifor year).
Due to this concept, the operating results are ascertained for a specific period, tnecith
position is reflected (through the balance sheet) at regular intervals.

4. Going concerrconcept 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 closidgvin. So unless there
Ad 3FA22R SPARSYOS (2 GKS O2yUNIXNEBZ (GKS I 002c
O2y OSNy Q@
5. Dual Aspect Concepffhe dual aspect concept assumes that every transaction recorded in thg

books of accounts is based ontwo agpet 0 G SOKYy A Ol ff& OFffSR w580

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

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

expense, both must be recognized in the same accounting period.
EXUKS alfS 2F 3I22Ra Kla Gg2 STFFSOoday oAov If 1
equity by the salesvafs 2F GKS UGNIyal OdAz2y |yYyR O6AAD Yy
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 netute both these
aspects must be recognized during the same accounting period.

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

the book of accounts at the costs incurred for their acquisition, includiygcapital cost incurred
in relation to installationWhenever 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 atevenue and expenditur& be recordedin the period it is actually

incurredand not when cash or cash equivalent has beerirasz/paid.
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0 Accounting Conventiongre customs, methods, procedures or guidelines associated with the

. Convention ofConservatism /PrudenceConservatism stes that the accountant should not

31.Bank Reconciliation Statement

1. At any point of time, the balances as per cash book (bank column) and pass book should be e
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practical application of accounting principles. These are widely accepted, and are the comm
practices which are used as a guideline when recording transactidowever, accounting
conventions may change over a period of time, thus reflecting shifts in the general opinion anc

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

. Convention of Materiality This is more of a convention than a concept. It megs that while

accounting for various transactions, only those which may have material effect on profitability ¢
financial status of the business should have special consideration for reporting. The concept
materiality is subjective and an accountamill 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 3
informed stakeholder. The materiality could be related to information, amount, procedure anc
nature.

. Convention of Consistencyrhis concept advocates that once an organization decides to adopt

particular method of revenue or expense recognition in line with the other concepts, the sam|
should be consistently applied year after year, unless there &lid xeason for change in the

method.

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

in amount. But, in reality it rarely happens due to certain specific reasons. To reconcile tf
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balances as reflected by these two related books a statementgaoed, 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. Itastutddl
that this statement does not rectify any error that may exist in the books. Its primary objective
to identify the causes of discrepancy between the two books as on a particular date.

3. The main reason for disagreement between the balances oflvask 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:

U Cheque issued burtot presented at the bank;

U Cheque deposited in bank, but not yet collected;

0 Amount deposited directly in bank by other parties;

U Incidental charges, interest on overdraft etc. debited by bank;
U Interest on deposits credited by bank;

U Dishonour of cheque deposited;

U Clerical errors made in recording of transactions etc

Preparation of Bank Reconciliation Statement

Without Amended Cash Book Methodhe preparation of Bank Reconciliation Statement can start

with any of the available balaes viz. balance of cash book (bank column) or balance of pass boog
Tothis logicaladjustments must be made of the transactions that has caused the disagreement
either by making addition or subtraction of the relevant items. Once all the items ofrdeagnt
gets adjusted, the balances as per the two books should get tallied.

Amended Cash Book MethodAlternatively, the cash book (amended) can be prepared for

ascertaining the correct balance of the cash book (bank column) and thereafter the Bal
Recoriliation Statement is to be drafted to reconcile this correct balance of cash book with th
balance as per pass book. The amended cash book is drafted with the items that have been corre
recorded in the pass book but is yet to be recorded in the taslk. 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:
For the following transactions pass the journal entries and post thelnediyer Also prepag Trial

balance and financiagtatements.

2022

April 1 — Mr. Vikas and Mrs. Vaibhavi who are husband and wife start consulting business by bringing in their
personal cash of ¥5,00,000 and ¥ 2,50,000 respectively.

April 10 - Bought office furniture of ¥25,000 for cash.
April 11 — Opened a Current Account with Bank of BB by depositing ¥1,00,000
April 15 — Paid office rent of ¥ 15,000 for the month by cheque.

April 20 — Bought a motor car for ¥4,50,000 from Millenium Motors by making a down payment of ¥50,000
by cheque and the balance by taking a loan from HH Bank.

April 25 — Vikas and Vaibhabi carried out a consulting assignment for AA Pharmaceuticals and raised a bill for
%10,00,000 as consultancy fees. AA Pharmaceuticals have immediately settled ¥ 2,50,000 by way of cheque and
the balance will be paid after 30 days. The cheque received is deposited into bank.

April 30 — Salary of a receptionist at the rate ¥ 5,000 per month and an officer at the rate ¥ 10,000 per month the
salary for the current month is payable to them.

(Nlustration-1)

PROBLEM:
Prepare a triple column cash book from the following transactions in the books of Mr.Ratanlal:
1.3.2022 Opening cash balance 20,000
Bankbalance 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 claifRsa# 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 accounRe23000. 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 Saeep 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 gEgment of her claim24000 23,700

(INlustration-2)

PROBLENM:

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

transactions:
2022 Received Cash for Petty Expenses 20,000
Jan. 1
Jan., 2 Paid Bus fare 100
Jan. 2 Paid cartage 500
Jan. 3 Paid for postage 1000
Jan. 3 Paid wages for casual labourers. 1200
Jan. 4 Paid for stationery. 800
Jan. 4 Paid auto charges 400
Jan. 5 Paid for repairs of chairs 3000
Jan. 5 Paid Bus fare. 200
Jan. 6 Paid Conveyance charges 600
Jan. 6 Paid cartage. 600
Jan. 6 Paid for Stationery 400
Jan. 6 Refreshment to customers 1000

(Nustration-3)
PROBLEM:

From the followingedger account balances, prepare a Trial Balance of Mr. Sen for the year end
31st March, 2022.

CapitalRs80,000 ; Sale®s10,00,000; Adjusted Purcha$&s8,00,000; Current A/c(CRs10,000;
Petty CashRs10,000; SaleRReturnsBalanceRs1,20,000; Puitase Returns BalanceRs60,000;
SalariesRs24,000; Carriage Inward®s4,000; Carriage OutwardRks6,000; Discount Allowed
Rs10,000; BuildingRs80,000; Outstanding Expensd®s10,000; Prepaid Insuranc&s2,000 ;
DepreciationRs4,000 ; Cash at BariRs80,000 ; Loan A/c (CRs66,000; Profit & Loss A/c(Cr)
Rs20,000; Bad Debts Recover&$2,000 ; Stock at 31.03.2022s1,20,000; Interest Received
advanceRs10,000; Accrued Interest 4,000; Investment 20,000; Provision for Bad Debts (01.04.207%
Rs6,000 ; General Resenks20,000. (INlustration-6)
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PROBLEM:

On 1st April, 2021 the balance of provision for bad and doubtful debtRe&8,000. The bad debts
during the year 20222 were Rs9,50Q The sundry debtors as on 31st March, 2022 stood at
Rs3,25,000 out of these debtors ¢ts2,500 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:

0] Pass necessary adjustmt entries for bad debts and its provision on 31st March, 2022.

(i) Prepare the necessary ledger accounts. (lllustration-18)

PROBLENM:
A company maintains its provision for bad debts @ 5% and a provision for discount on d@t28ts

You are given the following details:

Particulars 2020 2021
Bad debts 800 1,500
Discount allowed 1,200 500
Sundry debtors (before providing all Bad debts and discounts) 60,000 42,000

On 01.01.20Q, Provision for bad debts and Provision of discount on debtors had balance of

Rs4,550 andRs800 respectively.

Show Provision for Bad Debts and Provision for Discount on Debtors Account for the year 2020 3
2021. (lllustration-19)
PROBLEM:

Classify the following transactions between capital and revenue:
(a) A plant constructed foRs10,50,000.

(b) Profit earned by sale of fixed ass&s25,000.

(c)Amount received from customers for services rendeiR=s2,00,000
(d) Regular repairs and maintenance incurred on old macRis24,000.

(e) Annual rates and taxes paid to local authofkg2,000. (Comprehensivel)

PROBLEN:

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

2022, following discrepancies were noticed:

(@) Out of Rs82,000 paid in by cheques into the bank on 25th March, cheques amounting t
Rs30,000 were collected on 5th April.

(b) Out of cheques drawn amounting ®8s31,200 on 28th March a cheque féts10,000 was

presented on 3rd April.
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(c) A cheque folRs4,000 entered in Cash Book but omitted to be banked on 31st March.

(d) A cheque forRs2,400 deposited into bank but omitted to be recorded in Cash Book and wa
colleded by the bank on 29th March.

(e) A bill receivable folRs2,080 previously discounted (discouRs80) with the bank had been
dishonoured but advice was received on 3rd April.

(N A bill forRs40,000 was retired/paid by the bank under a rebateRsB600 but he full amount of
the bill was credited in the bank column of the Cash Book.

(g9) A cheque 0Rs10,000 wrongly credited in the Pass Book on 29th March was reversed on 2r
April.

(h) Bank had wrongly debiteBs20,000 in the account on 31st March and reverseashitLOth April,
2022.

(i) A cheque oRs800 drawn on the Savings Account has been shown as drawn on Current Accol
in Cash Book.

Prepare a Bank Reconciliation Statement as on 31st March, 2022, if the Balance as per Cash Bo
31st March wa$ksl,58,280. (Nustration-4)
PROBLEM:

hy omMaid WIydzZ NBEX HnanHHuHXE { SiKARS50DD0ACGN campaiflg wilhK 3

the pass book, the following differences were noted.

(a) Cash and cheques amounting R$26,800were 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
dishonoured on 4th February.

(b) During the month of January, Sethi issued cheques wRs83,400to his creditors. Out of these,
cheques worth 27,400 were presented for payment on 5th February.

! O0O2NRAY3I (2 {SUGKAQa aidlyRAy3a 2NRSNARZI GKS
month of January: i. Life insurance premiiRs3,840 ii. Telewion license fe®ks2,400

{ SGKAQA 0o y 1 RFOOKas dvislen@®ch his shabes.S R

(e) Interest charged by the barfRs2,500

() A bill receivable oRs2,000 discounted with the bank in December, 2021, was dishonoured of
31st January, 2022.

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

a Bank Reconciliation Statement from the amended cash book as on 31st JanuarffiR@G22tion5)
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Multiple Choice Questions:

1. concept assumesaththe 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 + (Reveqnitrpensesy 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

(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
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) Lability

(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 capitekpenditures 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 andledger?
(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 o

(a) Omission

(b) Commission

(c) Principle
(d) Mispostig
Answels:
1 a 5
6 b 10

State True or False

1. There are four frameworks of accounting.

2. Revenue Expenditures are recognised as expenses and losses in thsidielmf the income

statements.

3. Provision for depreciation aoant is a debit balance account
4. Cash Book islaook of account which is, by nature, a book of primary entryvali-as a book of

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

6. One of the objectives achieved by providing depagion is saving cash resources for future
replacement of assets.

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

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

9. Bad debtsrecovered BNBERAGSR (2 RSo02NXQRa LISNE2YylFE O

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

Answers:
1 True True False True 5 False
6 True False False False 10 True

Fill in the Blanks:

1. are the assumptioasd 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
reference number.
3. is prepared to reconcile the balasies 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 a
each ledger account has been balanced is called the method.
5. The amount charged bgn 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 Alcis a Account.
8. While posting an opening entry in the leglg in case of an Account having debit balance, in
Wt | NIAOdzE  NAQ O2fdzvYy GKS g2NRa Yuyuyyyyyyuy
Answers:
Accounting Concepts 2 | Chart of Accounts
3 | Bank Reconciliation Statement Balance
5 | Provision for bad& doubtful debts Trade

7 Personal

@ || &~

To, Balance b/f
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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.
4
5

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

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

. State the features ofustment entries.

