
	UNIT – 1 - Accounting Standard Issued by ICAI

1. AS 1 – Disclosure of Accounting Policies
2. AS 2 – Inventory Valuation 
3. AS 9 – Revenue Recognition

Accounting Standard

Accounting standards are written policy documents issued by the expert accounting body or by the government or the other regulatory body covering the aspects of recognition, measurement presentation, and disclosure of accounting transactions in the financial statements.
Accounting standards seek to describe the accounting principles in the preparation and presentation of financial statements so that we may give a true and fair view.
The Institute of Chartered Accountants of India (ICAI) has taken upon itself the leadership role by constituting the Accounting Standards Board (ASB) in 1977. ICAI is primarily responsible to set the accounting standards in India. 

AS-1 Disclosure of Accounting Policies

Accounting is also known as the language of the business. Financial statements prepared by the accountant communicate financial information to the various stakeholders for the decision-making process.
To avoid confusion and to achieve uniformity in the books of accounts across business organizations, the accounting process is applied within the conceptual framework of 'Generally Accepted Accounting Principles (GAAPs). 
The term GAAPs is used to describe rules developed for the preparation of the financial statements and are called concepts, conventions, postulates, principles, etc. Financial statements constitute of Income Statement, Balance Sheet, Cashflow statement, and the statement of change in equity and working notes.
These GAAPs are the backbone of the accounting information system, without which the whole system cannot perform in harmony because, without it, there would be no uniformity.

Accrual concept:

Under the Accrual concept, the effects of transactions and other events are recognized on a mercantile basis and they are not recorded in the accounting records and reported in the financial statements of the periods to which they relate. This means that money paid or received is recorded when the transaction occurs and not when it is realized.
 Financial statements are prepared on an accrual basis to inform users not only of the past events involving the payment and receipt of cash but also of obligations to pay cash in the future and of the resources that represent cash to be received in the future.

Going concern concept:

Financial statements are normally prepared on the assumption that an enterprise is a going concern and will continue in operation for the foreseeable future. Hence it is assumed that the enterprise has neither the intention nor the need to close down. Hence the fundamental principle underlying the going concern concept is that the company will not  need to be liquidated in the foreseeable future and hence will be able to carry on its operations smoothly.

Consistency Concept:

According to the consistency concept, once a business organization chooses a particular method of accounting policy or valuations, it will use the same policy to treat similar items in the future unless a change in policy is either a statutory requirement or will help in better representation of the financial statements. For example, if a company chooses the WDV method of asset depreciation, it is supposed to continue that consistently over the financial years.



AS-2 Valuation of Inventories:
The Institute of Chartered Accountant of India as per Accounting Standard-2 defines inventory as the assets held −
“For sale in the ordinary course of a business or In the process of production for such a sale or In the form of materials or supplies to be consumed in the production process or in the rendering of the services.”
Thus, the term inventory includes −Raw Materials and supplies, goods under Work in progress, and finished goods which have completed the production process. In the books of accounts, inventory is usually valued at Net realizable value (market value) or cost whichever is lower. This stems out from the principle of conservatism.
There are many methods of inventory valuation:
1) FIFO Method (First in first out method): this method states that inventory that is in stock first, is disposed off ofthe market first and is introduced to the sale before the goods that have been recently produced.
2) Weighted average method: in this method of inventory valuation, the average cost of inventory is used in valuation instead of individual costs of each separate batch. It is mostly used when it is difficult to assign individual costs to inventories.

Practical Problems


1.	Stock of material on 1-3-2020 was 1,000 units at Rs. 10 per unit. The following purchases and issue were made during the month of March, 2020. 
	Purchases 

	2-3-2020
	2,000 units
	At Rs. 11 per unit

	3-3-2020
	3,000 units
	At Rs. 12 per unit

	11-3-2020
	4,000 units
	At Rs. 13 per unit

	21-3-2020
	5,000 units
	At Rs. 14 per unit

	Issues
	
	

	5-3-2020
	5,400 units
	

	15-3-2020
	2,600 units
	

	31-3-2020
	5,000 units
	


You are required to prepare:
(1) Stock Ledger A/c under FIFO method 
(2) Stock Ledger A/c under Weighted Average Cost Method.

2.	Calculated by FIFO method and Weighted Average Cost of inventory valuation, the cost of goods sold and value of closing inventory from the following data:
	Date
	Transaction 
	Units
	Price per unit 

	01-01-2018
	Opening Stock
	1,500
	20

	05-02-2018
	Purchases 
	   750
	25

	10-03-2018
	Purchases 
	   600
	22

	15-03-2018
	Sales
	1,800
	30

	12-04-2018
	Sales
	   750
	31

	16-05-2018
	Purchases 
	   600
	25

	25-06-2018
	Sales
	   750
	32



3.	The Stock of material on hand on 1st Dec. 2018 was 1300 units @ Rs. 3.50 each. The following purchased and issues took place subsequently. Calculate quantity and value of stock on hand on 31st Dec. 2018 under FIFO method.
	Date
	Purchases Quantity 
	Rate Per Unit
Rs.

