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FINANCIAL ACCOUNTING II
SUBJECT CODE 
Part – A 
1. The method of recording hire purchase transactions in the books of the Hire vendor depends on the value of the goods involved.  The method of recording the transaction in the books of the Hirer is the same irrespective of the value of the goods.
2. Three types of Branches are Dependent Branch, Independent Branch and Foreign Branch.
3. The surrender of shares by old partners is made in certain ratio. This ratio is called as sacrificing ratio.
4. When the Liabilities of a Partner is more than the assets, he is said to be declared as Insolvent.
5. Accounting standards refer to guidelines to be followed in the accounting system. It means rules and practices that are to be followed while recording accounting and financial transactions.
6. In case a firm has agreed to settle the accounts of the retiring/deceased partner by paying him a lumpsum amount, then the amount paid to him in excess of his capital and share in reserve, revaluation profit etc. will be treated as his share of hidden goodwill.
7. Down payment is the advance payable by the buyer while signing the hire purchase agreement. It is also a part of hire purchase price.
8. Goods may be transferred from one department to another. Similarly, services of one department may be used by another department. 
9. It is the value which is payable immediately to the insured on surrendering all rights of the policy to the company.
10. Dissolution of a firm means closing down the undertaking or suspending permanently the activities of a partnership business.
11. Helps investors to evaluate the yield and risk involved in alternative investments in different firms and different countries and helps to measure the performance of a firm.
12. Branch Stock Account deals with all goods received, returned and sold by the branch. The account helps the head office in maintaining an effective control over the branch stock.

                                               




                                                                           Part – B 
13.  Main Features of Hire Purchase System
The hirer or buyer gets possession of the goods on signing the hire purchase agreement and he has the right to use them.
The ownership of the goods continues to be with the seller or hire vendor. The buyer gets ownership of the goods only on payment of the last instalment.
The hirer has the duty to keep the goods in good condition and take reasonable precautions for their safety till the last instalment is paid.
Each instalment is treated as hire charges.
The hirer has the option to return the goods before the last instalment is paid.
The hire vendor can repossess the goods if the buyer fails to pay any instalment on the due date. However, permission of the court is needed for repossession, depending on the value of the goods and number of instalments paid.
If goods are repossessed, the value of goods on that date and the instalments paid are adjusted and the total hire purchase price is reduced. The balance is payable by the hire vendor to the hirer.
14. In the Books of Head Office
Delhi Branch Account
	Particulars
	Amount (Rs.)
	Particulars
	Amount (Rs.)

	To Goods sent to Branch
	25,000
	By Bank (Cash Sales)
	10,000

	To Bank (Expenses)
	3,500
	By Cash A/c (Cash received from Debtors)
	16,000

	To General P & L A/c
	3,200
	By Bad Debts
	500

	
	By Stock (B/F)
	4,000

	
	By Balance c/d
	1,700

	Total
	31,700
	Total
	31,700


Branch Debtors Account
	Particulars
	Amount (Rs.)
	Particulars
	Amount (Rs.)

	To Balance b/d
	18,000
	By Cash received
	16,000

	To Credit Sales
	18,000
	By Discount Allowed
	300

	
	By Bad Debts
	500

	
	By Balance c/d
	1,200

	Total
	36,000
	Total
	36,000



15. (i) Average Expected Profit
{36,000 + 40,000 + 44,000/3 =1,20,000/3 = Rs. 40,000
(ii) Normal Profit = Capital Employed × Normal Rate of Return
= 1,20,000 × 10% = Rs. 12,000
(iii) Super Profit = Average Expected Profit − Normal Profit
 40,000 − 12,000 = Rs. 28,000
(iv) Goodwill = Super Profit × Number of Years’ Purchase 28,000 × 3 = Rs. 84,000
Value of Goodwill = Rs. 84,000
16.                                               Realisation Account
	Particulars
	     Rs.
	Particulars
	Rs.

	To Sundry Assets
	40,000
	By Creditors
	14,000

	To Bank (Creditors paid)
	14,000
	By Bank (Assets realised)
	35,500

	To Bank (Realisation Expenses)
	1,500
	By Loss transferred to Capital A/cs:

	
	
	P
	3,000

	
	
	Q
	1,500

	
	
	R
	1,500

	Total
	55,500
	Total
	55,500


                                               Capital Accounts
	Particulars
	P (Rs.)
	Q (Rs.)
	R (Rs.)
	Particulars
	P (Rs.)
	Q (Rs.)
	R (Rs.)

