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Hints: .-
j)  Discount wilknot be debited to consignment Account

i) Bad Debtswill be borne by the Consigneeand debited to hiscommission
account.
iii) De Credre commission is computed on total sales.

(Answer: Profit on consignment Rs. 27,300; Amount due from consignee Rs. 2,04,050.)

Note: These questions will help you to understand the unit better. Try to write answers
for them. But do not submit your answers to the University. These are for your

practiceonly.
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11.0 OBJECTIVES

After studying this unit you should be able to:

e record consignment transactions directty in the ledger accountsof the consignor and the
consignee

e compute the value of unsold stock
e explain the nature of normal and abnormal losses
@ compute the value of unsold goodsin case of normal loss

® explainthe treatment of normal and abnormal losses of goods and their impact on profit.

111 INTRODUCTION

In Unit 10 you learnt about the basic accounting framework relating to the goodssenton -
cohsignment basis i..€., the entries to be passed in the books of consignor and the consignee.
Y ou know the method of working out the profit on each consignment when al goods are
sold out. In practice you will find that at the time of submitting the Account Sales, some
goods may remain unsold. Then, thereisalso a possibility of loss while the goods arein
transit or whilethey arelying in the godown of the consignee. Such loss may occur due to
normal or abnormal causes. In this unit you will learn how the value of unsold goodsis
worked out and recorded in books of account. Y ou will also learn about the treatment of
normal and abnormal losses which may take placein transitor in the godown of the
consigneeand their impact on valuation of stock and the profit on consignment.

11.2 DIRECT RECORDING IN THE LEDGER

You know for each consignment the consignor prepares the consignmentAccount, the
Goods Sent on Consignment Account and the Consignee's Account in his books, whereas
the consignee preparesthe Consignor's Account and the Commission Account in his books.
In Unit 210 you learnt that all transactionsrelating to consignment arefirst recordedin the
Journal and then posted into the above mentioned |edger accounts. Sometimes, you may be .
asked to prepare the ledger accounts directly i.e., without passing any journal entries. You
should thereforelearn how to prepare theseaccounts directly.

Y ou should debit the Consignment Account-with the cost of goads consigned, expenses 23
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incurred by the consignor, expensesincurred by theconsignee.and the consignee's
commission; and credit it with sales (both cash and credit) and the goods returned by the
consignee. The Consignee's Account will be debited with the sales made by him and
credited with his expenses, commission and the remittances made to the consignor.

The Consignor's Account in the booksdf consigneeis just the reverse of Consignee’s
Account in Consignor's books. It is dehited with the expensesincurred by theconsignee, the
commission due to him and the remittances made to theconsignor on account; and credited
with the totd amount of sales.

Look at lllustration 1 and see how the consignment transactionsare recorded directly in the
ledger accounts.

[lustration1

Gursharan & Co. of Delhi consigned on January 1, 1988, 50 cases of glassware costing
Rs. 40000 to Singh & Co. of Calcuttafor saleon commission @ 5% on gross sale proceeds.

Gursharan & Co. paid Rs. 500 for freight and carriage and Rs. 600 for packing.

Singh & Co. took the delivery o goodson January 5, 1988 and paid Rs. 300 for clearing
charges, Rs. 200 for carriage, Rs. 50 for miscellaneous expenses, and Rs, 100 for godown
rent.

They sold 15 cases@ Rs. 1,000 each, 25 cases @ Rs. 1,200 each and 10 cases @ Rs. 1,100
each.

On April 5,1988 Singh & Co. sent a bank 'draft for Rs. 15,000 to Gursharan & Co. on
account, On April 10, 1988 Singh & Co. forwarded an Account Sales together with a bill of
exchange for the baance due.

Prepare the necessary ledger accountsin the books of both the parties.

Solution
Books of Gursharan & Co.
Consignment to Singh & Ca’s Account
Dr. Cr.
Date Particulars Amount | Date Particulars + Amount
1988 Rs. 1988 .~ Rs.
Jan. | To Goods Senton Apr.10 | By Singh & Co: 56,000
Consignment A/c 40,000 (Sales)
| To Bank A/c

Freight and Carriage 500
Packing 600

1,100 !

Apr.10 To Singh & Co. (Expenses)

Clearing charges 300

Carriage 200

Misc. Expenses 50

Godown Rent 100 650
"™ 10'| ToSingh& Co, -2,800

(commission)
" 10 To Profit & Loss Afc 1 1,450

(Profit transferred)