	2-12-2018
	500 units 
	4

	4-12-2018
	2000 units 
	5.50

	18-12-2018
	400 units
	5



	Date
	Issues Quantity 

	6-12-2018
	2300 units

	8-12-2018
	300 units

	15-12-2018
	700 units


Stock verification revealed of 25 units on 17th Dec. 2018.

4.	M/s. Desai & Co. a trader of Plastic Toys had 12,000 toys valued at Rs. 3 per toy. His purchases and sales during first six months ending 31st December, 2017 were as under:
	On 22nd July, 2017
	Sales 
	5,000 Toys @ Rs. 20 each 

	On 23rd July, 2017
	Purchased (Carriage Inward Rs. 1,000)
	10,000 Toys @ Rs. 15 each

	On 25th October, 2017
	Sales 
	8,000 Toys @ Rs. 24 each

	On 26th October, 2017
	Purchased (Carriage Inward Rs. 1,200)
	12,000 Toys @ Rs. 18 each

	On 31st December, 2017
	Sales 
	13,000 Units @ Rs. 20 each.


You are required to ascertain:
Cost of Stock on hand as on 31st Dec. 2017 under each of the following method.
(1) FIFO (2) Weighted Average 

5.	The following is provided by ‘S’ Ltd. for the fortnight at April, 2020. Stock on 1-4-2020 of material ‘X’ 100 units @ Rs. 5 per Units:
	Purchases 
	Units

	05-04-2020
	300 @ Rs. 6

	08-04-2020
	500 @ Rs. 7

	12-04-2020
	600 @ Rs. 8

	Sales 
	Units

	06-04-2020
	250

	10-04-2020
	400

	14-04-2020
	500


Calculate using FIFO method of pricing issues 
(1) The value of materials consumed during the period and 
(2) The value of Stock of Material as on 14-4-2020.

6.	From the following details find out closing stock of Bharat Industrial Ltd. as per FIFO method:
	Date 
	Purchases 
(Units)
	Sales 
(Units)
	Price Per Unit Rs. 

	1-11-2020
	Balance 40
	-
	14

	2-11-2020
	30
	-
	15

	4-11-2020
	20
	-
	15

	5-11-2020
	-
	40
	18.50

	10-11-2020
	-
	10
	19

	17-11-2020
	30
	-
	16

	20-11-2020
	-
	25
	20

	28-11-2020
	50
	-
	13

	30-11-2020
	-
	40
	16


On 29-11-2020 two units were found damaged and had to be discarded.

7.	From the following data of March, 2020, calculate the cost of goods sold and value of closing stock of closing stock using the following methods-FIFO and Weighted Average Price:
	Purchases 
	Sale

	Date
	Quantity 
	Rate per unit (Rs.)
	Date
	Quantity 

	01
	2000
	10
	06
	1200

	02
	300
	12
	11
	1000

	10
	200
	14
	30
	200

	22
	300
	11
	
	



8.	Keep stock record on FIFO and Weighted Average basis from the following transactions:
	Purchases: March, 2020

	Date
	Units
	Rate Per Unit (Rs.)

	01
	500
	18

	04
	700
	20

	09
	900
	18

	15
	300
	25

	25
	200
	20

	31
	500
	25

	Sales: March, 2020

	02
	200
	22

	07
	500
	25

	11
	400
	21

	18
	800
	28

	27
	500
	25


Find out cost of goods sold and the profit.

[bookmark: OLE_LINK1][bookmark: OLE_LINK2]9.	Following are the purchases and sales of wheat in the months of March, 2019. Prepare a statement showing valuation of stock on the basis of (i) FIFO and (ii) Weighted Average Cost method. 
	Date
	Purchases 
	Rate
	Sales

	2019
	(Kg) 
	(Rs.)
	(Kg)

	March 1 
	600
	4
	-

	4
	-
	-
	300

	5
	300
	3.80
	-

	10
	-
	-
	200

	18
	200
	4.20
	-

	23
	-
	-
	400

	29
	400
	4.40
	-

	31
	-
	-
	300


Out of purchases March, 5, 50 Kgs were returned to the supplier on March 8.
Out of Sales on March, 23 a customer returned 20 Kgs on March, 26.

10.	A Company details in 3 products viz. A, B and C. The details for purchases and sales for January 2019 are as under.
	Product 
	A
	B
	C

	
	Units
	Rs.
	Units
	Rs. 
	Units
	Rs.

	Selling Price per Unit
	
	100
	
	200
	
	250

	Opening Stock 
	100
	  60
	100
	100
	  50
	120

	Purchases:
	
	
	
	
	
	

	Jan 9
	300
	  65
	200
	110
	  50
	135

	Jan 20
	100
	  64
	  50
	120
	100
	140

	Jan 29
	  50
	  68
	  50
	125
	  20
	130

	Closing Stock 
	140
	
	  70
	
	  60
	


You are required to prepare a trading and profit and loss account for the assuming the selling and distribution expenses to be Rs. 63,000. Use FIFO method for stock valuation.