Essay Type Questions

1.

2
3.
4

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

Distinguish between capital expenditure and revenue expenditure.

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

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) areheld 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 ¢
acquisition/purchase cost. y @ 02 aid RANBOGft & |GGNARodzilofS |G2
O2yRAGAZ2YQ I NB | ExiDutied SRTR&Site jpra2paratignScost) bsialladon &
Assembly costs, Labour cost involved at the time of acquisition, Trail run expenses, Professional
fee etc.

3. Hxed assets are used to earn revenues for a number of accounting periods in filiterefore, It
IS necessay 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 perialléd 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 mket value

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

5. As per Schedule Il 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 writiofiff 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 fowasting asset extracted from quarry, mine, etc. Extraction

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

)

depletion of coal stock.

Page 33

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | OR&Hnmcial Accounting




Methods of calculating depreciation:

There are a number of methods thdtave 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 othe units Method

4. Sinking Fund Method

5. Annuity Mehod

6. Insurance Policy Method

General Depreciation Methods

Constant chargefiill Decreasing Chargiilll Charge based o

over useful life over useful life expected output

a) Straight Line Method:

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

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

(iif) The formula for calculation ofepreciation is

Cost of the assdt/)- Estimated residual value of the asqs)

Estimated useful life of the Assét)

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.
(i) 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 x Rate of Depreciation

For existing Fixed Asset = Opening WDV x Rate of Depreciation
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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

againstsset

Method-2-Prov. for Depreciation A/c is maintaineg

1.At the time of purchase of PPE
PPE A/C
To Cash/Bank
2 At the Year end

Depreciation A/c
To PPE Alc
P&L Alc
To Depreciation A/c
3.At the time of Disposal
Bank/Cash Alc
To PPE Alc
Profit-PPE Alc
To RL Alc
LossP&L A/C
To PPE Alc

Dr

Dr

Dr

Dr

Dr

Dr

1.At the time of purchase of PPE
PPE A/C
To Cash/Bank
2 At the Year end

Dr

Depreciation Alc Dr
To provision for Dep Alc
P&L Alc

To Depreciation A/c

Dr

3.At the time of Disposal
Bank/Cash A/c

Dr
To Asset disposal A/c
Asset disposal Alc Dr
To PPE A/C
provision for Dep Alc Dr
To Asset disposal A/c
Profit-Asset disposal A/c Dr
To P&L Alc
LossP&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-40dda8s not

prescribe a specific method to be useéBut method used should represeexpected 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 include|

the carrying amount of anothe

3) Depreciation period,

r asset.
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6)

7)

- Depreciation commences when an asset is available for use.
- Depreciation ceases at the earlier of the date the asset is:
wderecognised and
w held for disposal
But Depreciation does not cease when an asset is idle or reficad active use.

Change in method of DepreciatioiThe depreciation method applied to an asset should be

reviewed at least at each financial yeamd and, if there has been a significant change in the
expected pattern of consumption of the future econontienefits embodied in the asset, the
method should be changed to reflect the changed pattern. Whenever any change in depreciati
method is madethen new method should be applied from the date of change sunch change

in method is treated ashange in acounting estimateand the effect needs to be quantified and
disclosed separately.

Change in estimated useful life and residual value= residual value and the useful life of an asset

should be reviewed at least at each financial yead and, if expectatins differ from previous
estimates, the change(s) should be accounted for as a change in an accounting estimg
Whenever there is a revision in the estimated useful life of the asset, the written down value ¢
the balance depreciable amount should be ae over the revised remaining estimated useful

life of the asset.
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PROBLEMS FOR CLASS ROOM DISCUSSION

Problem1
No. Machine (3) purchase to be capitalized (%) Value (%) Life in years
1 90,000 10,000 20,000
2 24,000 7,000 3,100 6
3 1,05,000 20,000 12,500 3
4 2,50,000 30,000 56,000 5

Compute the amount of depreciations to be charged and the rate of depreciations under SLM
method. (llustration-8)
Problem?2

A machine is purchased f&s7,00,000. Expenses incurred on its cartage and install&s00,000.
Calculate the amount of depreciation @ 20% p.a. according to Straight Line Method for the first year
ending on 31st March, 2022 if this machisepurchased on: (a) 1st April, 2021 (b) 1st July, 2021 (c
1st October, 2021 (d) 1st January, 2022 (INlustration-9)
Problem 3

On 1.1.2019 a machine was purchased R%1,00,000 andRs50,000 was paid for installation.
Assuming that the ratef depreciation was 10% on Reducing Balance Method, calculate amount of
depreciation ugo 31.12.2021.
(HNlustration-10)

Problem4

A machine is purchased fd®s60,00,000, estimated life of which is 10 years residual value is

Rs4,00,000. Kpected 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 Meitsod. (lllustration11)
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Problem5

On 1st April, 2019, Som Ltd. purchased a machin&#&&6,000 and spenRs5,000 on shipping and
forwarding chargesRs7,000 as import dutyRs1,000 for carriage and installatiolRs500 as
brokerage andRs500 for an iron pad. It was estimated that the machine will have a scrap value ¢
Rs5,000 at the end of its useful life which is 15 years. On 1st January, 2020 repairs and renewal
Rs3,000 were carried out. On 1st October, 2021 this machine was sol®$50,000. Prepare
Machinery Account for the 3 years. (lllustration-14)
Problem6

On 1.1.2019 machinery was purchased Rs80,000. On 01.07.2020 additions were made to the
amount 0fRs40,000. On 31.3.2021, machinery purchased on 1.7.2828ingRs12,000 was sold for
Rs11,000 and on 30.06.2021 machinery purchased on 01.29.20stingRs32,000 was sold for
Rs26,700. On 1.10.2021, additions were made to the amountReR0,000. Depreciation was
provided at 10% p.a. on the DiminishiBglance Method. Show the Machinery Accounts for three
years from 2012021. (year ended 31st December (INlustration-12)
Problem?7

S & Co. purchased a machine Rg1,00,000 on 1.1.2019. Another machine costigi,50,000was
purchased on 1.7.2020. On 31.12.2021, the machine purchased on 1.1.2019 was Rd80{@00.
The company provides depreciation at 15% on Straight Line Method. The company closes its acco
on 31st December every year. Prepayd€i) Machinery A/c(ii) Machinery Disposal A/c and (iii)
Provision for Depreciation A/c (lllustration-13)
Problem8

Ram Ltd. which depreciates its machinery at 10% p.a. on Diminishing Balance Method, had on
January, 202Rs9,72,0000n the debit side of Machinery Account.

During the year, machinery purchased on 1st January, 202R480,000 was sold foRs45,000 on

1st July, 2022 and a new machinery at a cof«if,50,000 was purchased and installed on the same
date, installatbon charges bein&s8,000.

Prepare the Machinery Account, up to 31st December, 2022 (MMustration-15-Modified)
ESSAY TYPE QUESTIONS:

1. What do you mean by Depreciation? Differentiate depreciation from amortization and depletior).
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3. ACCOUNTING FOR BIOEEXCHANGE

Bills of ExchangeA 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

the order of, a certain person or to ¢hbearer of the instrument.

Negotiable Instrument! & LISNJ £ S3AIf GSN¥YAy2f 2383 (GKS 62 NR

LISNBR2Y (G2 y20KSNJFYR (KS g2NR WAyadNdzySydQ
in favour of some persorA ngyotiable 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:

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

It must be drawn on @articular date

There are three parties to a Bill of Exchaxderawer / Maker, Drawee and Payee
It must be signed by the Drawer / Maker

It must contain an unconditional and imperative order to pay

The order to pay must be directed to a certain person

Theorder must be to pay a certain sum of money only

© N o o b W D PE

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 Exchar@eeditor, 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 serebtor, Lendee or Purchaser. The
drawee becomes the acceptor of the bill when he/she/it has writtka acceptance on the bill of
exchange.

Payee:Payee or the beneficiary is the party to which the bill of exchange is payaidgy be Drawer
or Other Party.

Important types of bills:

Trade Bill- This kind of bill is specially related only to trade. Ehbsls are drawn to facilitate the
trade transactions of sale and purchases of goods.

Accommodation Bil A bill that is sponsored, drawn, accepted without any sidarationis known

as an accommodation bill. These bills are drawn to help someone in afefalancial assistance.
When two or more persons, not being in the relationship of debtors and creditors or without an

value passing between them, draws bills on each other with the intention of discounting the bill afte
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acceptance, appropriating therpceeds 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 Bi

This Bill is also referred to as the Kite Bill.

Difference between Trade Bill and Accomuaation Bill

Trade Bill

Accommodation Bill

Objectives

These bills are drawn to facilitate th

trade transactions of sale an

purchases of goods.

These bills are drawn to help someo

in need of financial assistance.

Consideration

There is a definiteconsideration for,

which the bill is accepted.

These bills are drawn withou

consideration.

Extension off Trade bills are a form of cred These bills are not a form of cred
Credit extension. extension.
Proceeds When trade bills are discounted, thh When these bills are discounted, tH
proceeds remain with the holder. | proceeds may be shared by tw
parties in an agreed ratio.
Recovery If trade bills are dishonoured, th| In case of dishonour of thesellsj the

amount may be recovered easi

through the court.

drawer cannot file a suit against th

drawee.

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

Maturity date in case of On |
Demand Bill / At Sight Bill
/ On Presentation Bill

payment.

mentioned.

The bill at sight becomes due for payment, as soon as it is presented for
o In case of ‘Instrument payable on demand’, No time for payment is

e Such Bills are not entitled to the Days of Grace.

After Date Bill

Maturity date in case of | e

In the case of ‘Bill after date,’ the time for payment is mentioned.

o Three Days of Grace is allowed on such a bill.

After Sight Bill

Maturity date in case of | @

In case of ‘Bill after Sight, payable at a fixed period ‘after sight’.
e The period begins from the date of accepting the bill.

e Three Days of Grace is allowed on such a bill.
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Grace period:

When the Period of
Bill is Given in

Months

1 Inthis case, the maturity date is calculated according to calendar mo
1 Ignoring the number of days in a month.

1 3 days of the Grace period are added.

For examplec if a bill dated 4th May, 2022 is payable 3 months after da
= Then the maturity date will be 4th August 2022 + 3 Days of Grace = 7,
August 2022.

When the eriod of

Bill is Given in Days

1 The maturity date will be calculated in days
1 This excludes the date of transaction but includes the date of payme
1 3 days of the Grace period are added in this case also.

For example: if a bill dated 5th June 2022 isy@ble after 65 days, then
the maturity date will be:=25 Days of June + 31 Days of July + 9 Days (
August + 3 Days of Grace =12th August 2022

When Maturity
Date Falls on a

National Holiday

1 If the due date of the bill is on the national holidayen thematurity day
of the bill shall be the preceding business day.

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

its due date will be 25th January.

When the Maturity
Date Has Been
Declared as

Emergency Holiday

1 If the due dateof the bill is declared as an emergency holidéngn 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 ag

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

Concept of Bills Receivable and Bills Payable

Bills Receivable or B/l q

For the person who draws the bill of exchange and is entitleq
receive its payment is known as Bill Receivable.

1 The drawer of the bill will show B/R on the assets side of the Bal
Sheet.

Bills Payable or B/P

91 For the person who accepts the bill, aisdiable to make its paymen
is known as Bills Payable.
1 The Drawee of the bill will show B/P on the liabilities side of

Balance Sheet.
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Dishonour of Bills:

Dishonour of Bill

A bill of exchange can be dishonoured either by-agcneptance or by non

payment.

Dishonour by non

acceptance

A bill of exchange is said to be dishonoured by-moceptance when thg
drawee, makes default in acceptance upon being duly required to accef
bill. When a bill of entry dishonoured by nacceptance, no accountinis

required to be done in the books of any party.