56,000 56,000

Goods Sent on Consignment Account
TaM

1988 Rs. 1988 Rs,
Apr.10 ToTrading Afe 40,000 | Jan.1 By Consignment
to Singh & Co. Ak 40,000

L"
LR




Singh & Co’s Account

" 1988 ) Rs. 1988 Rs.
Apr:5 By Bank A/c . 15,000
Apr.10 T Consignment to 56,000 " 10 | By Consignment
Singh & Co. Afc ) to Singh & Co. Afc
(Expenses) 650
" 10 By Consignment
toSingh & Co. A/c 2,800
(Cominission) ‘
"0 By Bills Receivable A/c 37,550
(Balance)
56,000 : | 56,000
Uooks of Singh & Co
Dr Gursharan & Ceo’s Account Cr.
1988 Rs. | 1988 | Rs.
Apr. 5 To Bank A/c 15,000 | Apr.i0| By Bank A/c (Sales) ) 56,000
” 10 To Cash A/c (Expenses) 650 '
10 To Commission Af¢ 2,800
” 10 To Bills Payable A/c 37,550
56,000 56,000
Commission Account
1988 ‘ T T R 1988 ] Rs
Apr.10 To Protit & Loss Alc 2,800 Apr.10| By Gursharan & Co. A/c 2,800

11,3 UNSOLD STOCK

In Hlustration 1 you saw that Singh & Co. sold al the goods consigned to them. But, in
practice, you will find that at the time of submitting the account sale, a part of goods
consigned will till be unsold arid will be lying with tlie consignee. In order to calculatetlie
true profitor losson consigninent the unsold stock should be valued and accountedfor. Let
us thereforeleam first how the unsold stock is valued.

11.3.1 Valuation of Unsold Stock

You know that valuation of unsold stock is usually done at cost. Cost in case of consignment
stock would include the cost at which the goods are consigned plus the proportionate non-
recurring expensesi.e., al those expenses incurred till the goodsreach the godown of the
consignee. Y ou should note that all non-recurring expenses, whether incurred by the
consignor or by the consignees, are to be taken into account. In the absence of details of
expenditureincurred by the consignee, all expenses incurred by him are to be taken as
recurring expenses and thus are not to be considered in the calculation of closing stock. In
other words, while valuing the closing stock we add such proportionateexpenses to the cost
_price-that have been incurred upto the time the goods are brought to the pincedf the
consignee. Any other expenses paid by the consignor or the consignee after this point will
not be considered, as these expenses do not add to the value of the goods. Such expensesare
godown rent, selling expenses, carriage outwards, godown insurance, discount etc.

Following expenses ar e msually added for calculation of clesing stock.
Carriage and Freight

Loading Charges

Customs Duty

Clearing Charges

Dock dues

Carriage paid upto the godown

Unloading Charges

Consignment Accounts T
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Following ar e the expenses which are not considered for calculation of closing stock

Godown Rent

Discount

Bad Debts

Insurance of the goodsin the godown

Selling and Distribution Expenses. -

You will notice that al expenses incurred by the, consignor are considered for valuation of
the closing stock. The problem arisesonly in case‘of consignee's expenses. The consignee's
expenses which are to be included in the value of closing stock are those expenses which are
incurred till the goods’reach the godown of theconsignee. Any other expenses incurred
thereafter are ignored for purposes of closing stock valuation.

Look at Illustration 2 and see how the unsold stock is valued.

Hlustration 2

A sent goods worth Rs. 10,000 to B and paid Rs. 1,200for packing and Rs. 800 for
insurance. B took the delivery of the goods and paid Rs. 2,000 for freight, Rs. 400 for
cartage and unloading, Rs. 600 for godowri rent, Rs! 400 as selling expenses and Rs. R0O for
insurance, B sold threefourth of the goodsfor Rs, 1,800. Calculate the value of closing
stock.

Solution
1, Coatd Unsold Stuck.: , Ry, 2,300 { 1/4 of 10,000)
2 . Non-recurring Expenses :
Incurred by Conslgnor Ks, 2,000 ( 1,200% 800
Incurred by Consignee Rs. 2,400 { 2.000 + 400)
‘Rs. 4400

3 Vaueof Closing Stock :

)

Cost of Unsold siock + (Non-recurring Expensesx
=Rs. 2500 * (4,400 x 2,500/10,000)

=Rs. 2500 *+ 1,100

=Rs. 3,600

—Cogt of Unsold Stack
Cost of Goods Consigned

Note : The godown rent,selling expensesand insurance being recurring expenseshave not been included in tne vilue
o closing stock

11.3.2 Accounting Treatment of Unsold Stock

Since the value of unsold stock affects the profit or loss on any consignment, its valuation
and recording In the booksof consignor is very important, 1t is shown on the credit side of
Consignment Account for which the following journal entry will be passed.

Consignment Stock A/c Dr.
To Consigniment A/c
(Being the value df closing stock)

The Consignee, however, will not passany entry for the closing stock. It is because he iSnot
the'owrer of the goods and does not pass any entry even when he receives or returnsthe
goods,

Look at lllustration 3 and see how the closing stock is valued and treated in the books of
account.

[llustration 3 i

On January 1,1988 Universal Sports, Delhi consigned 180 casesof sports goods costing
«R3::360 each to Gemini Sports, Bombay. They paid RET60 forinsurance nnd Rs. 1,800 for
freight, -(Jem]nl Sports are entitled to a commission of 10%0n gross sales.