AS-9 Revenue Recognition:
This AS is not applicable to the following revenue or gain—
1. Revenue arising from construction contracts
2. Revenue arising from hire purchase, lease agreements
3. Revenue arising from Govt. grants and subsidies
4. Revenue of Insurance companies arising from insurance contracts
5. Gain – realized or unrealized gain. Example: Profit on sale of a fixed asset.
Revenue from the sale of goods
It is recognized when all the following conditions are fulfilled: —
1. Seller has transferred the ownership of goods to buyer for a price. Or
2. All significant risks and rewards of ownership have been transferred to the buyer
3. Seller does not retain any effective control of ownership of the transferred goods
4. There is no significant uncertainty in the collection of the amount of consideration (e. cash, receivables, etc.).
· Sale on approval
Revenue should be recognized when buyer confirms his desire to buy such goods by communication.
· Guaranteed sales
Revenue should be recognized as per the substance of the agreement of sale or after the reasonable period has expired.
· Warranty Sales
        Sales should be recognized immediately but the provision should be made to cover unexpired warranty.
· Consignment sales
        Revenue should be recognized only when the goods are sold to third party.
· Special order and shipments
Revenue from such sales should be recognized when the goods are identified and ready for delivery.
























	

UNIT – 2 – Final Account

Final Account Includes

1. Manufacturing Account – Manufacturing account is prepared to find cost of production, which will be transferred to trading account. It includes all factory / production-related expenses.

2. Trading Account – it is prepared to find out gross profit / gross loss in financial year.

3. Profit & Loss Account - it is prepared to find out net profit / net loss in financial year.

4. Balance Sheet – Balance Sheet represent financial position as on particular date.

 
1.	From the following particulars presented by Mazumdar Bros. prepare a Manufacturing Account for the year ended 31-3-2021.
	Particulars 
	Rs.
	Particulars 
	Rs.

	Opening Stock:
	
	Carriage Inward
	             1,000

	Raw Material 
	           3,000
	Hire of Special Plant
	             2,000

	Work-in-Progress
	           4,000
	Factory Rent 
	             4,000

	Finished goods 
	           8,000
	Repairs to Factory
	             1,000

	
	
	Repairs to plant
	             2,000

	Closing Stock:
	   
	Supervisor’s salary 
	             8,000

	Raw Materials
	           1,000
	Wages of durwan at factory 
	             1,000 

	Work-in-Progress
	           5,000
	Royalties on production 
	            2,000

	Finished goods
	           4,000
	Works Manager’s salary
	           6,000

	Purchased of Raw Materials
	         40,000
	Salary of works staff 
	          3,000

	Wages of workers 
	         20,000
	
	

	Light, Gas etc. (factory)
	           2,000
	
	





2.The following information is given to you from the books of a manufacturer in respect of the year ending 31st March, 2020.
	Particulars
	Rs.
	Particulars
	Rs.

	Stock of Raw Material 
	         25,000 
	Electricity & Telephone 
	          6,000

	Freight Inward 
	           8,500
	Selling expenses 
	          6,000

	Freight outward 
	           6,000
	Miscellaneous expenses 
	        14,000

	Wages Direct
	         18,000
	Stock of Finished Goods: (31-3-2021)
	
        30,000

	Wages Indirect
	         14,000
	Provision for doubtful debts
	          8,500

	Sales
	      4,18,000
	Depreciation on Plant and Machinery 
	
          4,000

	Stationery
	           1,500
	Depreciation of Office:
	

	Traveling Expenses 
	           5,000
	Furniture and equipments 
	          3,000

	Salaries (H.O.) 
	         26,000
	Repairs to Plant and Machinery 
	         
          4,650

	Factory Expenses 
	         26,000
	Scrap Sales 
	          3,700

	Interest on Loan paid
	           1,800
	Purchases of Raw Materials 
	     2,50,000

	Return Inward
	           5,000
	Coal consumed 
	          9,000

	Return Outward 
	           3,500
	Work-in-progress (1-4-2021)
	          7,000

	Power and fuel 
	           8,000
	Bank Interest Received
	          2,600


Adjustments necessary for the following:
(a) Finished goods worth Rs.5, 000 were distributed as free samples.
(b) A loan was obtain on 1st October, 2021 for Rs. 50,000 carrying interest @ 10% p.a.
(c) Bad debts to be written off Rs. 750 and provision for doubtful debts to be maintained at Rs. 7,000.
(d) Electricity and Telephone to be apportioned as Factory 3/5th and office 2/5th.
(e) A fire occurred destroying finished goods worth Rs. 15,000. Insurance Company admitted a claim of Rs. 12,000 not yet received.
(f) stock on 31-3-2020 stationery in hand Rs. 150, Raw material Rs. 22,000. Work-in-Progress Rs. 4,000. Finished goods Rs. 40,000.
You are required to prepare the manufacturing accounts and trading account and profit & loss account for the year ended on 31sr march, 2020.