	To Realisation (Loss)
	3,000
	1,500
	1,500
	By Balance b/d
	10,000
	10,000
	6,000

	To Bank (Final Payment)
	7,000
	8,500
	4,500
	
	
	
	

	Total
	10,000
	10,000
	6,000
	Total
	10,000
	10,000
	6,000



Bank Account
	Particulars
	Rs.
	Particulars
	Rs.

	To Realisation (Assets realised)
	35,500
	By Realisation (Creditors)
	14,000

	
	By Realisation (Expenses)
	1,500

	
	By P’s Capital
	7,000

	
	By Q’s Capital
	8,500

	
	By R’s Capital
	4,500

	Total
	35,500
	Total
	35,500



17. Objectives of Financial Statements
The financial statements are prepared mainly to:
1. Provide necessary information about the financial activities to the interested parties.
2. Provide information about the efficiency or otherwise of the management regarding proper utilisation of the scarce resources.
3. Provide information for predictions (financial forecasting).
4. Evaluate the earning capacity of the firm by supplying:
· a statement of financial position,
· a statement of periodic earnings, and
· a statement of financial activities
to the various interested parties.
5. Facilitate decisions regarding the changes in the manner of acquisition, utilisation, preservation and distribution of scarce resources.
6. Facilitate decisions regarding replacement of fixed assets and expansion of the firm.
7. Provide necessary data to the government for taking proper decisions on duties, taxes and price control, etc., and for some legal and control purposes.
8. Initiate remedial measures for the deviations between the actual and budgeted performances.
9. Provide data to the managers for internal reporting and formulation of overall policies.
10. Safeguard the interests of shareholders who are not allowed to go through the day-to-day affairs of the firm.
11. Help to settle disputes arising from High Court and Supreme Court, arbitrators, etc.
12. Help credit rating agencies to determine the rating of the firm.

18. Departmental Trading & Profit and Loss Account for the three months ended 31-03-2016
Trading Account
	Particulars
	X (Rs.)
	Y (Rs.)
	Z (Rs.)
	Particulars
	X (Rs.)
	Y (Rs.)
	Z (Rs.)

	To Opening Stock
	10,000
	14,000
	7,000
	By Sales
	20,000
	18,000
	16,000

	To Purchases
	12,000
	13,500
	9,700
	By Closing Stock (Bal. fig.)
	10,000
	14,900
	  3,900

	To Gross Profit c/d
	8,000
	5,400
	3,200
	
	
	
	

	Total
	30,000
	32,900
	19,900
	Total
	30,000
	32,900
	19,900


Profit & Loss Account
	Particulars
	X (Rs.)
	Y (Rs.)
	Z (Rs.)
	Particulars
	X (Rs.)
	Y (Rs.)
	Z (Rs.)

	To Direct Expenses
	2,000
	1,500
	700
	By Gross Profit b/d
	8,000
	5,400
	3,200

	To Indirect Expenses
	1,000
	900
	800
	

	To Stock Reserve @ 10%
	1,000
	1,490
	390
	

	To Net Profit (Bal. fig.)
	4,000
	1,510
	1,310
	

	Total
	8,000
	5,400
	3,200
	Total
	8,000
	5,400
	3,200



Net Profit:
· Department X: Rs. 4,000
· Department Y: Rs. 1,510
· Department Z: Rs. 1,310
19. Working Note (1): Calculation of Z’s Share of Goodwill
Average Profit
= (12,000 + 14,000 + 16,000) / 3
= Rs. 14,000
Goodwill = 14,000 × 2 = Rs. 28,000
Z’s Share of Goodwill
= 28,000 × 1/4
= Rs. 7,000

Working Note (2): Z’s Share of Profit till Date of Death
Average Profit = Rs. 14,000
Profit for 2½ months
= 14,000 × 2.5 / 12
= Rs. 2,917 (approx.)
Z’s Share (1/4)
= Rs. 729 (approx.)

Working Note (3): Interest on Z’s Capital
Z’s Capital = Rs. 10,000
Interest = 10,000 × 5% × 2.5 / 12
= Rs. 104 (approx.)