Gemini Sports received the consighment ort January 15 and sent @60 days hill for 17s '10 000
Lo Universal Sports. The hill was disconnted for Rs. 9,900.




On opening the cases the consignee found 10 cases of 'wrong description and returned them,

paying return freight of Rs400.

. Gemini Sports sold 120 cases @ Rs 600 each for cash and 20 cases@ Rs. 700 each on
credit. Gemini Sports spent Rs. 720 on clearing chargesand Rs. 600 on carriage outwards.

They incurred bed debts amounting to Rs 400. The accounts were settled on June 30, and the

balance remitted by chegque. Show necessary ledger accounts in the books of both the

parties.
Solution Books of Universal Sports, Delhi
Consignment Account
Dr. Cr.
Date 7 Particulars Amount " Date Particulars Amount
1988 Rs. 1988 Rs.
Jan | To Goods Sent on
Consignment Afc 64,800 Jan.15 By Goods Sent on
Consignment A/c (Returns) 3,600
* 1 | "ToBank Afc (Expenses)
Insurance 360
Freight 1,800 2,160 [June 30| By Gemini Sports
' Cash Sales 72,000
Credit Sale 14,000 86,000
" 15 To Gemini Sports 400 .
(Freight on goods returned) " 30 By Consignment
Stock A/c 11,280
June30 To Gemini Sports (Expenses)
Clearing Charges 720
Carriage Outwnrd 1,320
v 30 To Gemini Sports 400
' (Bad Debts)
" 30 [ .ToGemini Sports
(Commission) 8,600
" 30 To Profit & Loss Afe 23,200
(Profit transferred)
1,00,880 1,00,880 .
Gemini Sports Account
1988 Rs. 1988 Rs.
June 30 To Consignrnent A/c 86,000 |Jan. I5 By Bills Receivable Aje 10,000
(Sales) (Advance)
|" 15 | By Consignment Afc 400
(Freight on returns)
June30| By Consignment Afc
(Expenses) ' 1,320
" 30 By Consignment A/c '
(Bad Dehts) . 400
" -30 By Consignment Afc 8,600
(Commission) ‘
30 By Bank A/c 65,280
86,000 C 86,000
(foods Sent on Consignment Account
i 1988 Rs, 1988 ‘ RS,
" Jan. 15 To Consignment A/c 3,600 | Jan.l By Consignment A/c 64,800
June30 | ToTraling A . 61,200 ' Y
64,800 64,800

Consignment Accounts If
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y Universal Sports Aceount
Dr. Cr.
Date [ Particulars Amount | Date | Particulars Amount
{988 Rs. 1988
Jan, 15 ToBillspayable Afc 10,000 |June 30| By Cash Afle 72,000
(Cash Sales)
715 ToCash Ale
(Freight on returns) 400 " 30| By DebtorsAje 14,000
(Credit Sales)
June30 To Cash Afe 1,320
(Expenses)
" 30 To Dehtars Alc 400
(Bud Debts)
" 30 To Commission Afc 8,600
" 30 To Bank Ak 65,280 _
86,000 _| |_86.000
Commission Account
1988 Rs. 1988 Rs.
June 30 To Profit & Loss Alc %600 )June 30| By Universal Spons 8,600

Working Notes

1 ClosingStock Valuation :

Closing Uni ice Per Uni +(N) recurring Expenses X Closing Stock Units )
Number of ClosingUnits x Cost Price Per Unit .(n ccurring EXp No. of Units Consigned

"= 30 x 360 + (2,880 < 30/180)
= 10,800 ¢ 480
=R, 11,280.

(Nan-recurring Expenses include all the expenses of consignor and clearing charges
paid by the consignee)

2 Goods Returned to the Consignor : The goods returned are to be valued at Cost Price
only. They should nat include any other expenses. However, all the expenses incurred
by theconsignee to return the goods should beconsidered asthe expenses en that
consignment. So the Consignment Account is debited and the Consignee's Account is

. credited with the arnount of ex penses incurred on returns,

Check Your .ProgressA
1 Tick the correct alternative

a) 'Thecost of consignment stock isthe cost at which the goods are consigned plus
i) . the non-recurring expenses
ii) proportionate NoON-recurring,expenses
iiiy al therecurring expenses

b) Non-recurring expenses are the expensesincurred
iy after thegoods reach the godown of the consignee
ii) in transportation
i) till the goods reach the godown of the consignee

¢) Consignment $ock is shown on

e i) credit sidedf Consignee's Account

a ii} credit sideof Consignment Account

. iii} debit sideof Consignor's Accouit |

d} Goods returned by the consignee should be charged to the Consignment Account &
1) cost price
i) market price
iii) cost or market price whicheveris lower

28




Expenses incurred in forwarding the defective goods should be debited to
i) Profitand Loss Account

i) Consignment Account

iii) Goods Sent on Consignment Account

€)

11.4 LOSS OF GOODS 3

Under Consignment arrangement, when goods are transferred from one place to another,
there isa possibility of lossin transit. The loss can also take place in the goedown of the
consignee. Theloss may occur due to factors like evaporation, leakage, mishandling etc., or
due to some accident or theft. Such losses can be broadly divided into two types.

a Normd Lossand
b) Abnorma Loss.