Dishonour by non

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

payment the drawee to the holder on the date of maturity it is referred to as dishon
by nonpayment. In sug an event, accounting entries are required to
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 referrg

as Noting of a Bill. For this purpose, a fealled the Noting Fee or Notin
Charge , is required to be paid. It is an expense for the holder of the bill

recovered from the party is responsible for the such dishonour.

Dishonour due to

insolvency

When a bill of exchange is dishonoured dudrtsolvency of the drawee @
acceptor of the bill, either nothing is recovered from the drawee or accey
or a partial amount is recovered (referred to as Final Dividend) in full and
settlement of the claim. In the books of the drawer, the amourdebited to
Bad Debts Account, while in the books of the drawee it is transferre

Deficiency Account.

Renewal of Bills:

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

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

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

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

U The new bill is drawn for an extended time period anduahsnterest is charged for the extended

period.

Retirement of a Bill:

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

happens with the mutual understanding between the Drawer and the Drawee.
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U In case of sucketirement, 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 ar
agreed rate of interest. This amount of interest is referred to asaletn Bill. This rebate happens

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

Journal Entries for Trade Bills:

Bank for collection

S. Transactions In the Books of Drawer (X) In the books of Drawee (Y)
No.
1. |Ifabillis received by X | Bills Receivable A/c Dr | Drawer / X Alc Dr
from Y after acceptance To, Drawee / Y Alc To, Bills Payable A/c
2. | If the bill is retained by X No entry No entry
till due date
3. | If the bill is discounted | Bank / Cash Alc Dr | No entry
with a Bank Discount A/ Dr
To, Bills Receivables A/c
4. | If the bill is endorsed to | Creditor / Z Alc Dr | No entry
a Creditor (2) To, Bills Receivables Alc
To, Discount Receivables A/
5. | Ifthe bill is sent to the | Bills for Collection A/c Dr | No entry

To, Bills Receivables A/c

6. If the bill is retired

before maturity

Dr
Dr

Cash / Bank Alc
Rebate Allowed A/c
To, Bills Receivables A/c
To, Bills for Collection Alc (if
already sent to Bank forcollectior

Bills Payable A/c Dr
To, Cash / Bank Alc

To, Rebate Received A/c

paid on the due date

7. | If the bill is honoured / | Cash / Bank A/c Dr | Bills Payable Alc Dr
paid on the due date To, Bills Receivables A/c To, Cash / Bank A/c
Previously retained by X

8. | If the bill is honoured / | No entry Bills Payable A/c Dr
paid on the due date To, Cash / Bank Alc
Previously discounted
with a Bank

9. | Ifthe bill is honoured / | Bank Alc Dr | Bills Payable Alc Dr

To, Bills for Collection A/c

To, Cash / Bank Alc
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Previously sent tthe

Bank for collection

10. | If the bill is honoured / | No entry Bills Payable A/c Dr
paid on the due date To, Cash / Bank Alc
Previously endorsito Z

11. | If the bill is dishonoured| Drawee / Y Alc Dr | Bills Payable A/c Dr
/ unpaid on due date To, Bills Receivables Alc Noting / Sundry Charges A/c
Previously retained by X To,Cash / Bank Alc (For Dr

Noting charges if any) To, Drawer / X Alc

12. | If the bill is dishonoured| Drawee / Y Alc Dr | Bills Payable A/c Dr
/ unpaid on due date To, Bank Alc Noting / Sundry Charges A/c
Previously disaanted To, Cash / Bank A/c (For Notin| (if any) Dr
with a Bank charges if any) To, Drawer / X Alc

13. | If the bill is dishonoured| Drawee / Y Alc Dr | Bills Payable A/c Dr
/ unpaid on due date To, Bills for Collection A/c Noting / Sundry Charges A/c
Previously sent to the To, Cash / Bank A/c (For Noti| (if any) Dr
Bank for collection charges if any) To, Drawer / X Alc

14. | If the bill is dishonoured| Drawee / Y Alc Dr | Bills Payable Alc Dr
/ unpaid on due date To, Creditor / Z A/c (Bill valu| Noting / Sundry Charges A/c
Previously endorsed to / + Noting Charges if any) (if any) Dr

To, Drawer / X Alc

15. | If the bill is renewed on | Drawee / Y Alc Dr | Bills Payable A/c Dr
due date For d bill To, Bills Receivables A/c To, Drawer / X Alc
cancelled

16. | If the bill is renewed on | Drawee / Y Alc Dr | Interest (Allowed) A/lc  Dr
due date For interest To, Interest (Received) A/c To, Drawer / X Alc
charged for delayed
payment

17. | If the bill is renewed on | Cash / Bank Alc Dr | Drawer / X Alc Dr
due date For part To, Drawee / Y Alc To, Cash / Bank Alc
payment made in cash

18. | If the bill is renewed on | Bills Receivable A/c Dr | Drawer /X Alc Dr

due date For a new bill

drawn and accepted

To, Drawee / Y Alc

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 (INlustration-1)
Date of Bill Tenure (Period)
1 1st January 2021 4 months
2 23rd November 2021 2 months
Problem?2:

X sold goods fdRs20,000to 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

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

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

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

(i) X endorsed the bill to his creditor Z

(iv)  Xretained the bill and on March 31, 2021 X sent the bill for collection to its bank. On April
05, 2021 bank advice was received. (Nustration-2)

Problem3:

Mr. X sold goods fdRs15,000 to Mr. Y and immediately drew a bill upon him on Jan. 01, 2022 payab

after 3 months. On maturity the bill was dishonoured @&sb0 were pail 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 be

under the followingcircumstances:

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

(i) When the bill was discounted ir. X with his bank immediately @ 12% p.a.

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

Problem4:
On February 01, 2022 X sold goods to YR&it8,000;Rs3,000 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
requested X to cancel the old bill and a new bill upon him for a period of 2 months. He further agre
topayinteNSad Ay OFakK G2 - ¥ mMw: LIFI® - | ANBSR

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

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

X sold good&s10,000to Y on January 01, 2022 and immediately drew a bill on Y for three month
for the same amount, Y accepted the bill and returned it to X. On March 04, 2022 Y retired h
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. (lllustration-5)
Problent:

On1.1.2021, X sold goods to Y valurRg0,000. On 4.1.2021 X received from Y a cheqirsb®,000

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

accepted bill to Z for full settlement of a debtR$21,000.0n the due date, the bill was dishonoured

er

he

1%

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 transactiorislumerical probleml)
Problen:

For mutual accommodation of himself and Y, X drew upon Y a bitls6f000 at 3 months on
01.04.2021. Y accepted the bill and returned to X who discounted it immediately @ 6% p.a. Accord
to agreement, X and Y shared the proceeds as 2:1. On the datatafity X remitted his share to Y
who honoured the bill by payment.

Show journal entries in the books of X and Y (INlustration-6)
Problens:

X draws a bill foRs1,200and Y accepts the same for mutual accommodation in the ratio of 4:2. }
discounts the bill folRs1,110 and remits 1/3rd of the proceeds yo Before the due date, Y draws
another bill forRs1,800 on X in order to provide funds to meet the first bill. Beeond bill is
discounted forRs1,740 by Y and a sum BfS360 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. (lustration-7)
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4. ACCOUNTING FORNSIGNMENT

Gonsignment Consignment is a special type of transaction in which one entity sends goods to anoth

entity for selling the goods of the former for a pdetermined commissionRevenue from
consignment business is recognised by the consignor on sale gbthes by the consigne@s per
AS9)

Parties Involved in ConsignmeniThe parties involved in consignment business are Consignor

Consigneend Customer.

Consignort is the party who sends the goods to its agent for sale of goods. The consignor may b
YIydzFl OGdzZNBNJ 2NJ gK2f Sal f SN ¢ KS -agehyréatichshp NO A
consignment business.

Consignedt is the party to whom goods arsent on consignment basis by the consignor. It sells the
322Ra& NBOSAGYSR 2y O2yaArdayyYSyid olaira |yR | O
Customerlt is the party to whom goods ardtimately sold by Consignee.

Documents Related to Consignment Tisactions:

Consignment business requires certain specific documents for its operations. These documents
Wt NEF2NXYI LYy@2A0SQ YR W 002dzyid {IfSaQo

U Proforma InvoiceThis document is issued by the consignor to its agent (i.e. the consignee) at tf

time of sending the goods. It mentions various details regarding the goods sent viz. quantity
the goods consigned, cost/ invoice price of the goods, expenses incunreldtion to the goods,
minimum selling price etc. This document actaasvidence of gpatch of goods from the end
of the consignor. Its format resembles that of a regular invoice.

U Account SalesAccount Sales is a document which is periodically serihéyconsignee to the

consignor. It contains details of the transactions entered into by the consignee on behalf of th
O2yaAiray2Nl gAT o alfS LINPOSSRa NBIfAaSRI 02y
connection with the consignment, amourgmitted and any other specific communication (like
abnormal loss of goods)c.

Difference between Consignment and Regular Sales

Consignment e
1. It is a business expansion technique. 1. Itis a primary business activity.
2. This transaction is entered into by some entities. 2. This transaction is entered into by every

commercial organisation.

3. The main parties involved are Consignor and 3. The parties involved are Buyer and Seller.
Consignee.

4. The parties share ‘Principal-Agent’ relationship. 4. The parties share ‘Debtor-Creditor’ relationship.

5. The ownership and risk of the goods do not passto 5. The ownership and risk of the goods pass to the
the Consignee. Buyer.
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. Expenses incurred on consignment are borne by

the Consignor.

. Goods may be sent on consignment either ‘at Cost’

or ‘at Invoice Price’.

. When goods are sent on consignment, the

Consignor sends a ‘Proforma Invoice’ to the
Consignee.

. The Consignee can return the goods sent to the

Consignor.

. Prior to transfer of ownership of goods, expenses

incurred are borne by the Seller.

. Goods are sold at Selling Price which is above cost

price.

. When goods are sold, the Seller issues a ‘Sales

Invoice’.

. The Buyer can not return the goods sold to the

Seller, unless mutually agreed.

Consignment related transactions

l
I [

e -l—

Goods sent on consignmentf goods are sent by the consignor to the consignee, the goods are¢

14

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

=

This transaction is recorded in the books of the consignor, but in the books of tleiggnee no
accounting is done for the same. The goods so sent on consignment may be recorded by the consignor
SAGKSNI WG /2ai0 tNRAOS o6/t0Q 2N Wi Ly@2A0S t NJ
Advance by consignee to consigndn consignment business, the consignor usually senddsgtmo
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 adjustednMiie money is remitted by consignee to the
consignor.

Expenses on consignmentThe expenses which are specifically incurred in relation to the
consignment business may be incurred either by the consignor or by the consignee.

Expenses by consignoBuch egenses are usually incurred for sending the goods to the consignes.
Examples of such expenses include carriage & frerghirred while sending goods to consignee
packing charges, loading charges, export duty, transit insurance etc. These arecoomg in
nature.

Expenses by consigne@hese 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 Sgles
prepared by the consignedexpenses by consignee, mbhg of two types¢ Recurring and Non

recurring.

Pag 48
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U Recurring expenseare the expenses which are incurred on more than one occasion. These a
dza dz t £ @ AYOdzNNBR | FGSNJ 6KS JI22Ra NBI OK (GKS
godown rent, insurace of godown, carriage outward, establishment charges, advertising &
publicity, salary of salesmen, commission and other selling expenses.

0 Nonrecurring expensesre incurred only once and are generally incurred prior to reaching the
O2y aA 3y S S cammbiNBnvesudribgedpenses include unloading charges, dock charge
clearing charges, customs (import) duty, octroi, carriage & freight to godown etc.