Journal Entries
1. For transfer of Reserve
Reserve A/c ........Dr 6,400
   To X’s Capital A/c     3,200
   To Y’s Capital A/c     1,600
   To Z’s Capital A/c     1,600
2. For goodwill adjustment
X’s Capital A/c .... Dr 4,667
Y’s Capital A/c .... Dr 2,333
   To Z’s Capital A/c     7,000
3. For interest on capital
Interest on Capital A/c .... Dr 104
   To Z’s Capital A/c          104
4. For Z’s share of profit
P & L Suspense A/c .... Dr 729
   To Z’s Capital A/c        729
5. For amount due to Z’s executors
Z’s Capital A/c .... Dr 19,433
   To Z’s Executors A/c     19,433
                                        Z’s Capital Account
	Dr.
	   Rs.
	Cr.
	     Rs.

	To Goodwill
	1,600
	By Balance b/d
	10,000

	To Z’s Executors A/c
	17,833
	By Reserve
	1,600

	
	By Interest on Capital
	104

	
	By Share of Goodwill
	7,000

	
	By Share of Profit
	729

	Total
	    19,433
	Total
	19,433


                                                
Part C
20. Hire Purchase Debtors Account
	
	Dr.
	Rs.
	Cr.
	Rs.

	To Balance b/d
	10,000
	By Cash
	3,00,000

	To H.P. Stock A/c (matured instalments)
	3,05,000
	By Balance c/d
	15,000

	Total
	3,15,000
	Total
	3,15,000


                        Hire Purchase Stock Account

	Dr.
	Rs.
	Cr.
	Rs.

	To Balance b/d
	1,80,000
		By H.P. Debtors A/c
	



	3,05,000

		To Goods sold on H.P. A/c



		4,35,000



	By Balance c/d
	3,10,000

	Total
	6,15,000
	Total
	6,15,000


	Shop Stock Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Balance b/d
	1,50,000
		By Goods sold on H.P. A/c
	



	3,48,000

		To Purchases A/c



		


3,23,000

	By Balance c/d
	1,25,000

	Total
	4,73,000
	Total
	4,73,000


Goods Sold on Hire Purchase Account
	
	Dr.
	Rs.
	Cr.
	Rs.

	To H.P. Adjustment A/c (4,35,000 × 25/125)
	87,000
		By H.P. Stock A/c
	



	4,35,000

		To Shop Stock A/c (Cost of goods sold)
	



		


3,48,000

	
	

	Total
	4,35,000
	Total
	4,35,000





Hire Purchase Adjustment Account
	
	Dr.
	Rs.
	Cr.
	Rs.

	To To P & L A/c (H.P. profit) 
	61,000
		By Balance b/d
	



	36,000

		To Balance c/d (3,10,000 × 25/125)
	



		


62,000

	By Goods sold on H.P. A/c
	87,000

	Total
	1,23,000
	Total
	1,23,000


Profit transferred to Profit & Loss Account
Hire Purchase Profit = Rs. 61,000

Section C
21.  Departmental Trading Account for the year ended 31-12-2016
	Particulars
	Dept. I (Rs.)
	Dept. II (Rs.)
	Particulars
	Dept. I (Rs.)
	Dept. II (Rs.)

	To Opening Stock
	3,400
	1,100
	By Sales
	70,000
	30,000

	To Purchases
	43,000
	25,000
	By Closing Stock
	4,000
	1,680

	To Wages
	7,000
	3,000
	

	To Gross Profit
	20,600
	2,580
	

	Total
	74,000
	31,680
	Total
	74,000
	  31,680


                  Departmental Profit & Loss Account for the year ended 31-12-2016
	Particulars
	Dept. I (Rs.)
	Dept. II (Rs.)
	Particulars
	Dept. I (Rs.)
	Dept. II (Rs.)

	To Salary
	3,780
	1,620
	By Gross Profit
	20,600
	2,580

	To Commission
	1,540
	660
	

	To Advertisement
	4,060
	1,740
	

	To Bank Charges
	84
	36
	

	To Stationery
	1,890
	810
	

	To Rent
	1,260
	540
	

	To Insurance
	1,680
	720
	

	To Depreciation on Furniture
	756
	324
	

	To Bad Debts
	210
	90
	

	To Provision for Discount on Debtors
	1,589
	681
	

	To Net Profit / (Net Loss)
	4,431.40
	(4,349.40)
	

	Total
	20,600
	2,580
	Total
	20,600
	2,580


Gross Profit
· Department I: Rs. 20,600
· Department II: Rs. 2,580
· Net Profit / Loss
· Department I: Net Profit Rs. 4,431.40
· Department II: Net Loss Rs. 4,349.40
22. Revaluation Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Machinery (7½% on 20,000)
	1,500
	By Creditors (Provision @ 2%)
	150