Let us discussthe exact nature of theselosses and their accountingtreatment,

11.4.1 Normal L oss

It isalosswhich isdue to thie inherent nature of the goods consigned. It may arisein the
process o loading and unloading of goods, breaking of bulk piecesinto smaller ones,
weighing or due to evaporation, proc¢essing, etc. For example while [oading or unloading or
weighing coal, some part is bound to fall down in powdered form. Similarly the petroleum
productsare bound to loose weight due to evaporation or leakage. Thistypedf lossis
unavoidable. it can be reduced to some extent but cannot be eliminated altogether. Since this
loss occurs in the ordinary course of businessand is on account of inner characteristics of
the goods, it iscdled a normal loss.

Nonnal lossis not shown separately in the books of accounts. The cost of normal lossis
spread over the remaining units, thereby increasing the cost per unit of the goods. For
example 10,000 tonsof coa issent on consignment costing Rs. 100 each. The normal
wastageis| 2%’ i.e., 200 tons. Let us see how normal loss leads to an inflated cost price per
unit. o

Total Cost of 10,000 = Rs. 10,00,000 (10,000X 100)
Total units= 10,000 tons

Normal Loss= 200 tons

Remaining units= 9,800 tons

Rs. 10,00,000 will now be the cost of 9,800 tons as the cost of normal loss is borne by the
remaining units. The cost per unit will therefore be 10,00,000/9,800 = Rs. 102.04
approximately.

As stated earlier, no sepurate entry is passed for the normal loss. The effect of thisis
reflected in the valuation of closing stock only.

If the consigneeis able to sell all the goods so that tliere is no stock left unsold, the question
of norma 1oss becomesirrelevant. The problem arises only when some goods are left unsold
with the consignee. In that case we shall first calculate the inflated cost per unit as explained
above, and then the closing stock shall be valued by multiplying the number of unitsin stock
with theinflated cost per unit. The value of closing stock can also be computed directly
(without calculating the inflated cost per unit) with the help of thefollowing formula.

Unsold Units
Remaining Units

Look at Ilustration 4 and see how the closing stock is valued when there is normal |oss.

Total Cost of Goods Consigned X

[llustration 4

Ram consigned 2,000 tons of coal at Rs. 50 per ton to Shyam of Delhi, He paid Rs. 20,000
asfreight. Due to normal wastage 1,950 tonsonly were received by Shyam, He paid Rs.
5,000 as untoading charges. Goods sold were 1,300 tons. You are required to calculatethe

¢

value of closing stock. . /

Consignment Accounts 1§
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Solution

Rs.

Cost of 2,000 tons of cod at Rs. 50 per ton £.00,000
Add: b

Freight paid by the Consignor 10,000

Unloading charges paid 5,000

by the consignee —
Total Cost of Goods 1,25,000
Unsold units : Tons.

Total Units 2,000

Units Logt _j(]

Remaining Units 1,950

Units Sold 1,300

Units Unsold 650
Valueof Closing Stock ¢, o

Cost d 2,000 tons = 1,25000

Cost of 1,950 (2,000- 50) tons = 125000

Inflated Cost per ton = 1,25000

1,950 = Rs. 64,10
Valued Closing Stock = Number of unsold unitsx Inflated cost per unit
= 650 x 64,10
= 41665 approx.
Alternatively .
) : Unsold Units
Total Cozt of Goods Conggned X —Rema'ning O
650
= Rs 25, 000 x m
= Rs, 41,667

11.4.2 Abnormal Loss

The loss which occurs due to negligence, inefficiency or some accident is treated as
abnormal loss. For example lossof goods due to fire, floods, earth quakes, riots. war, theft
etc. Such aloss does not occur on account of inherent nature o the product but on account

of the operation of certain external forces.
Abnormal lossiscalculated in the same manner asthe valueof closing stock. In other

wordsin order to calculate the abnormal lossall the proportionate non-recurring expenses
£incurred upto the point of 10ss are also added to the cost of abnormal loss units. The formula

for calculation of abnormal loss is asfollows:
Cost of Abnormal Loss Units=
Na of Abnorma Loss Units X Cost Per Unit +

Non-recurring Expenses upto the point of 10ss x No. of Abnonnal Loss Units
9 Expenses upto thep No. of Units Consigncd

Since theabnormal loss is not incidental to the consignment, it should be shown separately
in the books of accounts. Thetotal abnormal lossis credited to the Consignment Account.
Thefollowing entry is passed in the books of the consignor.
g Abnormal LossA/c Dr.

To Consignment A/c
¥ (Beinglosson account of ...)