3.	Tanmay’s Trial Balance as on 31st March 2019 is as follows:
	Particulars 
	Dr. Rs.
	Cr. Rs.
	Particulars
	Dr. Rs.
	Cr. Rs.

	Opening Stock:
	
	
	Printing & stationery 
	
        5,200
	

	Raw Material 
	   2,50,000
	
	Bank Charges
	        2,500
	

	Work-in-Progress
	
      80,000
	
	Traveling Expenses 
	
      10,000
	

	Finished Goods
	   2,20,000
	
	Discount 
	        3,300
	

	Purchases 
	   2,15,000
	
	Sales return 
	      11,000       
	

	Building
	   1,50,000
	
	Advertisement 
	        5,500
	

	Plant & Machinery
	
   3,60,000
	
	Sales 
	
	  7,80,000

	Furniture
	      40,000
	
	Capital-
	
	  8,50,000

	Trade Mark 
	      30,000
	
	Sundry Creditors
	
	     52,000

	Wages
	      83,000
	
	Sundry debtors
	      82,500
	

	Factory Taxes
	        4,000
	
	Discount 
	
	       2,500

	Motive Power 
	        9,000
	
	Miscellaneous Expenses 
	
        5,500
	

	Factory Insurance 
	     
        5,000
	
	Bills Payable 
	
	     34,000

	Salary to office staff
	    
      11,000
	
	Bills Receivable
	      16,000
	

	Office Rent
	      10,500
	
	Corporation bank 
	      98,000
	

	Carriage Inward
	        2,500
	
	Cash on hand 
	        9,000
	

	
	
	
	
	 17,18,500
	17,18,500


Adjustments:
(1) Closing stock:                                            Rs.
      Raw Materials                                       85,000
      Work-in-Progress                                  30,000
      Finished Goods                                  2, 05,000
(2) Factory taxes prepaid Rs. 2,000.
(3) Depreciation: Furniture 10% 
                            Plant & machinery 15%
                            Trade Mark 20%
                             Building 5%
Please prepare manufacturing, Trading and Profit & Loss Account for the financial year 2018-19 and Balance Sheet as on 31-3-2019.


4.	Amar Chemicals has the following ledger balance as on 31st March, 2019.
	Particulars
	Dr. Rs.
	Cr. Rs.
	Particulars
	Dr. Rs.
	Cr. Rs.

	Goodwill
	      50,000
	
	Net Sales
	
	   11,00,000

	Factory Shed 
	      20,000
	
	Miscellaneous Income 
	
	
          4,000

	Machinery 
	   1,30,000
	
	Bad Debts Reserve 
	
	     
          5,000

	Furniture 
	        8,000
	
	Purchase of materials
	
   8,60,000
	

	Investment
	      10,000
	
	Freight on materials
	
      50,000
	

	Capital 
	
	   1,95,000
	Factory Power 
	      15,000
	

	Bank Loan 
	
	   3,00,000
	Salaries and Wages:
	

	

	Creditors 
	
	   1,50,000
	-Factory
	   1,50,000
	

	Debtors
	   1,35,000
	
	-Office
	      65,000
	

	Stock on 1-4-2018
	
	
	Repairs and Renewals 
	        
        2,500
	

	-Materials
	   1,30,000
	
	Rent and Taxes 
	      16,500
	

	-Work-in-Progress
	
        7,500
	
	Insurance 
	        3,900
	

	-Finished Goods
	      82,500
	
	General Expenses
	      18,100
	

	
	
	
	
	 17,54,000
	   17,54,000


The following additional information is available:
(1) Closing stock: Material Rs. 2, 10,000; Work-in-Progress Rs. 12,500 and Finished Goods Rs. 2, 07,500.
(2) Depreciation to be provide at 2 ½% on Factory Shed, 10% on Machinery and 15% on Furniture.
(3) Repairs and rent and taxes are to be apportioned between Factory and office in the ratio of 3:2.
(4) Reserve for bad and doubtful debts to be provide at 4% on debtors.
(5) Insurance Premium covers a period of one month in advance.
You are required to prepare Manufacturing, Trading and Profit & Loss Account for the year ended 31st march, 2019 and Balance Sheet as on that date


5.	The Trial Balance Mr. Karamchand is as below. Prepare final accounts for the year ended 31-12-2003:
	Debit balances
	Rs.
	Credit Balance 
	Rs.