Consignment SaleAs per consignment contract, goods are sold by the consignee on behalf of th

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

credit basis.Sale proceeds are generally collected by the consignee and then reimbursed to tf
consignor at the end of the specified period after making neagsadjustments like expenses by
consignee, commission due etc.

Commissionlt is the consideration for which the Consignee actaraagent of the Consignor. It is to

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

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

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

rendering of the regular activities of the consignment business. It is calculated on the gross s3
made by consignee in the consignment business.

2. Delcredere CommissionThis is &ommission that is payable for taking the risk associated with

re

L

e
DI ON

ne

by
les.

pf

les

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

OF £ Odzf F §SR 2y GKS W3INR&aa alfsSaQ YIRS o0& (K

3. Overriding CommissionThis is an extra commission which is paid over and above the ordinar
commission. It is also referred to as Special Commission. This commission is paid when
consignee manages to sell the goods above adatermined selling price, or e®eds the sales

target.
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valuation

o e o o
S

Loss of goods sent on consignmeiihe consignment business involves considerable movement and

handling of goods. In this process, some goods may get lost. Such loss may be divided into two b
categorie; Normal Loss and Abno@hLoss.

Normal LossThe loss of goods which occurs due to the inherent nature of the goods involved

oad

is

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

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

Abnormal LossAbnormal Loss of goods refers to those losses which are avoidable in nature. Su

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

goods lost by fire and other natural calamities etc. Blame the stage of occurrence of abnormal loss
in a consignment business, such loss arising can be broadly discussed under two heads

U Goods lostin Transit¢t KS&aS f2aaSa 200dzNJ 2y (KS Y2@SYS
LINBYA &S (2 (K Souse2Sych goadg I8sEarrdequérédiadde valued after considering
the expenses incurred by the Consignor for sending such goods. Any expenses incurred by
consignee, not to be included in valuing the goods lost in transit.

U Abnormal loss of goods in CénA 3y S S Q & SuchNd¥inchides gobods damaged by fire in
O2 vy & A goylo§ gbads stolen from godown, loss due to bad handling etc. For the purpose
valuation of such loss, all expenses incurred by the consignor and theeoorring expenses
incurred by the consignee are considered.

Valuation of Unsold Stock Lying with Consigneeme of the goods received may remain unsold with

the consignee and it is technically called as Consignment Stock. Its ownership lies with the consig
even though theyie physically with the consignee. Valuation of such consignment stock is necessa

for determination of correct operating results of the consignment business.

ch

len,

)
the

Of

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

U Goods sent at CostConsignment stock is valued considering the cost of the goods sent o&
S

)

@®©

(ol

incurred by the consignor and nercurring expenses incurred by the consignee.
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U Goods sent at Invoice Pric&Consignment stock is valued considering the Invoice Bfitke

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

incurred by the consignor and neecurring expenses incurred by the consignee on these goods|

Moreover, for determination of correct operating result, the tbmargin on such goods needs to
be adjusted.
Note:AsperA$i = dzyaz2f R adG201 Aa G2 oS @I fdzSR i W/
lower. When the NRV of the unsold stock fall below its cost, in that case the consignment stock ig
be vdued at the NRV

Valuation of Goodsn-Transit: The goods which have beersgatched by the consignor, but are yet

to reach the premises of the consignee are referred to as Gowedsansit. The ownership of such
goods lies with the consignor, and at thedeof an accounting period, such goods are required to be
valued for the purpose of reflecting such goods in the financial statements. Such-igetoalssit are
required to be valued after considering the expenses incurred by the consignor for sending su
goods. It is to be noted that no expenses incurred by the consignee are to be included in valuing
same.

Accounting for Consignment:

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

Consignee.

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

1. Consignment Accountit is the profit determining account of the consignment business. In this
accountthe expenses and losses are matched against the revenue from such business. This pr¢
loss on consignment determined in this account is transferred from this account to the P/L A/c.

2. Goods sent on Consignment Accoulfttrecords the goods that are sent on consignment and also
returns from consignee, if any.

3./ 2y ai3dySS ats isla@p@aadatdbiht that records the transactions that are entered
into by the consignee for the consignment. This account shows the money due to be receiy|
from the consignee at the end of a period.

4. Consignment Stock Accounthis account records the unsold stock of goods that may lie with the
consignee at the end of an accounting period.

5. Consignment Debtors Accounthis account is maintained by the consignor when goods are sol(

by consignee on credit basis and-detdere ommission is not paid to the consignee. It records

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

debtors, bad debts, discount allowed etc.
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Books of Consigned&:he accounts which are maintained in the book#he consignee are:

1. Consignor AccounfiThis account records the transactions that are entered into by the consigne

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

consignor at the end of a specifieeénmnd.

2. Commission AccountSeparate commission accounts are required to be maintained for different

types of commissions viz. Ordinary Commission, Del credere Commission arrdlDgéSpecial

Commission.

3. Consignment Debtors AccounThis account is maiained by the consignee when detedere
commission is paid by the consignor to the consignee. This account records the transactic

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

debts, discount allowed etc.

Jaurnal entries(If goods are sent at cost price)

PARTICULARS

BOOKS OF CONSIGNOR

BOOKS OF CONSIGNEE

ToConsignment

ToConsignor

Opening stock Consignment Dr | No entry
To Consignment stock
Goods sent on Consignment Dr | No entry
Consignment To Goods sent on consignmen
Goods returned by Goods Sent on Consignment Dr | No entry
consignee To Consignment
Advance received from | Bank/ Bills Receivable Dr | Consignor Dr
consignee by consignor To Consignee ToBank / Bills Payable
Expenses incurred by Consignment Dr | No entry
consignor ToCash/ Bank
Goodsin-Transit Goodsin-Transit Dr | No entry
ToConsignment
Expenses paid by Consignment Dr | Consignor Dr
consignee ToConsignee ToBank / Cash
Sale of goods by
consignee
For cash Consignee Dr | Bank Dr
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For Credit

Abnormal Loss

(Amount admitted but not
realised)

Consignee

Dr

9 Delcredere Consignee Dr | Consignment Debtors Dr
commission provided| ToConsignment ToConsignor
1 Dekcredere Consignment Debtors Dr
commission not ToConsignment No entry
provided
Commission payable by | Consignment Consignor Dr
consignor toconsignee ToConsignee ToCommission
Amount received from
Consignment Debtors
91 Delcredere No entry Bank Dr
commission provided ToConsignment Debtors
1 Dekcredere
commission not Consignee Dr | Bank Dr
provided ToConsignment Debtors ToConsignor
Bad Debt inconnection
to consignment business Bad Debt Dr
1 Delcredere No entry ToConsignment Debtors
commission provided Commission Dr
ToBad Debt
1 Delcredere Consignment Dr | No entry
commission not ToConsignment Debtors
provided
Abnormal Loss of goods | Abnormal Loss Dr | No entry
WAY ¢NIF YyaAdl ToConsignment
place]
Insurance clainreceived/ | Bank(Amountreceived) Dr | Bank Dr
admitted against Insurance Claim Dr ToConsignor

[Amount received from
Insurance Co. on behalf of the

consignor]
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(Amount received by consignee)
P/L (NetLoss) Dr

ToAbnormal Loss

Closing Stock on

Consignment

Consignment Stock Dr

ToConsignment

No entry

Closing of Goods sent on Goods sent on Consignment Dr | No entry

Consignment ToPurchases/ Trading

Profit/Loss on Consignment Dr | No entry

Consignment ToP/L

Final Remittance Bank/Bills Receivable Dr | Consignor Dr

received by consignor

from consignee

ToConsignee

ToBank/ Bills Payable

If Goods are sent at invoic

e pricélimination ofLoading included in goods)

Opening stock

Stock reserve Dr

To Consignment

No entry

Goods sent on Goods Sent on Consignment No entry
Consignment To Consignment
Goods returned by Consignment r | No entry

consignee To Goods sent on consignmen

Goodsin-Transit Consignment Dr No entry
ToGoodsin-Transit

Abnormal Loss of goods | Consigment Dr No entry

WAY ¢NIF YyaAdl ToAbnormal Loss

place]

Closing Stock on Consignment Dr | No entry

Consignment

ToStock reserve
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PROBLEMS FOR CLASS RDIBKIUSSION

Problem1:

Agarwal of Agra sent on consignment goods valRed,00,000 to Biyani of Bhagalpur on March 1,
2021. He incurred an expenditure Bs12,0000n Freight and Insurance. Biyani was entitled to a
commission of 5% on gross sales plus acdedere commission of 3%. Biyani took delivery of the
consignment by incurring expensesR¥3,000 for goods consigned.

On Dec. 31, 2021, Biyani informed oropk that he had sold all the goods fs1,50,000 by incurring
selling expenses d®s2,000. He further informed that onlRs1,48,000 had been realised and rest
was considered irrecoverable, and would be sending the cheque in a day or so for the ameunt @
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 ba

charges oRs260 for collecting the cheque. The amount was credited bybrek 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 rec
and collection of the cheque. (Nlustration 8)
Problem2:

M/s Singha Traders of Surat consigned 5,000 litres of edible oil cegB®&yeach to M Ltd. of Mumbai
on 1.2.2022. M/s Singha Traders p&d5,000as freight and insurance charges. During transit 200
litres were destroyed for which the insurance company agreed toREby000 in full settlement.

M Ltd. paid clearing chargeRs6,100; godown renRso nn F YR { I £ R$000! Ity wad
entitled to 6% ordinary commission and 4% del credere commission on sales.

On 30.6.2022, M Ltd. reported that 4,000 litres were sol&st,65,000 and 100 litres were lost due
to evaporation. A customer who bought liquor f1@s1,500 could pay only 40% of his ammd. M Ltd.
paid its balance due by a cheque.

Show the Consignment Account in the books of M/s Singha Traders (IMustration 9)
Problem 3:

B consigned 100 calculators to A. Cost of each calculatoRe&80. B incurred expeses ofRs500 on
despatch of such goods. A informed B that he had sold 68 calculates28) each and 11 calculators @
Rs270 each and had speRs1,520 on behalf of the consignor. One damaged calculator was s&d36r
according to the instructionsf consignor. A was entitled to a commission of 6% on gross sales and
includes detredere commission. A could recover oRI§250 from a customer to whom one calculator

had been sold on credit basis 186280. 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 near
rupee and assume that the expenses of consignee are recurring in nature.  (lllustration 10)
Problem4:
On Jan. 1, 2022 goods costiRgl,32,000 were consigned by Shri G of Chennai to his agent Shri H
Amritsar at a preforma invoice price of 20% above cost. Shri G paid freight and other forwardin
charges amounting t&Rs4,000. The consignee was allowB$2,000 p.a. towards establishmen
costs, 5% commission on gross sales. Shri HR&li¢DOO as godown rent and insurance for three
months ended Mar. 31, 2022.
Threefourths of the goods were sold at 331/3% profit on cost, half of which were credit sales. Balan
stock was valued at prforma invoice price. Consignee reported that a customer who purchasec
goods worthRs10,000 was untraceable and his balance was considered to be unrealisable. All oth
debtors cleared their dues. Shri H cleared his dues by sending a bank draft on N2f1231,
Prepare necessary accounts in the books of Consignor, for 3 months ending on Mar. 31,2022.
(lllustration 12)
Problem5:
Veemal of Delhi sends a consignment of wall clocks to Anand of Kolkata and charges proforma inv
price so as to show a profit of 25% on cost. The agent received commission @ 5% on all sales plu
del credere commission on credit sales made by hinclkSod goods with the agent at the beginning
of the year: 40 clocks at proforma invoice priee25,000. During the year ended 31st December
2011, Veemal had the following transactions with Anand:
(&) Proforma invoice price of 200 Clocks consigned to Anasl;25,000
(b) Railway charges and insurance on the consignment paid by VeRs&E00
(c) Advance received from AnandRs37,500
(d) Sales made by Anand;
(). 80 clocks for cashRs53,750
(i). 100 clocks on crediRs70,000
(e) Selling expenses made by agdRs6,250and discount allowed by hifRs2,500.
() 30 clocks were damaged by the railway for which Anand recoweséd750. The damaged clocks
were sold on cash by AnandRs5,750.
(g) Out of the clock sold on crediRs5,000 was irrecoverable and considered badh®/agent.
(h) The agent remitted the balance due by him by a bank dratft.