Such an abnormal loss may be

1) Uninsured
ity  Partially Insured
iii)  Fully Insured

i)  When theloss isUninsured: In case the abnormal loss is not insured with an insurance
company, thetotal amount of thelossistransferred to Profit & L oss A ccount by passingthe

following entry.
b Profit & Loss Afc Dr.
+ ToAbnormal Loss Afc
;_r (Being Abnormal Loss transferred to P&L A/c)

s
Y
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When the lossis partially insured: In case.the abnormal loss isinsured and the claim is ‘Consignment Accounts 1

admitted for a part of the loss then the following entry is passed

Insurance Company's A/c Dr.

Profit & Loss Afc Dr.
To Abnorma Loss A/c

(Being partid claim admitted)

Insurance Company will bedebited with the amount of claim admitted and only the balance
amount (total loss minus the claim) is transferred to Profit & Loss Account,

ii)

iii) When the toss is fully insured: In case the loss is fully insured and the tota ‘claim’ is
admitted by the insurance company, the following entry will be passed.

Insurance Company's A/c Dr.
To Abnormal Loss A/c
(Being claim fully admitted)

Nothing is transferred to the Profit & Loss Account as the claim for the whole amount of
loss had been admitted by the insurance company. Nolossisto be borne by the Consignor,

Look at Illustration 5 and see how abnormal loss is calculated and treated in the books of
accounts.

[llustration 5

Philips Radio Company consigned 100 transistors to their agent Paul Radios, Deihi. The cost -
price of each transistor isRs. 75. The consignors paid Rs, 200 for freight, Rs. 50 for cartage
and Rs. 400 for insurance. Five transistors were totally destroyed in transit. The insurance
claim of Rs. 300 was admitted by the insurance company. The consignee took the delivery

of 95 radios and spent Rs. 190 for clearing charges, Rs. 95 for cartage, Rs. 250 on godown
rent and Rs. 150 as selling expenses. They sold dl the units a Rs 100 each. Paul Radios are
entitled to 5% commission on total sales. The balance due was remitted by way of a bank
draft. Calculate the abnormal loss and prepare necessary ledger accountsin the books of

both the parties.

Sofution

Abnormal Loss = Number of Abnormal Loss Units x Cost Price Per Unit +

On'recumng expenses before loss x Abnormal LO'?S Umtsj
Total Units

=5X 75+ (650 x 5/100)
=375+12.50
= Rs. 407.50 say Rs. 408

Books of Philips Radio Company

Consignment Account

Dr Cr.
. ' | -
Date » Particulars Amount | Date Particulars =" Amount
" ) Rs. Rs.
To Goods Sent on -
Consignment Afc 7,500 By Abnormal Loss A/e 408
Tao Bank A/e (Expenses) 650 By Paul Radios (Sales) 9,500
To Paul Radios (Expenses) 685 :
To Paul Radios.
(Commission) 475
ToProfit & Loss A/e 598 .
(Profit transferred) )
. 9,908 oo . 9,908

Paul Radio’s Account '

Rs. [ E Rs.
To Consignment A/c (Sales) 9,500 By Consignment A/c .
(Expenses) 685
By Consignment A/c
(Commissian) 475
By Bank A/e 8,340
: - 9500 . . 250 3|
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Goods Sent un Consignment A/c

Rs. , Rs.
To Trading Afc 7,500 By Consignment A/c 7,500

| L

Abnormal Loss Account

\ Rs. . Rs. |
To Consignment A/c 408 ‘ By Insurance
: Company's A/c 300
By Profit & Loss A/c 108
408 | 408

Books of Paul Radios
Phitips Radio's Account

Dr. Cr.
1 .- Rs. | . Rs.
To Bank A/c (Expenses) 683 By Bank A/c (Sales) 9,500
To Commission A/c 475
To Bank Afc 8,340
. 9,500 9,500
|

Commission Account
|

‘ 4?7(5 . Rs.
‘ By Philips Radios 475

To Profit & Loss Afc

|

Effectdf abnormal loss on valuation of closing stock: The vaue of closing stock isaso
effected in case of abnormal loss. Abnormal loss may occur either in the godown of the
consigneeor in transit. Let ussee theeffect of abnorma loss on the closing stock under both
Situations,

When the abnormal loss occurs in the godown of the consignee the valuation of closing
stock is not effected becausethe expenses incurred after reach the godown of the consignee
are not to be taken into account for the purpose. Hence, the normal formula will be followed
for the valuationof closing stock. Look a Illustration 6 and see how the abnormal lossand
the valuedf closing stock is calculated when the abnormal loss occurs in the godown of the
consignee.

Ilustration 6

Vanaspati Ltd. consgned 5,000kg, d vanaspati ghee to Ashoka Dealers, Chandigarh, Each
kg. of gheecosts Rs. 8. Vanaspati Ltd. paid Rs 50 for carriage, Rs. 250 for packing and Rs.
200for insurancein trangit.