	Cash in hand
	           1,000
	Capital Account 
	       41,860

	Machinery
	         30,000
	Sales
	    1,38,780

	Drawing 
	           2,500
	R.D.D.
	            560

	Factory, Power and Fuel 
	              450
	Sundry Creditors
	         8,800

	Office Salaries
	           6,255
	
	

	Carriage Outward
	              500
	
	

	Manufacturing wages 
	           9,300
	
	

	Furniture & fixture 
	           3,400
	
	

	Opening Stock:
	
	
	

	-finished goods
	           4,000
	
	

	-Work-in-Progress 
	           7,250
	
	

	-Raw Material 
	           2,800   
	
	

	Carriage Inward 
	           1,000
	
	

	Rent (factory3/4)
	           4,000
	
	

	Sundry debtors 
	         21,600
	
	

	Advertisement 
	              775  
	
	

	Printing & Stationery
	           1,200
	
	

	Factory Insurance 
	           1,280
	
	

	Purchase of Raw material 
	         82,950
	
	

	Balance at bank
	           8,530
	
	

	Discount allowed 
	              610
	
	

	Miscellaneous Expenses
	              630
	
	

	
	      1,90,000
	
	     1,90,000


Adjustments:
(1) Closing stock: Finished goods 6,500. Raw Materials Rs. 750 and work-in-Progress Rs.4,750.
(2) A Motor car purchased on 1-10-2003 for Rs. 10,000 has been included in purchases.
(3) Depreciation Machinery at 15% p.a. Motor car at 20% p.a. Furniture and fixtures at 15%p.a.
(4) Provision for R.D.D. should be maintained at 10% the debtors.
(5) Provision for unrealized Rent in respect of portion of the office sub-let at Rs. 120p.m. from 1-10-2003 has to be made


6.	The Trial balance of Mrs. Deepali as on 31st December, 2019 was as follows:
	Debit balance 
	Rs.
	Credit balance 
	Rs.

	Raw Material
	      23,000
	Sundry Creditors
	        17,500

	Work in Progress
	      10,000
	Bills Payable
	          8,500

	Finished Goods 
	      15,500
	Sales of Scrap 
	          1,500

	Sundry Debtors
	      27,000
	Commission 
	            4,00

	Carriage Inward
	        1,000
	Provision for Doubtful Debts
	          1,600

	Carriage outward 
	        1,000
	Deepali’s  Capital A/c 
	     1,00,000

	Bills Receivable
	      16,000
	Sales
	     2,00,000

	Wages
	      12,000
	
	

	Salaries
	      10,000
	
	

	Repairs of Plant 
	        1,200
	
	

	Repairs of Office Furniture 
	           600
	
	

	Purchase 
	   1,00,000
	
	

	Cash at Bank 
	        2,300
	
	

	Plant & machinery
	      90,000
	
	

	Office Furniture 
	        9,000
	
	

	Rent 
	        5,000
	
	

	Lighting Expenses 
	        1,800
	
	

	Factory Insurance 
	        2,000
	
	

	General Expenses 
	        1,600
	
	

	
	   3,29,000
	
	     3,29,000


Following additional information is provided to you:
(1) Closing Stock as on 31st December, 2019 was: Raw Materials Rs. 15,800, Finished Goods Rs. 18,200, and Semi Finished Goods Rs. 7,000.
(2) Salaries Rs. 2,000 and Wages for December, 2019 Rs. 2,000 was paid in January 2020.
(3) Lighting expenses were outstanding Rs. 600 whereas insurance was prepaid Rs. 500.
(4) 25% of the lighting expenses and rent is to be charged to office premises and the remaining amount is to be charged to factory.
(5) Depreciation is to be written off on machinery at 10% p.a. and on Furniture at 5% p.a.
(6) Provision for doubtful debts is to be maintained at 10%.
You are required to prepare manufacturing accounts, trading account and profit and loss account for the year ended 31-12-2019 and balance sheet as on that date.

7.	From the following Trial Balance of Deep enterprises, prepare Manufacturing Account, Trading and profit & Loss Account for the year ended 31st December, 2019 and the Balance Sheet as on that date.        
	Particulars
	Rs.
	Particulars
	Rs.

	Drawing 
	         30,000
	Capital
	     5,00,000

	Manager’s salary 
	           6,000
	Sundry creditors
	     1,00,000

	Cash in Hand 
	           2,000
	Loan 
	        80,000

	Cash at bank sundry debtors
	         35,000
	Reserve for Bad debts
	          6,000

	Patents
	         95,000
	Purchases returns
	          7,000

	Plant & machinery 
	           4,000
	Sales
	     2,64,000

	Land & building 
	      1,00,000
	
	

	Extension to Buildings
	      2,00,000
	
	

	Legal charges for acquisition of Buildings 
	
         20,000
	
	

	Purchases of Raw materials 
	           5,000
	
	

	Raw Materials (1-1-2019)
	      1,00,000
	
	

	Work-in- progress 
	         40,000
	
	

	(1-1-2019)
	         75,000
	
	

	Finished Goods (1-1-2019)
	         95,000
	
	

	Carriage In 
	           8,000
	
	

	Wages and Salaries
	         90,000
	
	

	Factory Expenses 
	           8,000
	
	

	Factory rent and rates 
	         10,000
	
	

	Office Expenses 
	           5,000
	
	

	Printing and Stationery 
	         10,000
	
	

	Discount 
	           6,000
	
	

	Advertisements
	           5,000
	
	

	Bad Debts
	           4,000
	
	

	Goodwill
	           4,000
	
	

	
	      9,57,000
	
	     9,57,000


Adjustments:
(a) On 31-12-2019 stocks were valued as: Raw Materials Rs. 50,000 Work in Progress Rs. 80,000; and Finished Goods Rs. 1, 00,000.
(b) Outstanding Expenses – Advertisements Rs. 500 and Printing Rs. 300.
(c) Stock of Stationery on hand Rs. 1,000 on 31-12-2019.
(d) Depreciation: Plant & Machinery at 10% and Patents at 20%.
(e) Manager is entitled for a commission of 5% on Net Profit before charging his commission. 
(f) Increase Reserve for Bad Debts by Rs. 3,000.
(g) Interest on loan of Rs. 1,000 is still unpaid.