Show necessary Ledger Accounts in the books of Veemal. (Nllustration 14)
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Problem6:
Kunal of Kolkata consigned goods costitgfl5,000to Quereshi of Meerut. The invoice price was
made so as to show a profit of 331/3% on cost. Kunal BaRDO as carriage ands1,200 as freight
& insurance, Goods costirfgs5,000 were destroyed while 4transit and the insurance company
admitted the fdl claim. In Meerut, Quereshi paRis240 as carriage an@s600 as godown rent. 2/3
rd of the goods received by Quereshi were sold by him. Quereshi sent a cheque to P for the s
proceeds after deducting the expenses incurred by him and the commiss®todum: ordinary @
P> YR RSt ONBRSNBE ¥ HMkH:® {K2g (GKS /2yairi
(Illustration13)
Problem7:
The Account Sales received from an agent disclosed that the total sales effected by him during 2@
22 amounted toRs4,50,000. This includelds3,12,500 for sales made at invoice price which is cost
plus 25% and the balance at 10% above the invoice pie@curred expenses to the tunef$5,000

out of which a sum oRs1,800 is recurring in nature. Forwarding expenses of the Consignor totalled
Rs2,400. The Agent had remitted the balance due from him through Bank Draft after deducting the

expenses. 5%ommission on gross sales, bad deR&350 and a Bills payable accepted by him for
Rs10,000.

ale

yY

21

The value of unsold stock at original cost lying with the Agent as on 31st March, 2022 amounted to
Rs50,000. You are required to prepare the Consignment Addout Y R G KS / 2y aA3aySs
Books of the Consignor. (Nllustration 15)
Problem 8:
Mr. P consigned goods to Mr. D, his agent at Dhanbad, atcostpiRaioh 2 nnn® a N t Qa
at the end of the year drew up th&gent account as below:
Mr. D Account
T T P
To, Goods 40,000 By, Cash 25,000
To, Cash-Freight 3,000 By, Balance 19,300
To, P/L Alc 1,300
44,300 44,300
Mr. D sold part of the goods fdRs45,000, which exceeded ys9,000 their invoice value. He
collectedRs38,000 after allowing discount &s2,000 to customers. Bad Debts camdR&il, 000 and
his expenses tdrs800 (includingRs200 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'@
the books of Mr. P (lllustration 16) "g)
@®©
~ (ol

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | OR&Hnmcial Accounting




5. ACCOUNTING FOR JOINT VENTURE

Joint venture Joint venture is a shorterm business undertaking jointly by two or more persons who
share the profits and losses in an agreed ratio with temporary form of business organization. The
are certain business autties or projects that may involve higher risks; higher investments and evel
they demand multskills. Hence two or more people having requisite skill sets come together to forn
a temporary partnership. This is called a Joint Ventline parties who havagreed to undertake the
joint venture are called Ceenturers or Joint venturers.

Characteristics of Joint Venture

0 There is an agreement between two or more persons.
U Joint venture is made for the specific execution of a business plan/project.
0 Itis a emporary partnership without the use of a firm nan&uch associations, comes to an end

when the purpose of the agreement is served.

ere

=)

0 Profit &lossare shared on the same terms and conditions agreed upon. However, in the absence

of any agreement, profit osswill be divided equally.
0 The terms of the joint ventures are executed on a written agreement signed by all partie
involved.
Difference between Joint Venture and Partnership
U tF NOYSNBKALI fgl@da OFNNARSR 2y gA0K FANNVQA

required.

yl

U 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 calledcaventurers.

U Normally, a partnership is constituted for a long period (including various projects), whereas joint

venture is formed to complete a specific job/project.

U Partnership is governed under the Partnership Act, 1932, whereas there is no emachsuch
kind for the joint ventures.

U There is no limit specified for the numbers ofwenturers, 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 Consigent:

U Relationshipb ¢ K\&ntu@egs of a Joint venture are the owners of a Joint venture, whereag

relationship of a consignor and consignee is of owner and agent.
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c:

consignee only gets commission on sale made by him. On the other hand,-tlemttwers of a
joint venture share profits as per the agreed preditaring ratio.

U OwnershipofGoodd hgySNEKALI 2F (GKS 3I22Ra NBYIAYya
only possession to the consignee, but everyeaturer of a joint venture is the eowner of the
goods/project.

U Contributionof Funds Ly @SadyYSyd A& R2y SheotBer hakdSundsarng a

contributed by all ceventures in a certain agreed proportion.

c:

project is completed. On the other hand, if, everything goes smamthsignment is a continuous
process.

Methods of recording joint venture transactions

SEPERATE SET OF BOOKS ARE MAINTAIN  SEPERATE SET OF BOOKS NOT MAINTAINED

Each Ceventurer Each Ceventurer
keeps record of all transactions keeps record of its own transactions

Method |: 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 veritader this

approach, the following accounts are maintained:

U Joint Venture accountln this account, in the debit side all expenses (paid personally by the cg
venturers or out of joibbank) irrespective of its nature (i.e capital or revenue) are recorded. In
the crdit side, all sales (to outsiders as well as to theventurers) are recorded. The net result
of this account will be either profit or loss.

U Joint Bank accountTo record cash/bank transactiona Joint Bank A/c is maintained. This is
basically the cashdok of the business. This could take a form of cash book with cash and batr
column. It will record, the initial contributions made by eachvemturer, proceeds of sales,
expenses and distribution of net balances amongenturers on disolution of the venture. All
cash inflows are recorded in the debit side and the outflows are recorded in the credit side.

U Coventurers account:Co+ Sy G dZNBEND& LISNBER2Yy It 1 O02dzyia |

related to coventurers. It is like the capital accoumt the partnership business. Balance in this
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account refer to the claim of a egenture to / from the business and is settled through the joint

bank account

Accounting entres:

1. Contribution made by the co Ventures
Joint Bank A/c

To CeVentuer Alc

Dr.

2. Expenses paid or goods supplied by theventurers from private account

Joint Venture A/c

ToCoVenturer Alc

3. Expenses paid through Joint Bank Account

Joint Venture Alc
ToJdoint Bank Alc
4. Sale proceeds or collections

Joint Bank A/c

ToJoint Venture A/c

5. Collections received by egenturer

CoVenturer Alc
ToJdoint Venture Alc

6. Assets taken over by the a@nturer

CoVenturer Alc
ToJdoint Venture Alc

7. Liabilities taken over by the coventurers

Joint Venture A/c
ToCoVenturer Alc

8. Profit on joint venture

Joint Venture Alc
ToCoVenturer Alc

9. Loss on joint venture

CoVenturer Alc
ToJdoint Venture Alc

10. Final settlement made to ewenturer

CoVenturer Alc

ToJoint Bank Alc

Dr.

Dr.

Dr.

Dr.

Dr.

Dr.

Dr.

Dr.

Dr.
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Method Il: When Separate Set of Books are Not Maintained for the Joint Venture

This method is generally applicable when the size of the businessisand if it is for a very short
period of time. In this case, all-a@nturers will have account for the transactions in their own books.
Here no Joint Bank A/c is opened and theveaturers do not contribute in cash. Goods are supplied

by them from ot of their stocks and expenses for the venture are also settled in the same way.

(a) When each coenturer keeps record of all transactions

Each ceventurer will prepare a Joint Venture A/c and the other-€8 y i dZNBE N & ! Kk O
Naturally, the prot or loss is separately calculated by eachveaturer. Each ceenturer will take

into A/c all transactions i.e. done by himself and by hiseaturer as well.

Accounting entriesThe accounting entries (considering twowenturersc A and B) ar@resented as under:

In books of co-venturer A In books of co-venturer B

E When goods are supplied and expenses paid:by'A

Joint Venture A/c Dr. Joint Venture A/c Dr.
To, Purchases A/c To, A’s Alc
To, Cash / Bank A/c

When coods are supplied by B'and expenses paid by B

Joint Venture A/c Dr.  Joint Venture A/c Dr.
To, B’s A/c To, Purchases A/c
To, Cash / Bank A/c
Yhenadvanceis gciven by A'to Bior bill accepted by’ A
B’s Alc Dr. Cash/Bank A/c Dr.
To, Cash / Bank A/c B/R A/c Dr.
To, B/P A/c To, A’s Alc

When sale proceeds are received by A

Cash / Bank A/c Dr. AsAlc Dr.
To, Joint Venture A/c To, Joint Venture A/c

When sale proceeds are received by B

B’s Alc Dr. Cash/BankA/c Dr.
To, Joint Venture A/c To, Joint Venture A/c

Hor unsold goods taken over by A

Goods A/c Dr. AsAlc Dr.
To, Joint Venture A/c To, Joint Venture A/c
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" Hor unsold coods taken over by b
| =

B’s Alc Dr. GoodsA/c Dr.

To, Joint Venture A/c To, Joint Venture A/c
T or: profit on joint venture business
Joint Venture A/c Dr. Joint Venture A/c Dr.
To, B’s A/c To, A’s Alc
To,P& LA/ To,P& L A/c
A0r 10SS ON JoInt yenture DUSINess
B’s A/c Dr. AsAlc Dr.
P&IL A/c Dr. P&LA/ Dr.
To, Joint Venture A/c To, Joint Venture A/c

Note: After closure the business of joint venture, thewenturer who has received surplus cash will

remit it to the other ceventurer.

(b) When each ceventurer keeps record of its own transactions (Memorandum method):

U Inthissystem,theca®d Sy (1 dZNBENBR YIF & RSOARS G2 YFAYyGlFAy ||
'k OQ Ay 22 A yénturersenhdisa peridic emeéneof transactions effected by him

for the joint venture to the other caventurer. On the receipt of the abevstatement, 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.

U Theco@SYy G dzZNENB gAff 1SSLI Iy | OOSgnfdzNONI { 8RE |@W
transactions done by him only are recorded but not transactions effected by otheermiirer.
This account is useful to make final settlement betweer/@uturers.

Accounting entries:

1. Amount received from c@enturer in cash / cheque or B/R

Cash/ Bank/ B/R Alc Dr.

ToJoint Venture with G&¥enture's Alc
2. Discounting of Bills Receivable
Bank A/c Dr.
Joint Venture with G&@ Sy 0 dzZNENJ Xd | kDB 65Aa02dzy v
ToB/R Alc

3. Purchase of goods
Joint Venture with C&@ S y (i dZNBENJ X ® | kDD
ToCash/ Bank Alc
ToJV Creditors Alc
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4. Making payment to Creditor@ncluding discount received)
JV Creditors Alc Dr.
ToCash/ Bank/ B/P Alc
ToJoint Venture with C& Sy G dZNENX ® | kO 05Aa02dzy i
5. Goods supplied by eeenturer from own stock
Joint Venture with G&@ Sy i dzZNBNX & | k (Dr.
ToPurchases A/c/ Goods sent to JV Alc

6. Payment of expenses
Joint Venture with C&@ S y (i dZNENX @ | k r.
ToCash/ Bank Alc
7. Sale of goods
Cash/ Bank/ JV Debtors Alc Dr.
ToJoint Venture with G&® Sy (i dZNBENX ® | k O
8. Collection from customer (including bad debts discount allowed)
Cash/ Bank Alc Dr.