After three months from the date o the consignment of goods Ashoka Dealers reported that
3,500kg. of ghee was sold @ Rs. 9.50 per kg. and expenses were Rs. 500 on godown rent
and Rs. 750 on salesmen sdary. Ashoka Dedlersare entitled to a commission of 5% on sales
500 kg. o ghee was accidentally destroyed in the godown. Insurance claim of Rs. 3,500 was
admitted. Prepare the necessary ledger accountsin the booksof both the parties.

Solution:
Books of Vanaspati Ltd.

Consignment Account

Dr. Cr.
T I
Date | . Particulars | Amount l Date.__ }W—Earticulars S “ Amaonnt
Rs. Rs:
To Goods Sent on
Consignment Afc * 40,000 By Abnormal Loss A/c 4,050
To Bak Afc (Expenses) 500 By Ashoka Dealers ’
- (Sales) 33,250
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Rs.
To AshokaDeders
(Expenses) 1,250 By Consignment Stock A/c 8,100
To Ashoka Dedlers
{Comnission) 1,662
To Profit & Loss Afc 1,988 _
45,400 45,400
| ——
Ashoka Dealer's Account
Rs. . Rs.
To Consignment A/c (Sales) 33250 By Consignment A,.
‘ (Expenses) 1,250
By Consignment A/c
(Commission) 1,662
By Balance C/d 30,338
33,250 33250
Goods Sent on Consignment Account
Rs. Rs.
ToTrading A/c 40,000 By Consignment A/c 40,000
Abnormnl Loss Account
Rs. Rs.
To Consigriment Afc 4,050 By Insurance Company’s A/c 3,500
By Profit& LossA/e 550
4,050 4,050
Note: Abnormal loss has been worked out asfollows:
Cost of 500 units= 4,000
(500 8)
Add Proportionate
non-recurringexpenses= 50
(500/5,000 x 500) = 4,050
Books of Ashokn Dealers
Vanaspati Ltd’s Account
Dr. Cr.
Rs. Rs.
To Bank Afc (Expenses) 1,250 By Bank A/c{ales) 33,250
To Commission A/c 1,66Z '
To Balancec/d 30,338
33,250 ‘ 33,250
Commission Account
. Rs. . - Rs,
To Profit & Loss Afe 1,662 By Vannspnti Ltd. 1,662

You have learnt that when abnormal 1oss occurs in the godown of the consignee the closing
+ stock valuation is not affected. But it is not so when the abnormal loss occursin transit. The
Lclosing stock valuation is also affected due to abnormal lossin transit becauise some non-
recurring expenses may beincurred after the loss has taken place. Hence, when such loss
occursin transit, you will have to distinguish between the non-recurring expensesincurred
beforethe loss and the non-recurringexpenses incurred after theloss. The non-recurring
expensesincurred beforethe loss relate to the total units consigned whereas the non-
recurring expenses incurred after the loss relate to the remaining units (total unitsrninus
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abnormal lossunits) only. So, the expenses before the loss will be proportionately divided
amongst the totdl units, wheress the expensesincurred after the loss will be proportionately
divided amongst the remaining units.

Look at Illustration 7 and see how closing stock and abnormal loss are cal culated and treated
when such aloss occurs in transit.

[llustration 7

On June 10,1988, Modi & Co., Patiala consigned 500 casesof goods costing Rs. 150 each
to Sethi & Co., Calcutta. On the same date, the consignor paid Rs. 2,500for freight and
carriage, Rs. 1,000 asloading charges, and Rs. 1,200 for insurance. On July 1, 1988 the
consignee paid Rs. 1,800 for clearing charges, Rs. 1,750 for warehousing and storage
charges, and Rs. 900for packing and selling expenses. He also remitted a bank draft for Rs.
15,000 as an advanceagaingt the consignment. On July 5, 1968 they sold 275 cases at Rs.
200 each. Sethi & Co. areentitled to 5% commission on the gross proceeds of sales. It is
found that 50 cases have been logt i transit. Sethi & Co submitted an account sale on July
10, 1988. Prepare the necessary ledger accountsin the booksof the consignor.

Solution
Booksof Modi & Co
Consignment Account
Dr. Cr.
Date Particulars Amount | Date Particulars Amonnt
1988 Rs. |JBB80 Rs.
June10  ToGoods St on July 10| By Sethi & Co.
Conggnment Afc 75000 (Soles 275 cases) 55,000
(500 cases)
» 10  ToBank Ak
(Consignor's Expensss) 4700 1" 10 By Abnormal l0ss Afe
(Lossin transt
50 cases) 7,970
‘ " 10 By Consignment Stock Afc 28,595
July 10 ‘To Sethi & Co.
(Consignee' sExpenses) 4,450
" 10 To Sethi & Co.
(Commission) 2,750
" 10 |. To Profit & Loss Ale 4,665
(transfer of profit) ~—9l.5_6 q‘” W

Sethi & Co. Account (Conslgnee)

1988 Rs. [1988 Rs. !
- July 10| ToCondgnment Afc |
(Sale proceeds) " 55000 |July 1 By Bank Afc
(Advance) 15,000
¥ 10 By Consignment Afe
{Consignee expenses) 4,450
" 10 By Consigrinent Afc
‘ (Comimission) 2,750
" 10 By Balance ¢/d 32,800
'55,000 ' 35,000

Goods Sent on Consignment Account

988 | . Rs. . | 1988 ) ’ Rs.
Tuly 10 | To Trading Ae 75000 - |June 10| By Consignment AJc 75,000 ,

|
Notes.