8.	From the following trial balance of taxman enterprises prepare manufacturing, trading and profit and loss A/c for the year ended 31st December, 2019 and Balance Sheet as on that date:
	Particulars 
	Dr. Rs.
	Cr. Rs.
	Particulars
	Dr. Rs.
	Cr. Rs.

	Opening Stock:
	
	
	Conveyance
	     9,500
	      --- 

	Raw material
	      18,000
	      ---
	Professional Fees
	     6,000
	      ---

	Finished goods
	        3,500
	      ---
	Stationery 
	     3,750
	      ---

	Purchased of Raw material

	
      95,800
	      
      ---
	Electricity 
	     1,250
	      ---

	Carriage 
	     12,000
	      ---
	Capital 
	
	     62,500

	Wages 
	     18,000
	      ---
	Drawings
	   30,000
	      ---

	Salaries 
	     14,000
	     ---
	Bank Balance 
	
	     27,000

	Power & Lighting 
	      
        4,500
	 
    ---
	Creditors
	
	     61,000

	Insurance: Machinery 
	
           700
	    
     ---
	10% Investments (1-1-2019)
	
   15,000
	
      ---

	Repairs to Machinery 
	
        1,300
	      
    ---
	Debtors
	   54,000
	      ---

	Sales 
	       ---
	   2,03,500
	Furniture 
	   30,000
	      ---

	Return Outward 
	
	        2,500
	Machinery 
	   45,000
	      ---

	Return Onward 
	       3,500
	     ---
	Cash in Hand 
	        200
	      ---

	Scrap Sold 
	      ---
	        8,500
	
	
	

	Interest
	      ---
	        1,000
	
	
	

	
	
	
	
	3,66,000
	  3,66,000


Adjustment:
(i) Closing Stock – Raw Materials Rs. 28,000
                            -- Finished Goods Rs. 2,300
(ii) 1/3 of carriage is for sale of goods and 2/3 is for purchased of raw materials.
(iii) Goods purchased worth Rs. 3,000 are included in closing stock but no entry is passed in the books for the same.
(iv) Depreciation Machinery and Furniture by 10% p.a.
(v)Create provision of 10% for bad and doubtful debts.
(vi) In fire, finished goods costing Rs. 5,000 were destroyed but Insurance Company admitted the claim of Rs. 3,000 only.
(vii) Debtors include Rs. 5,000 due from Amit an amount of Rs. 4,000 is also due to him and it is include in creditors.



9	Preparing Manufacturing, Trading and Profit and Loss Account for the year ended 31st March 2020 and Balance Sheet as at that date of Shri S. Singh, Manufactured, from the following Trial Balance and information.
	Particulars
	Dr. Re.
	Cr. Rs.
	Particulars 
	Dr.  Rs.
	Cr. Rs.

	Advertising 
	        1,660
	
	Purchases 
	      67,336
	

	Bad Debts
	        1,210
	
	Packing & Transport 
	
        2,170
	

	Bad debts Provision 
	
   
	
        2,000
	Rent & Rates
	        2,972
	

	Bank Charges
	           240
	
	Repairs to Plant 
	        1,570
	

	Capital Account of Shri S. Singh 
	
	
      70,000
	Salaries Office
	        7,380
	

	Current Account of Shri S. Singh 
	
	
        3,246
	Sales  
	
	  1,58,348

	Drawing Account of Shri S. Singh 
	

      16,000
	
	Stock 1st April 2019
	
	

	Discount
	
	          824
	-Raw Material 
	      10,460
	

	Factory power 
	        7,228
	
	-Finished Goods
	      14,760
	

	Furniture
	        1,800
	
	-Work-in-Progress
	
        3,340
	

	General expenses/ factory
	
           410
	
	Wages – factory
	      42,400
	

	General expenses office 
	
           692
	
	Debtors 
	      21,120
	

	Insurance 
	       1,804
	
	Creditors 
	 
	     12,300

	Light & Heat 
	          964
	
	Cash at Bank 
	        7,852
	

	Plant & Machinery 1st April 2019
	

      30,000
	
	Cash in Hand 
	           350
	

	Plant & Machinery bought 30-9-19
	
 
        4,000
	
	
	
	

	
	
	
	
	   2,46,718
	  2,46,718


1. Stock at 31st March 2020                                               Rs.                     
	(a) Raw-Material                                                7,120                                                                        
	(b) Work-in-Progress                                         3,480
	(c) Finishing Goods                                         19,300
	(d) Packing Materials                                           250
2. The following liabilities are to be provided for:
	(a) Factory Power                                              1,124
	(b) Rent & Rates                                                   772
	(c) Light & Heat                                                   320
         	(d) General Expenses -Factory                               50
       	(e) General Expenses –Office                                 80 
3. Insurance Prepaid                                                         340
4. Provide Depreciation at 10% p.a. on Plant & Machinery and 5% p.a. on Furniture.
5. Increase the Bad debts provision by Rs. 1,000.
6. Five sixth of Rent and Rates, Light & Heat, and Insurance are to be allocated to the factory and one sixth to the office.