Joint Venture with G&@ Sy (i dzZNE NX ® | kK O 5 NJnd discoast ditgwied) 2 F 06 | R

ToJV Debtors Alc
9. Taking away of unsold goods
Goods sent to JV Alc Dr.
ToJoint Venture with C& Sy &t dZNBENX ® | k O
10.Coventurer entitled to commission/ salary etc
Joint Venture with G&@ Sy & dzZNBE NX & | k Dr.
ToCommission/ Salary Alc

11.Share of profit on joint venture
Joint Venture with G& Sy (i dzZNSE NX & | k Dr.
ToProfit & Loss Alc
12.Share of loss on joint venture
Profit & Loss Alc Dr.
ToJoint Venture with C&@ Sy & dZNBENX ® | k O
13. Settlement of balance of JV with® ! k O

1 In case of debit balance
Cash/ Bank A/c Dr.
ToJoint Venture with C& Sy &t dZNBENX ® | k O
1 In case of credit balance
Joint Venture with C& S y (i dzZNBS NX & | k CDr.
ToCash/ Bank Alc
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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

Rs200000. B sold 95% of goods Rs2,50,000. A is entitled to get 1 % commission on purchase and

B is entitled to get 5 % commission on sales. @wda bill on B for an amount equivalent to 80% of
original cost of goods. A gotitdiscountedReEmM > p nZnnn® / I £ Odz (Nust@tion19)a
PROBLENM:
Sagar and Pakhi entered into Joint Venture and undertook building construction o€®. &td.,
Mumbai forRs5,00,000. The following information are available for the undertaking business:
1 Sagar supplied materials B35,000 and Pakhi palds20,000 his architect fees.
1 Sagar contributedRs1,25,000 and Pakhi contributéis75,000 and dposited the same amount

in the Joint Bank Account
1 They paid from Joint Bank Account for materR#2,80,000 and wageRs1,20,000
1 On completion of the venture they received contract price as per the terms
1 Pakhi took over the unused materials 815,000
Prepare Joint Venture A/c, &enturers A/c and Joint Bank A/c. (Nustration-19)
PROBLEN:
X and Y entered into a joint venture for purchase and sale of some household items. They agree
share profits and losses in the ratio of their respive contributions. X contribute®s10,000 in cash
and YRs13,000. The whole amount was placed in a Joint Bank A/c. Goods were purchased by X
Rs10,000 and expenses paid by Y amountedRk&2,000. They also purchased good Rs15,000
through the Joint Bank A/c. The expenses on purchase and sale of the articles amouRE(0@0
(those madeout of Joint bank Goods costinBs20000 were sold foRs45,000 and the balance were
lost by fire. Prepare Joint Venture Alc, Joint Bankakid Joint Venturers A/c  (lllustration-20)
PROBLEM:
Anil and Mukesh enter into a venture to take a job #$2,40,000. They provide the following
information regarding the expenditure incurred by them:

N | I Muicosh 2

Materials 68,000 50.000
Cement 13.000 17,000
Wages - 27.000
Architects fees 10.000 -

ILicense fees - 5,000
Plant - 20,000

Plant was valued &s10,000 at the end of theontract 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 bfukesh. (lllustration-21)
PROBLEM:

Sahani and Sahu entered into a joint venture to sale 800 bags of food grains. The business risks &
be shared in the ratio of 3:2 between them. Sahani supplied 400 baBs8Q0 per bag angbaid
freight Rs8,000 and insurancBs2,000. Sahu sent 400 bagsR&1,000 per bag. He paiRs2,500 as
freight, Insurancdrs8,000 and sundry expensesRs500. Sahani pai@s50,000 as advance to Sahu.
They appointed Sandeep as agent for sale ofngrabandeep sold all bagsR¢$1,200 per bag. He
deducted Rs21,000 as his expenses and commission of 5% on sales. He reR@6e@0,000 by

cheque to Sahani and the balance to Sahu by way of a bill of exchange -Vd@wers settled their

accounts. RBE LI NB W2 Ayl +Sy(daNBE ' k0 {IKdzQa !'kO |y

(lllustration-22)
PROBLENM:
Hari and Om agreed for purchasing and selling furniture in a joint venture, their profit sharing rat
being 3:2 respectively. Hari purchased 10 sofaRsit0,000 per sofa. He sent those sofas to Om for
sale after spendin@®s1,000 per sofa on insuranced transportation. He drew a bill &s50,000 on
Om and this bill was discounted at a discountR#5,000 after acceptance. Om incurred further
expenses oRs2,000 on these sofas before sale. He sold all the sofRs1®,000 per sofa, giving 5%

commis®on to the dealer.

Prepare Joint Venture with Om Account in the books of Hari. Also show the Memorandum Jo
Venture Account. (lllustartion-23)
PROBLEM:

Jiban and Mitrik decided to work in joint venture with the following scheme, agge®i share profits
in the ratio of 2/3 and 1/3. They guaranteed the subscription at par of 50 lakhs shaRsd 0feach
in Rainbow Ltd. and to pay all expenses up to allotment in consideration of Rainbow Ltd. issuing
them 3 lakhs other shares &s10 each fully paid together with a commission @ 5% in cash which
will betaken by Jiban and Mitrik in 3:2.

Coventures introduced cash as follows

Rs.

Jiban Stamp Charges Etc. 1,65,000
Advertising charges 1,35,000

Car expenses 1,54,000

Mitrik PrintingCharges 1,88,000
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Rent
{2t AOA02NRQ OKI NHSaA

1,30,000
80,000

Application fell short of the 50 lakhs shares by 1,20,000 shares and Mitrik introRedgtllakhs 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

receivingRs12,50,000 and JibaRs25 lakhs.

You are requiredo 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, CONSSGININMNEINT
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 egenturer
(b) for determining the amount due from e@nturer
(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 b

(a) Bank
(b) Drawer
(c) Drawee
(d) Acceptor
4. The share of profit of a ceenturer maintaining only her/ his own transactions is
(a) Debited to Joint Venture Account
(b) Debited to other cdd Sy (1 dZNBE N & LISNBE2YyFf | 002 dzy i
(c) Debited to Profit & Loss Account
(d) None of the above
5. If any stock is taken by a egenturer, 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-wenturer.
6. The balance in consignment account shows .
(a) Amount receivable from consignee

(b) Amount payable to consignee

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | OR&Hnmcial Accounting

<

Pag 6/




(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 th profit in the ratio of 2 :4, this agreement is a:
(a) Partnership
(b) Consignment
(c) Jointventure
(d) Lease
8. Memorandum Joint Venture Account is prepared when
(a) the separate set of books is maintained for Joint Venture.
(b) theeach Ceventurer keeps records of all transactions.
(c) the each Geenturer 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 puttingup hard work in introducing new product in the market?
(a) Delcredere Commission
(b) Overriding Commission
(c) Hard work Commissio
(d) Ordinary Commission
MaAd® LT YIGBSNAQa | OOSLIikyOS 4KAOK ¢l a SyR2NA

amount will be debited in our books to:

(0p))

(a) Saleem
(b) Kaveri
(c) Bills Receivable Account
(d) None of the above
11. X draws a Hilon Y forRs1,80,000 for mutual accommodation in the ratio of 2:1. X got it
discounted foRs1,69,200 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) Rs1,15,200
(c)Rs1,16,800
(d) Rs1,20,400
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12. Raju draws a bill on Sampat on 25th October, 2021 for 90 days, the maturity date of the bill wil

be

(a) 27th January, 2022
(b) 26th January, 2022
(c) 25th January, 2022
(d) 28th January2022

13. P and Q enter into a joint venture sharing profit and losses in the ratio of 3:2. P purchased goods

costingRs2,00,000. Q sold 95% goods f&s2,50,000. P is entitled to get 1% commission on

purchase and Q is entitled to get 5% commission on salé drew a bill on Q for an amount

equivalent to 80% of original cost of goods. P gotitdiscountedRam Z pnznnn® 2 Kl §

of profit?

(a)Rs15,300
(b) Rs21,300
(c)Rs18,900

(d) None of the above

Answers:
1 d 2 c 3 a 4 b 5 a
6 c 7 ¢ 8 c 9 b 10 b
State True or False:
1. Ajointventure 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 thmsigmee.
5. Discount at the time of retirement of a bill of exchange is a gain for the drawer.
Answers:
1 True 2 True 3 False 4 True 5 False

Fill in the Blanks

1. A bill of exchange drawn on April 12, 2022 as payable 3 months after sight was accepted

' LINAf MOX HANHHOD ¢WKiSbeoAf f Qa

RIGS

2F YI (dzN

2. When separate sets of books are maintained for a joint venture, goods are-talerby 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 consignment basis igferred to as the

5. Commission is due to the consignee from the consignor for rendering of regular activiti¢

associatedwith the consignment business is called commission.
6. If cash sales arRs25,000, creditsasareRst pZnnn FyR 02yaAidaySSQ

is 10%, the amount of detredre commission will be

7. expenses are included while computing the value of stock on consignmel

8. At the time of goods sent to consignee, thforma invoice is prepared by

9. The relation between Consignee and Consignor is that of

10. can be made payable to the bearer.
Answers:
1 | July 16, 2022 2 | Joint Venture
3 | Co-venturers 4 | Consignor
5 | Ordinary 6 | 210,000
7 | Non-recurring 8 | Consignor
9 | Agent and Principal 10 | Bills Receivable

Short Essay Type Questions

. State any four essential elements of billedichange.
. What is meant by Retirement of Bill?

1
2
3.
4
5

State any four points of difference between consignment and ordinary sales.

. What is meant by Account Sales in ttantext of consignment business

Mention any four features of joint venture.

Essay Type Questign

1.
2.

Explain the procedure of calculating the date of maturity of a bill of exchange? Give example.
What do you mean by Accommodation Bill? Differentiate between Trade Bill and Accommodati
Bill.
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6. PREPARATION OF FINANCIAL STATEMENTS
COMMERCIADRGANISATIONS

| |
Income statement Position statement
I

Trading Account Profit & Loss Accou Balance sheet
! t : t Position of Assets &
Gross profit/Gross Loss Net profit/Net Loss Liabilities

1. The profit or loss of the enterprise is obtained through the preparation of Income Statement i.

Trading and Profit & Loss.

2. The financial position of the business enterprise is judged by measuring the assets, liabilities &

capital of theenterprise and the same is communicated to the users of financial statements.

Financial position of the enterprise can be known through the preparation of the Positio

Statement i.e Balance Sheet.

A

¢NI RAYT ! OO02dzyi 2FXXXTF2NJ §KS &St
Particulars Amount Particulars Amount
To Opening Stock By Sales
To Purchases LessSalegeturns
LessPurchase returns By Closing Stock
To Direct expenses: By Gross Loss c/d*
Freight & Carriage

Customs & Insurance
Wages

Gas, Water & Fuel
Factory Expenses
Royalty on production
To Gross Profit c/d*
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Points to remember:

i
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Gross Profit is the difference between the selling price and the cost of the goods sold. Gross pr
is usually ascertained by preparing a Trading account

The opening inventory and purchases are written on the debit side.

Sales and the closing inventory are entered on the credit side.

If there are any direct expenses then they should also be written on the debit side of the Tradi

account.

If the balance 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.
In case of gross loss, i.e., when the debit side of the Trading Accoumidsxite credit side, the
amount will be written on the credit side of the Trading Account and transferred to the debit sid

of the Profit and Loss Account.

Profit & Loss Account

for the year ended ....