1  All expensesincurred by theconsignor ad the clearingchargesincurred by the
Consignee are NON-recurring expenses.




2 Abnormal Loss:

Number of Abnormal Loss Units X Cost Price Per Unit

Abnormal Loss Units j

+ (Non-rccumng Expenses up to the point of loss X Total Units Consigned

- 50
= (50 x 150) + (4,700 X _5—07)-)
= 7,500 + 470 = Rs. 7,970

Valuation of Closing Stock:
Number o Closing Units=175
Cost PricePer Unit  =Rs. 150
So, Cost of Unsold stock will be= 175X 150 = Rs. 26,250
Non-recumng expenses beforeloss= Rs. 4,700
(2,500 1,000t 1,200)

Since these expenses are incurred on total consignment i.e., 500 units, the proportionate
amount of expensesfor consignment stock will be

4,700 X é‘(% =Rs. 1,645

Non-recurring expenses after loss=Rs. 1,800i.e., clearingchargesof the consignee, as
they are incurred after the consignment reaches the consignee they would relate to 450
units (500-50). Hence, the proportionateamount of these expensesfor consignment
stock will be 1,800 1751450 = Rs. 700

Now thevalue of closing stock will be asfollows:

Cogt of unsold stock (175 X 1150) =Rs. 26,250
Add proportionate Expenses
i) beforeloss =Rs. 1,645
ii) Afterloss =Rs. 700
Vaueof Unsold stock = Rs. 28,595

The above method of valuation of closing stock can be put in theform of aformula
which isasfollows:
Number of Unsold Unitsx Cost price per unit

R Unsold Units
Non-recurringexpensesbeforeloss x ==
Unsold Units

+ Non-recurring expenses before 0SS X <o Tiis — Abnormal Loss Units

11.4.3 Where Normal and Abnormal L ossesOccur Smultaneoudy

In the lllustration done earlier you had either the normal loss or the abnormd 1oss on the
consignment. But it is quite possible that both normal and abnormal losses occur
simultaneoudly in connection with the same consignment. In such asituation, the abnormal
loss will be calculated in the same manner as discussed in sub-section 11.4.2. But, the
vauation of closing stock needs specia attention as the normal lossisalso involved. In
order to calculate the value of closing stock the following procedure will befollowed:

i)
ii)
iii)

iv)

v)

Takethetotal cost of goodsconsigned and add all the non-recumng expenses incurred
by the consignor as well as the consignee.

Deduct the quantity and cost of abnormal lossfrom the total number of goods consigned
and the cost as obtained in (i) above respectively.

Deduct the quantity of normal lossfrom the quantity worked out in (ii) above without
making any adjustmentin cost.

Now you will be left with the cost of goods of the good units with the consignee.
Calculatecost per unit of these-units by dividing the cost (remaining after deducting the
cost of abnormal 1oss) by the number of good units.

Multiply the number of unsold units with the cost per unit obtainedin (iv) aboveto
arrive at the value of unsold stock.

Look at Illustration 8 and see how cost of abnormal lossand the value of unsold stock are
calculated when the normal and abnormal losses occur simultaneously.

Consignment Accounts I1
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Consignment and [llustration8

Joint Venture
Deepak Oil Mills, Cochin consigned 2,500 kg. of castor oil to Madhu & Co., Varanasi on
April 1,1987. Thecost of oil wasRs. 18 per kg. The consignor paid Rs. 900 towards
carriage, freight and insurance in transit. During transit 250 kg. oil was accidentally
destroyed for which the insurancecompany paid Rs. 2,200 in full settlement of the claim
directly to the consignor.

Madhu & Co. took delivery of theconsignment on April 10and accepted abill drawn on them
by Deepak ail Millsof Rs. 5,000for 2 months. On June 30, 1987, Madhu & Co. reported that
1,750kg. were sold at Rs. 25 per kg. The expenses of the consignee were Rs. 1,850 towards
godown rent, advertisement and salaries of salesmen. Madhu & Co. charged a commission

o 3% plus 2% del credre commission. Madhu & Co. further reported a loss of 20kg. dueto
leakage. Prepare the necessary ledger accountsin the books of the consignor.

