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                            ACCOUNTING FOR HIRE PURCHASE 

Meaning and Concept of Hire-purchase system 

 
Hire-puchase system is a special system of purchase and sale of goods. Under this system 
purchaser pays the price of the goods in instalments. The instalments may be annual, six 
monthly, quarterly, monthly fortnightly etc. Under this system the goods are delivered to the 
purchaser at the time of agreement before the payment of instalments but the title on the goods 
is transferred after the payment of all instalments as per the hire-purchase agreement. The 
special feature of a hire-purchase transaction is that the payment of every instalment is treated 
as the payment of hire charges by the purchaser to the hire vendor till the payment of the last 
instalment. After the payment of the last instalment, the amount of various instalments paid is 
appropriated towards the payment of the price of the goods sold and the ownership or the goods 
is transferred to the purchaser. Thus hire-purchase means a transaction where the goods are 
sold by vendor to the purchaser under the following conditions  

 the goods will be delivered to the purchaser at the time of agreement. 

 the purchaser has a right to use the goods delivered. 

 the price of the goods will be paid in instalments. 

 every instalment will be treated to be the hire charges of the goods which is being used by 

the purchaser. 

 if all instalments are paid as per the terms of agreement , the title of the goods is transferred 

by vendor to the purchaser. 

if there is a default in the payment of any of the instalments, the vendor will take away the goods 
from the possession of the purchaser without refunding him any amount received earlier in the 
form of various instalments. 

 

 

OBJECTIVES 

1) identify a hire purchase transaction; 

2) record the transaction in the journal of hire-purchaser and hire vendor; 
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3) prepare necessary accounts in the ledger of hire-purchaser and hire vendor; 

4) calculate cash price in a transaction of hire-purchase with and without the help of annuity 
table; and 

5) solve the accounting problems of hire- purchase system and record hire purchase transactions 
in the books of accounts maintained in “Big Malls”. 

Characteristics of Hire-purchase system 

The characteristics of hire-purchase system are as under 

 Hire-purchase is a credit purchase. 

 The price under hire-purchase system is paid in instalments. 

 The goods are delivered in the possession of the purchaser at the time of commencement of 

the agreement. 

 Hire vendor continues to be the owner of the goods till the payment of last instalment. 

 The hire-purchaser has a right to use the goods as a bailer. 

 The hire-purchaser has a right to terminate the agreement at any time in the capacity of a 

hirer. 

 The hire-purchaser becomes the owner of the goods after the payment of all instalments as 

per the agreement. 

 If there is a default in the payment of any instalment, the hire vendor will take away the 

goods from the possession of the purchaser without refunding him any amount. 
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Accounting In the books of Hire-purchaser 

 
There are two methods of accounting in the books of Hire-purchaser. Their detailed description is 
as under:- 

Asset Accrual Method: 
Under this method it is considered that the hire-purchaser is the owner of the asset up to the 
value of the cash price paid by him in the from of down payment or the cash price paid included 
in various instalments. The following journal entries are recorded under this method. 

Under Total Assets Value Method: 
Under this method of accounting in the books of hire-purchaser, is done on the assumption that 
the ownership of the asset is also transferred to the purchaser with the delivery of goods. The 
following journal entries are recorded under this method. 

 