To, Trading A/c By, Trading A/c

(Gross Loss transferred) (Gross Profit transferred)
To, Administrative expenses By, Other Income

To, Office salaries By, Interest received

To, Communication By, Commission received
To, Travel & Conveyance By, Profit on sale of assets
To, Office rent By, Rent received

To, Advertising By, Capital Afc

To, Audit fees (Net loss transferred)

To, Insurance

To, Repairs & maintenance

To, Selling & Distribution expenses
To, Bad debts

To, Salesmen commission

To, Interest on loans

To, Depreciation and Amortisation
To, Financial expenses

To, Bank charges

To, Loss on sale of assets

To, Capital A/c

(Net profit transferred)
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Points to remember:

U The second income statement is the Profit & Loss Account. It is draftedlatdetermination of
Gross operating result i.e. Gross Profit or Gross Loss. This account determines the Net Prof
Net Loss of an organisation for a particular accounting period.

0 It is prepared by charging the indirect expenses and losses again€Grtss Profit and other
indirect incomes. It is closed by transfer of the Net Profit or Net Loss to the Capital Account of t
proprietor.

U All expenses which are not directly related to main business activity (Indirect expenses) will
reflected in the P & component. These are mainly the Administrative, Selling and distributior
expenses. Examples are salary to office staff, salesmen commission, insurance, legal charges,
fees, advertising, free samples, bad debts etc. It will also include itemiwdigeon sale of fixed
assets, interest and provisions etc.

FfFyOS akKSSaG a | GXxXX

Liabilities Amount Assets Amount
Capital: PPE
Opening capital XX Land
Less:Drawings (XXXX) Building
Add/LessCy Netprofit/Loss XXXX Plant andMachinery
Vehicles
Long term Liabilities: Computer systems
Long termLoans from banks or Office equipment
financiallnstitutions Intangible Assets

Current Assets:

Current Liabilities: Stocks

Shortterm borrowings Sundry debtors less provisions
Sundry creditors Bills receivables

Bills payable Cash in hand

Advances from customers Cash at bank

Outstanding expenses Advances to suppliers

Income received in advance Prepaid expenses

Income receivable

Total Total
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Points toremember:

0 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 pgint
of time.

U The Balance Sheet may be draftedher in Horizontal format or in Vertical format. In the
horizontal format, the Liabilities appear on the Kiiand side, while the Assets appear on the
right-hand side of the Balance Sheet. This is the traditional format followed bycoigorate
commergal organisations. In the vertical format, the liabilities and assets appear in-dowp
order.

U 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 ldagn liabilities appear above the shert
term liabilities, it is known as Permanence Order. When tiverge ordering is followed, the it is

known as Liquidity Preference Order

Important adjustments:

U 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 correctlgscertain 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 baksheet 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 inventpry
is not entered in the trading account, it isasfn only in the balance sheet.

4. The valuation principle for inventory is cost or net realisable value whichever is lower.

U Outstanding expenses or Accrued expenses:

1. If outstanding expenses given as adjustment, tites added torelevant expensen P&l and
outstanding expense is shown under Liabilities side.
2. If outstanding expenses given under Trial balancen thes shown under Liabilities side only.

U Prepaid expenses

1. If Prepaid expenses given as adjustment, then it is reduced from relevant expenseamdP &I
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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.

Accrued income

1. If Accrued income given as adjustment, thels added taelevant income in PBand Accrued
income is shown under Assets side.
2. If Accrued income given under Trial balance, then it is shown under Assets side only.

Income received in advance

1. If Income received in advance is given as adjustment, then it is reduced from relevant incor
in P&l and Income received in advance is shown under Liabilities side.

2. If Income received in advangéven under Trial balance, then it is shown under Liabilities side
only.

Goods sold on approval basis:

1. If approval received before the end of financiaby®r 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 ye

expired, then it is treated as stotjing withcustomerand will showalong withclosing stock
in Trading A/c.

Goods distributedas free samplesilt is reduced from purchases Trading A/c and shown as

expense in P&L.

Goods withdrawn by proprietor:lt is reduced from purchases in Trading A/c and shown as

reduction fromcapitalin Balance sheet.

Abnormal loss of stockit is initially shown undecredit side in Trading A/to match with

purchased goodd.ater, based on amount of recovery from Insurance company balance amour
debited under P&l as loss from abnormal loss.

Bad debts, Provision for doubt ful debts, Provision for discount on debtd?seviously discussed

underIntroduction 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 Marclpipizize trading
Alc.

Stock (1.4.2021) 10,000 Sales 3,00,000
Purchase 1,60,000 Return Inward 16,000
Carriage Inwards 10,000 Return OQutward 10,000
Wages 30,000 Royalty on Production 6,000
Freight 8,000 Gas and Fuel 2,000

Additional Information:

1. Stock on 31.3.2022: (i) Market Pries24,000; (i) Cost Prides20,000;

2. Stock valuedRs10,000 were destroyed by fire and insurance company admitted the claim to the
extent ofRs6,000.

3. Goods purchased fd®s6,000 on 29th March, 2022, but still lyingtnansit, not at all recorded in
the books.

4. Goods taken for the proprietor for his own use f$3,000.

5. Outstanding wages amounted #®s4,000.

6. Freight was paid in advance fas1,000. (Nlustration 1)

PROBLEM:

From the following particulars presented by Mr. Shankar for the year ended 31st March 2022, prepg

Profit and Loss Account after taking into consideration the given details:

Gross ProfiRs1,00,000, RenRs22,000; Salarie$s10,000; Commission (CRs12,000; Insurance

Rs8,000; Interest (Cr.[Rs6,000; Bad DebtRs2,000; Provision for Bad Debts (1.4.20Rk4,000;

Sundry Debtor&s40,000; Discount Receivéts2,000; Plant & Machinerigs80,000.

Adjusiments:

a) Outstanding salaries amounted Rs4,000;

b) Rent paid for 11 months;

c) Interest due but not received amounted ®8s2,000

d) Prepaid Insurance amounted &s2,000;

e) Depreciate Plant and Machinery by 10% p.a.

f) Further Bad Debts amounted #®s2,000 al make a provision for Bad Debts @5% on Sundry
Debtors.

g) Commissions received in advance amounte®$2,000. (INlustration 2)
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PROBLENM:

From the following Trial Balance of M/s BJ & Sons, prepare the final accounts for the year ended

31stMarch 2022, and also the Balance sheet as on that date:

Credit @

Stock as on 01.04.2021: Finished goods

Purchases and Sales

Bills receivables
Returns

Carriage Inwards

Debtors and Creditors

Carriage Outwards
Discounts

Salaries and wages
Insurance

Rent

Wages and salaries
Bad debts
Furniture

BI’s capital

Bl's drawing

Loose tools

Printing & stationery

Advertising
Cash in hand
Cash at bank
Petty Cash
Machinery
Commis sion

Total

Adjustments:

1.

2,00,000
22,00,000
50,000
1,00,000
50,000
2,00,000
40,000
5,000
2,20,000
60,000
60,000
80,000
10,000
4,00,000

70,000
1,00,000
30,000
50,000
45,000
2,00,000
5,000
3,00,000
10,000
44,85,000

35,00,000

50,000

4,00,000

5,000

5,00,000

30,000
44,85,000

Finished goods stock: Stock on 31st March was valued at CosRsd¢20,000 and Market price

Rs400,000.

Depreciate furniture @ 10% p.a. and machinery @ 20% p.a. on reducingéaiatitod.

Rent ofRs5,000 was paid in advance.

Salaries & wages due but not p&d$30,000.
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5. Make a provision for doubtful debts @ 5% on debtors.

6. Commission receivabRs5,000. (Nlustration 4)
PROBLEM:

Mr. Arvind Kumar has a smallisiness enterprise. He has given the trial balance as at 31st March
2022.

Credit )

Mr. Arvind Kumar’s Capital 1,00,000
Machinery 36,000
Depreciation on Machinery 4,000
Repairs to Machinery 5,200
Wages 54,000
Salaries 21,000
Income Tax of Mr. Arvind Kumar 1,000
Cash in Hand 4,000
Land & Building 1.49,000
Depreciation on Building 5,000
Purchases 2,50,000
Purchase Returns 3,000
Sales 4,98 000
CC Bank 7,600
Accrued Income 3,000
Salaries Outstanding 4,000
Bills Receivables 30,000
Provision for Doubtful Debts 10,000
Bills Payable 16,000
Bad Debts 2,000
Discount on Purchases 7,080
Debtors 70,000
Creditors 62,520
Opening Stock (01.04.2021) 74,000
Total 7,08,200 7,08,200

Additional information:
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1. Stock as on 31st March 2022 was valueRst0,000

2. Write off further Rs6,000 as bad debt and maintain a provision of 5% on doubtful debt.

3. Goods costingrs10,000 were sent on approval basis to a customeRfst2,000 on 30th March,
2022. This was recorded as actual sales.

4. winnn LIAR Fa NByO F2NI 2FFAOS gl a RSOAGSR

5. General Manager is to be giveommission 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 Gene
al yI 3SNRa O02YYA&aaAzy YR KA& 26y 0

You are required to prepare final accounts in the books of Mr. Aritama, and also the Balance

Sheet as on that date (Nustration 5)

PROBLEM:

Mr. Abhay runs a small shop and deals in various goods. He has not been able to tally his trial bale

and has closed it by taking the differertoceSuspense A/c. It is given below:

Particulars (as on 31st March 2022) Debit }) Credit (%)

Abhay’s Capital 1,50,000
Drawings 75,000
Fixed Assets 1,35,000
Opening Stock (01.04.2021) 36,500
Purchases & Returns 6,75,000 13,500
Sales & returns 34,000 8,50,000
Due from Customer & to Creditors 95,000 3,25,000
Expenses 45,750
Cash 3,000
Bank Deposits & Interest Earned 55,000 5,750
Suspense A/c 4,000
Advertising 2,00,000
Total 13,51,250 13,51,250

Mr. Abhay has requested you to help him in tallying his trial balance and also prepare his fif

accounts. On investigation of his books you get the following information:

1. Closing Stock on 31st March 2022 w=2l5,000 at cost and could sell over this value.

2. Depreciation 0Rs13,500 needs to be provided for the year.

3. A withdrawal slip indicated a cash withdrawal R615,000 which was charged as drawing.
However, it was noticed thaRs11,000 was used for busirepurpose only and was entered as

expenses in cash book.
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4. Goods worthRs19,000 were purchased on 24th March 2022 and sold on 29th March 2022 fq

-

Rs23,750. Sales were recorded correctly, but purchase invoice was missed out.

5. Purchase returns d®s1,500we6 NP dzi SR G KNRdzZAK &l f S& NB G dzZNY @
6. Expenses includ@s3,750 related to the period after 31st March 2022.

7. Purchase book was oveastbyRsm > nnn® t2adAy3 G2 &dzLJLX A SNAEQ
8. Advertising will be useful for generatimgvenue for 5 years (Nustration 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

I Debit Credit |
(§9) (€9)

Machineries 1,70,000 Sundry Creditors 82,000
Furniture 49,500 Capital Account 2,45,750
Sundry Debtors 38,000 Outstanding Expenses:
Drawings 28,000 Salaries 1,500
Travelling Expenses 6,500 Printing 600
Insurance 1,500 Audit Fees 1,000
Audit Fees 1,000 Bank Interest 1,200
Salaries 49,000 Discounts 1,800
Rent 5,000 Sales (Less Return) 6,80,000
Cash in Hand 7,800
Cash at Bank 18,500
Stock-in-Trade (01.04.2021) 80,000
Prepaid Insurance 250
Miscellaneous Expenses 21,200
Discounts 1,200
Printing & Stationery 1,500
Purchase (Less Returns) 4,60,000
Depreciation:
Machineries 30,000
Furniture 5,500
Suspense Account 39,400

10,13,850 10,13,850
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On the subsequent scrutiny following mistakes were noticed:

1) A new machinery was purchase 850,000 but the amount was wrongly posted to Furniture
Account adks5,000.