	To Stock (15% on 16,000)
	2,400
	By Loss transferred to:

	To Provision for Bad Debts (5% on 15,000)
	750
	Malathi (3/5)
	2,700

	
	Revathi (2/5)
	1,800

	Total
	4,650
	Total
	4,650


                   Revaluation Loss = Rs. 4,500 (approx.)
              Adjustment for Goodwill
Goodwill of the firm = Rs. 25,000
Revathi’s share = (25,000*2/5 = Rs. 10,000)
Journal Entry:
Malathi’s Capital A/c Dr. 10,000
    To Revathi’s Capital A/c 10,000
(Being goodwill adjustment on Revathi’s retirement
Malathi’s Capital Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Revaluation A/c
	2,700
	By Balance b/d
	20,000

	To Goodwill
	10,000
	By Reserve Fund
	9,000

	To Balance c/d
	16,300
	

	Total
	29,000
	Total
	29,000


Revathi’s Capital Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Revaluation A/c
	1,800
	By Balance b/d
	15,000

	To Loan A/c
	29,200
	By Reserve Fund
	6,000

	
	
	By Goodwill
	10,000

	Total
	31,000
	Total
	31,000


Balance Sheet of Malathi after Revathi’s Retirement
Balance Sheet as on 1.1.2016
	Liabilities
	Rs.
	Assets
	Rs.

	Creditors (7,500 – 150)
	7,350
	Machinery (20,000 – 1,500)
	18,500

	Revathi’s Loan A/c
	29,200
	Stock (16,000 – 2,400)
	13,600

	Malathi’s Capital A/c
	16,300
	Debtors (15,000 – 750)
	14,250

	
	Cash at Bank
	6,000

	
	Cash in Hand
	500

	Total
	52,850
	Total
	52,850


23. Revaluation Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Land & Buildings (decrease)
	500
	By Creditors (increase)
	500

	To Stock (decrease)
	800
	

	To Debtors (bad debts)
	200
	

	Loss transferred to:
	

	A (4/10)
	400
	

	B (3/10)
	300
	

	C (3/10)
	300
	

	Total
	2,500
	Total
	2,500


                                                   Capital Accounts
A’s Capital Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Revaluation A/c
	400
	By Balance b/d
	4,000

	To Cash A/c
	3,600
	
	

	Total
	4,000
	Total
	4,000


B’s Capital Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Revaluation A/c
	300
	By Balance b/d
	2,000

	To Cash A/c
	1,700
	
	

	Total
	2,000
	Total
	2,000





C’s Capital Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Revaluation A/c
	300
	By Balance b/d
	500

	To Cash A/c
	200
	
	

	Total
	500
	Total
	500


                                                         Cash Account
	Dr.
	Rs.
	Cr.
	Rs.

	To Cash
	1,500
	By Realisation (Creditors)
	3,500

	To Realisation of assets
	2,700
	To A’s Capital
	200

	To C’s Capital
	300
	To B’s Capital
	800

	Total
	4,500
	Total
	4,500



24.Accounting for Amalgamation in the nature of Purchase method under AS-14:
                    Amalgamation means the combination of two or more companies into one company. It is an arrangement whereby the assets and liabilities of two or more companies become vested in a new company or in an existing company.
Accounting in the Nature of Purchase
It is an amalgamation in which any one or more of the following conditions are not satisfied. Therefore, it is not an amalgamation in the nature of merger.
There are two methods of accounting for amalgamation:
1. Pooling of Interests Method
2. Purchase Method
In the case of amalgamation in the nature of purchase, the Purchase Method is used.
Disclosures to be Made in the First Financial Statements
For all amalgamations, the following disclosures need to be made in the first financial statements:
1. Names and general nature of business of the amalgamating companies.
2. Effective date of amalgamation for accounting purposes.
3. Method of accounting used to reflect the amalgamation.
4. Particulars of the scheme sanctioned under a statute.
Disclosures in the First Financial Statements (AS-14)
For amalgamations accounted for under the Purchase Method, the following additional disclosures need to be made in the first financial statements following the amalgamation:
1. Consideration for the amalgamation and a description of the consideration paid or contingently payable.
2. Amount of any difference between the consideration and the value of net identifiable assets acquired and the treatment thereof, including the period of amortization of any goodwill arising on amalgamation.