10.	Following is the trial balance of Mrs. Rashmi as on 31-3-2020:
	Particulars
	Dr. Rs.
	Cr. Rs.
	Particulars 
	Dr. Rs. 
	Cr. Rs.

	Capital/Drawing
	      40,000
	   8,00,000
	Printing & Stationery
	
      41,400
	

	Opening Stock
	
	
	Office Rent
	      64,000
	

	-Raw Materials
	      50,800
	
	Bills Receivable
	   3,01,000
	

	Work-in-Progress
	    
      25,800
	
	Bills Payable 
	 
	     1,00,000

	Finished goods
	   2,18,000
	
	Sundry Debtors & Creditors
	
   6,00,000
	
     4,00,000

	Purchase of Raw Materials
	
      79,200
	
	Plant & Machinery
	
 16,00,000
	

	Wages
	      48,500
	
	Motor car 
	   6,00,000
	

	Power and Fuel 
	      25,000
	
	Returns 
	      24,000
	        30,000 

	Factory Rent 
	      34,700
	
	Interest @ 14% on Investments
	
	 
        22,000

	Carriage outward
	
	 48,74,000
	Investments (1-4-2019)
	
   2,00,000
	

	Sales
	      51,000
	
	Bad Debts
	      10,000
	

	Insurance Premium 
	
        5,000
	
	Provision for Bad & Doubtful debts.
	
	

          6,000

	Discount
	
	      19,000
	Life Insurance Premium paid
	
        8,000
	


(a)	 Closing Stock:                                                  Cost                     Market Value
	Raw Materials                                                  90,000                       1, 00,000
	Work in Progress                                             50,000                           50,000
	Finished Goods                                            4, 00,000                      3, 60,000
(b) 	Depreciation Plant & Machinery @ 15% p.a. and Motor Car @ 20% p.a.
(c) 	General Insurance prepaid was Rs. 9,000.
(d)	Provide for outstanding factory rent Rs. 13,000.
(e) 	Finished goods costing Rs. 20,000 and Raw Materials costing Rs. 30,000 were
	destroyed by fire. Insurance Company admitted claim of Rs. 15,000 for finished 
	goods and Rs. 20,000 for Raw materials by the date of Balance Sheet.
(f) 	Write off Rs. 20,000 as Bad debts.
(g)	Create provision for doubtful debts and provision for discount on debtors @ 5% 
	2% respectively.

(h)	On 30-3-2020 goods costing Rs. 40,000 were purchased on credit (included in 
	closing stock) which remains unrecorded.
(i)	Purchases include Rs. 80,000 in respect of Plant and Machinery purchased on 
	1-10-2003.
(j)	Proprietor had withdrawn goods at sale price of Rs. 30,000 which included profit 
	element of 20% on cost. This amount was record through sales register and was 
	wrongly debited to Mrs. Rama’s (Debtor) Account.
Being the Accountant of Mrs. Rashmi you are required to prepare Manufacturing, Trading and Profit and Loss Account for year ended 31st March, 2020 and Balance Sheet as the date. 













UNIT – 3 - Hire Purchase Transaction

Hire Purchase 

Hire purchase is an arrangement made while buying expensive goods. The consumer makes a down payment during the purchase, and the outstanding balance will be paid in instalments with an interest charge.

Hire Purchase Vendor

Seller in hire purchase transaction is known as hire purchase vendor

Hire Purchase Buyer

Buyer in hire purchase transaction is known as hire purchase Buyer

Down Payment

Immediate payment at the time of purchase of assets 

Interest Charges 

Interest charged by HPV on outstanding amount (after payment of DP)

Cash Price 

Price of assets for immediate payment 

Hire Purchase Price 

It includes down payment and interest on outstanding and remaining amount.

Practical Problem 


1. On 1-1-2000 M has purchased a machinery from A and paid Rs. 8,000 at the time of delivery. The cash price was Rs. 48,000. the balance amount was paid in the following four installments on the 31st December every year with interest @ 5% on cash price: Rs. 12,000 on 31-12-2000; Rs. 11,500 on 31-12-2001 Rs. 11,000 on 31-12-2002 and Rs. 10,500 on 31-12-2003. Machinery was to be depreciated at 10% p.a. on reducing balance method. 
Prepare Machinery A/c and Vendor A/c in the books of M. Use Full Cash Price (Credit Purchase) method. 