2) Cash eceived from Debtor&s5,600 was omitted to be posted in the ledger.

3) Goods withdrawn by the proprietor for personal use but no entry was paRs&¢D00.

4) Sales included?s30,000 as goods sold cash on behalf of Mr. Thakurlal who allowed 15¢
commission orsuch sales for which effect is to be given.

You are further told that:

a) Closing stock on physical verification amountedrz7,500.

b) Depreciation on Machineries and Furniture has been provided @ 15% and 10%, respectively
reducing balancing system.Fd & S| NR& RSLINBOALF A2y Aada LINR(

You are requested to prepare a Trading and Profit & Loss Account for the year ended 31st March 2

and a Balance Sheet as on that date so as to represent a True and Correct pictliestration-8)

PROBLEM:

The following Trial Balance has been extracted from the books of Mr. Agarwal as on 31.3.2022:

: Dr. : Cr.
Particulars Particulars
®) (§9)

Purchase 6,80,000 Sales 8,38,200
Sundry Debtors 96,000 Capital Account 1,97,000
Drawings 36,000 Sundry Creditors 1,14,000
Bad Debts 2,000 Outstanding Salary 2,500
Furniture & Fixtures 81,000 Sale of Old Papers 1,500
Office Equipments 54,000 Bank Overdraft (PP Bank) 60,000
Salaries 24,000

Advanced Salary 1,500

Carriage Inward 6,500

Miscellaneous Expenses 12,000

Travelling Expenses 6,500

Stationery & Printing 1,500

Rent 18,000

Electricity & Telephone 6,800

Cash In Hand 5,900

Cash at Bank (SBI) 53,000

Stock (1.4.2021) 50,000

Repairs 7,500

Motor Car 56,000

Depreciation:

Furniture 9,000
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Additional Information:

1.

6.
Mr. Agarwal requests you to prepare a Trading and Profit & Loss Account for the year ended 31.3.2

and a Balance Sheet as on that date. (Nllustration 9)
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Office Equipment 6,000 15,000

12,13,200 12,13,200

Sales includeRs60,000 towards goods for cash on account of a joint venture with Mr. Reddy wh
incurred Rs800 as forwarding expenses. The joint venture earned a proftsds,000 to which
Mr. Reddy is entitled to 60%

The motor car account represents an old motor car which was replaced on 1.4.2021 by a n
motor car costingRs1,20,000 with an additional chspayment 0fRs40,000 laying debited to
Purchase Account.

PP Bank has allowed an overdraft limit against hypothecation of stocks keeping a margin of 2
The present balance is the maximum as permitted by the Bank.

Sundry Debtors includ@s4,000 as duérom Mr. Trivedi and Sundry Creditors inclugds7,000 as
payable to him.

On 31.3.2022 outstanding rent amountedRs6,000 and you are informed that 50% of the total
NEyd Aa FGONROGdzilIofS (261 NRa ! 3+ NBIFfQa NBa

Depreciation to be provided on motaar @ 20% (excluding sold item).

D%.

022
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/. PREPARATION OF FINANCIAL STATEMENTS
NOTFFORPROFIT ORGANSIATION

Meaning of NonProfit 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 referre
asNonprofit Organisations. Their main objective is to operate for adding value to different section
of the society and the funds are utilized maximum for the benefits of the society.
ExamplesEducational institutions, public medical organisations, sahidds, charitable trusts, trade
unions, Cultural clubs like Rotary or Lions cRéljgious institutions etc.

Features of Nomrofit Organisations:

U This organization is governed by elected body or trustee board.

U Its operation is not driven by any profit motive unlike trading concerns.

U Main purpose of the organization is to provide social service.

U Main source of their income comes from donation and membership subscription.
U The membership process for this conce&gmontransferable.

Financial Statements of Neprofit Organisations:

Financial statements of NoiProfit
Organisations

Receipts&Payments A/C Income & Expenditure A/C Balance sheet

Preparation of Receipts and Payments Account;

1. This is the summarized form of the cash book of a-padit organisation. Entries are made on
cash basis and items pertaining to previowesar or current year or subsequent years are also
recorded.

2. Itis a memorandum account in which the receipts are shown on left side and payments are sho
on the right side. Capital as well as revenue items are entered in the Receipts and Payme

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 balagge
00

of cash and bank.
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Receipt and Payment Account

Starts with opening balance

All receipts - capital or revenue All payments - Capital or revenue
May be related to any period May be related to any period
previous, current or subsequent. previous, current or subsequent.

Ends with closing balance

Preparation of Income and Expenditure Account

1. This is the income stament of the norprofit organisation. As the name suggests only revenue
items i.e. revenue incomes and revenue expenditures are recorded hérisimy 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 expendif
is caled surplus and excess of expenditure over income is called as deficit.

Income and Expenditure Account

S _“_

Only revenue expenses Only revenue receipts
Only related to current period Only related to current period
Shows either surplus Or shows deficit

Preparation of Balance Sheet:

ure

1. It is prepared as on the last day of the accounting period. It also has assets and liabilities and

LINBLI NBR o6l aSR 2y 002dzyiAy3 Sljdz A2y ® . dz
capital fund.
2. The surplus or deficit from Income & Expenditdte is adjusted against this capital fund at the

end of the year.

Accounting treatment of some of the items of Neprofit entities:

U Entrance Feeg These are received at the time of admission of a new member and thus are on
time fees.
a) It can be treatd as either Capital receipt or Revenue receipt as per the rules-taws of the

concern.
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b)

c)

b)

b)
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If there is no such rule, Admission or Entrance Fees paid once by members for acquir

membership should be added with Capital Fund.

If such fees are of small amats covering the expenses of admission only, the fees may be

credited to Income & Expenditure Account.

Subscriptions/Membership fee

Annual subscriptions are credited to Income & Expenditure Account on accrual basis.
Life membership subscriptionusually credited to a separate account shown as a liability. Annual
Subscription apportioned out of that is credited to Income & Expenditure Account and deducte
from the liability.Thus the balance is carried forward till the contribution by a membeilys fu
exhausted.

Donations:

Donation received for a particular purpose should be credited to Special Fund. For examp

ng

d

le,

Donation received for Building should be credited to Building Fund A/c. The fund may be invested

in specified securities. Income from suokiestments is credited to the fund A/c only.

For other donations of nomecurring nature should be credited to Capital Fund. Recurring
donations received should be credited to Income & Expenditure Account.

Legacy Many times trusts are formed in the mery 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 cour

one-time and therefore should be taken to the capital fund.

Fund based Accounting

Aspecialfundiscreatetldzi 2F aLISOALFf R2yIl A2y 2NJ adz ao

for meeting some specific expenses or for acquiring an asset.
If any income is derived out of investments made against this fund or if any profit avdoass
due to sale of such investments, such income or profit or loss is transferred to this fund.
If the Special Fund is used to meet an expenge following entry is passed:
Special Fund Alc Dr.
To Bank A/c (amt. of expense)

If any balancehere 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 Alc Dr.
To Bank A/c (Cost of the asset)

Special Fund Alc Dr.
ToCapital Fund A/c (Special Fund closed)

Restaurant Trading and Bar Trading:

U 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 afiegy concern.

U 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 ifigadoncern.
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PROBLEMS FOR DISCUSSION

Problem

The City Sports Club of Surat had received in ZW2PRs50,000 towards subscription. Subscription

for 2020 21 unpaid on 1.4.2021 weliRs5,000.

Subscriptions paid in advance on 31.3.2021 wes#&,250and the same on 31.3.2022 wRs1,000.

Subscriptions for 2022022 unpaid on 31.3.2022 weRs2,250.

Show a statement showing the amouwftsubscriptions that would appear in Income and Expenditure

Account of the club for the year ended 31.03.2022 atwb Prepare Subscription A/c for that period.
(lllustration14)

Problen?:

OB Library Society showed the following position on 31st March, 2021

Balance Sheet as on 31st March, 2021

Liabilities Amount | Assets Amount
Capital Fund 7, 93,000 Electrical Fittings 1,50,000
Expenses Payable 7,000| Furniture 50,000
Books 4,00,000
Investments in Securities 1,50,000
Cash at Bank 25,000
Cash in Hand 25,000
8,00,000 8,00,000

The Receipts and Payment Account for the yarated on 31st March, 2022 is given below:

To, Balance b/d By, Electric Charges 7,200
Cash at Bank 25,000 By, Postage and Stationery 5,000
Cash in Hand 25,000 50,000 By, Telephone Charges 5,000

To, Entrance Fees 30,000 By, Books Purchased (Apr, 2021) 60,000

To, Membership Subscription 2,00,000 By, Outstanding Expenses Paid 7,000

To, Sale Proceeds of Old Papers 1,500 By, Rent 88,000

To, Hire of Lecture Hall 20,000 By, Investment in Securities 40,000

To, Interest on Securities 8,000 By, Salaries 66,000

By, Balance c/d
Cash at Bank 20,000
Cash in Hand 11,300
3,09,500 3,09,500
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You are required to prepare Income and Expenditure Account for the year ended 31st March, 202

and a Balance Sheet as at 31st March, 2022 after making the following adjustments:

(a) Membership subscription include®s.10,000 received in advance.
(b) Provide for outstanding rerfRs4,000 and salarieRs3,000.

(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 bapitalized.

(e) Interest on securities is to be calculatedR®5% p.a. including purchases made on 01.10.2021

for Rs40,000.

Problents:

The Income and Expenditure account of an association for the year ended 31 March 202Rder:

(MNustration18)

Particulars Amount | Particulars Amount
To Salaries 1,20,000| By Subscription 1,70,000
To Printing and Stationery 6,000| By Entrance fee 4,000
To Telephone 1,500| By Contribution for Dinner 36,000
To Postage 500
To General expenses 12,000
To Interest and bank charges 5,500
To Audit fees 2,500
To Annual Dinner Expenses 25,000
To Depreciation 7,000
To Surplus 30,000

2,10,000 2,10,000

The aforesaid Income and Expenditure account has been prepared after the following adjustment

Subscriptioroutstanding as on 31st March 2021

Salaries outstanding as on 31st March 2021
Salaries outstandings on 31st March 2022.
Audit fees for 202621 paid during 2022

Subscription outstanding as on 31st March 2022
Subscription received in advance as on 31st March 2021
{dz0 aONRA LIIA2Y WNBOSAOBSR AY

I Rl yOS

16,000
18,000
13,000
8,400
6,000
8,000
2,000

SHRESHTA For CA and CMA | SHRESHTA Professional Courses | OR&Hnmcial Accounting

Uy

Page 88




Audit fee for 202122 not paid 2,500
The building owned by the association since 2004 costs 1,90,000
Equipment as on 31st March, 2021 valued at 52,000
At the end of the year after depreciation Bs7,000, equiprent amounted to 63,000
In 202021, the association raised a bank loan of which is still not paid 30,000
Cash in hand as on 31st March 2022 28,500
Cash in hand as on 31st March 2021 13,600
Capital Fund as on 31st March 2021 2,20,600
You are required to prepare Receipts and Payment Account of the association for the year ende
31st March 2022 and the Balance Sheet as at that date. (Nustration16)
Probleny:

The followingnformation provided by the New Youth Club, Delhi for the first year ended 31st March
2022:

(). Donations Received for BuildiiRg25,00,000;

[®X

(i). Other Incomes and Receipts were: owad LYy | W,
Capital Income Actual Receipt
Particulars
Entrance Fees — 251 251
Life Membership Fees 105 — 105
Subscription — 1,160 1,151
Play Ground Rent — 120 110
Refreshment Account = 115 115
Sundry Incomes — 62 49
(iif) Expenditures and actual payments were: waod LY Wnn
)]
0
=)
@®©
(ol
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