2. The Loksewa transport Ltd. purchased trucks from the Hindustan Motors Ltd. on Hire purchase Basis. The cash price of the trucks was Rs. 3,20,000. The amounts were payable as under:- 
Rs. 1,00,000 on the date of purchase i.e. 1st January, 2018.
Rs.    80,000 on 31st December, 2018
Rs.    80,000 on 31st December, 2019
Rs.    82,478 on 31st December, 2020
The Hindustan Motors Ltd, charged interest at 5% p.a. on the unpaid amount. The purchasing company decided to write off as depreciation 20% on the diminishing balance each year. You are required to give Trucks Account, The Hindustan Motor Ltd. Account and Interest Account in books of the Loksewa Transport Ltd. according to Credit Purchase Method. 

3. Jaysons purchased a printing machine from Samson Printers on Hire-purchase basis on 1st July, 2018. The terms of the contract were as follows:-
i) the cash price of the machine was Rs. 75,000
ii) Rs. 15,000 was paid on signing the contract on 1st July, 2018. 
iii) The balances was paid in installment of Rs. 20,000 plus interest at 15% per annum. 
iv) the installment were paid on 31st December every year commencing from 31st December, 2018. Jayson charged depreciation at 20% under S.L.M They closed their books on 31st December.  Show in books of Jaysons necessary accounts. 

4. On July 1, 2020, eastern Printers purchased a printing machine (Cash Price Rs. 30,000) on a hire purchase basis, payment to be made Rs. 10,000 on the said date and the balance in three half yearly installment of Rs. 8,200Rs. 7,440 and Rs. 6,300 commencing from December 2020. The vendor charged interest at 10 per cent annum calculated on half yearly rests. 
Eastern Printers close their books annually on December 31 and provide depreciation at 10 per cent annum on diminishing balance in each year.
Determine the cash price of the machine and show the necessary ledger accounts in the books of Eastern printers. 


5. Mr. Tata purchase a Car on hire-purchase basis from Santro Ltd. on 1-1-2019 for Rs. 2,60,000. He paid Rs. 20,000 on signing the contract and four half-year installment of Rs. 60,000 each on 30th June and 31st December every year there after. The cash value of the car was Rs. 2,10,000. Santro Ltd. Charged interest at 20% with half-yearly charge. Depreciation @ 20% p.a. on W.D.V is charged on Car. 
1) Prepare Ledger Accounts in the books of Santro Ltd. for the years 2019 and 2020; and 
2) Disclose the relevant items in Balance Sheet of Santro Ltd. as on 31-12-2019. 

6. Kusum Industries Ltd. acquired a plant (Cash Price Rs. 1,50,000), delivered on 1st January 2019, on the following hire purchase terms:
i) An initial payment of Rs. 40,000 payable on or before delivery; and 
ii) four half yearly payments of Rs. 30,000 each commencing from 30th June, 2019. 
In arriving at these terms the plant manufacturer computed interest at 6% per annum with yearly rests. 
Kusum Industries Ltd. provides depreciation at the rate of 8% on cost. You are required to show: 
a) The accounts in the books of Kusum Industries Ltd. for the years ending on 31st December, 2019 and 31st December, 2020, necessary to record the above transactions and 
b) The items which would appears in the Profit & Loss Account and Balance Sheet of Kusum Industries Ltd; for the year and as on December 31st, 2019 in respect thereof. 

7. Mr. Gupta purchased machinery under hire purchase arrangement from Mr. Pankaj. The cash price of the machinery was Rs. 15,500. The payments for the purchase, is to be made as under:
On signing the agreement Rs. 3,000; first year end Rs. 5,000; Second year end Rs. 5,000; third year end Rs. 5,000. 
Make necessary ledger accounts in the books of both the parties charging depreciation @ 10% on diminishing balance method. 

8. A Mini Bus is purchased for Rs. 1,60,000 under hire purchase agreement on 1-1-2000. The amount payable is Rs. 40,000 on 1-1-2000 on entering the agreement and the balance in three annual installments of Rs. 50,000 each at end of each year. Depreciation is charged at 10% on written down value method. Show the asset account and hire vendor’s account in the books of the purchaser. 

9. Anil delivers machinery on hire-system for Rs. 5,000 (Cash Price Rs. 4,310) to be paid as follows: 
											Rs. 
Down payment 									            800
At the end of the first year 							         1,200
At the end of the second year                                                                                             2,200
At the end of the third year                                                                                                    800
Interest included in Rs. 5,000 being charged on the cash value at 10% p.a. 
Show the Purchaser’s Account in the books of the vendor using full cash price method.  


10. 	ABC purchased a motor car on hire purchase system on 1st January, 2020 from Q by paying Rs. 3,000 against delivery. The cash price was Rs. 17,000. He paid the balance in four installments at the end of each year on 31st December, including interest @ 10% p.a. on cash price, as follows: Rs. 6,400 Rs. 4,900 Rs. 3,500 and Rs. 2,200 respectively. He charged depreciation on motor car @ 10% p.a. on diminishing balance method. Show A/c in the books of the hire vendor. The Hire Vendor follows the Credit Sale Method. 