Booksof Deepak Oil Mills

Consignment Account
Dr. Cr.
Particulars Amount " Particulars Amount
Rs Rs.
To Goods Sent an Consignment By Madhu & Co. (Sale
Ale {2,500 ko) 45,000 proceeds of 1,750 kg.) 43,750
To Bark A/c (Consignor's
expenses) 900
To Madhu & Co. .
(Consignee's expenses) 1,850 By Abnormal Loss A/e
(250 kg) 4,590
To Madhu & Co.
(Commission 3%) = 1,313
(Del credre 2%) = 875 2,188 By Consignment Stock Afc 8,892
To Profit & Loss A/ (Balance) 7,294
57.232 57,232
‘Abmormal Loss Account
Rs. Rs
To Consignment Afc 4,590 By Bank A/
(Sdey) (Amount from Insurance Co.) 2,200
By Profit & Loss A/c
(Baance) 2.390
4,590 4,590
Madhu & Co. Account
. : Rs. Rs.
To Consignment A/e 43,750 By Consignment A/c (Expenses) 1,850
By Consignment A/c (Commission) 2,188
By Bark A/c (Advance) 5,000
By Bnlance 34,712
43,750 43,750
Guoods Sent on Consignment Account
Rs. Rs,
ToTrading Afc 45,000 By Consignment A/c 45,000
Working Notes

i) Abmnormal Loss

Number of Abnorma Loss Units X Cost Price Per Unit
Abnormal Loss Units)
Total Units

+ (Ncn -recurring expenses beforeloss  x

250 Y. e
.36 = (230 18)*(900" 2,500) =4,500+90 = Rs. 4,590




L

i) Vauedf Closing Stock . Consignment Accounts 1

Number of Units Cogt

Totd Quantity and Cost of Qil 2,500 45,000

Add Non-recurring Expenses — 900

Total Units 2,500 45,900

Less Abnormal Loss 250 4,590

2,250 41,310

Less Normd Loss 20 —

Good Units 2,230 41,310
Number of Units Sold 1,750

So unsold units are (2,230 — 1,750) = 480
Now Vaued closing stock (480 units) will be
= 41,310 x 480/2,230
= Rs. 8,892

Check Your Progress-B
1 Fill in the blanks
i) Lossesoccur either due to inherent nature of the product or due to operation of

ii) Lossof weight due to evaporation is @ -« ««sseeeeeas loss.

iii) Normal loss affectsthe valuation of ««...wevesees.
iv) Abnormal [0SSiS cueeenesersisens to Consignment Account.

V) InsuranceclaimisS . ccconiicinnns to Abnormal Loss Account.
vi) Theamount of loss not accepted by the insurance company is transferred to
................... Account

2 How will you treat abnormal loss if
a) lossisfully insured: ..o,
b) lossisuninsured: .,
€ lossispartly insured: ... .

K N . r

115 LET USSUM UP

Sometimes the consigneeis not able to sdll all goods consigned to him. He is left with some
unsold stock, the cost of which must be shown on the credit side of the Consignment
Acedunt before cal culating the profit on consignment. The cost of the unsold stock shall
includethe proportionate amount of non-recurring expenses.

When goodsare consigned, it is possible that some goods are lost in transit or destroyed

- whileit islying in the consignee's godown. Such losses may occur either due to the inherent

nature of goods or due to some accident. Thefirst is called norma loss and the second
abnormal loss.

The normal loss is not shown anywherein the books of account. It smply inflatesthe cost
per unit of the goods consigned and, therefore, affectsthe revaluation of closing stock and
the profit. But the abnormal loss requires specia treatment in the books of account of the
consignor. The cost of such lossis worked out in the same manner as the cost of unsold
stock and credited to the Consignment Account. Any amount received from the insufaiice
company must be subtracted from the abnormal loss beforeiit is transferred to the Profit and
Loss Account. Dok

11.6 KEY WORDS
Normal Loss: Losscaused in the ordinary course of things due to evaporation, leakage,

breaking the bulk inta piecesetc.

Abnormal Loss : Loss caused on account of storm, fire. accident theft, etc. 37
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11.8 ANSWERS TO CHECK YOUR PROGRESS

A a@ii byiii c)ii d)i €)ii

‘B

1) external forces ii) normd iii) closingstock iv) credited V) credited vi) Profit
& Loss

11.9 TERMINAL QUESTIONS/EXERCISES

Questions.

1
2
3

List the expenses taken into account while valuing the unsold stock.

What is the difference between normal loss and abnormal 1oss? Give examples.
What procedureis followed for valuation of closing stock when the abnormal and
normal |osses occur simultaneoudly.

Exercises

1

Kabir of Jhansi consignedto Mosesaf Cochin 400 chairson April 10, 1986. The cost of
each chair was Rs. 250. The consignor paid Rs. 2,000 for cartage, freight etc., oh April
12, 1986, and drew abill on the consignee as an advance against the consignment a 3
monthsfor Rs 60,000. Later, it was discounted at their bank at 5%. The consignee sold
all thegoodson July 1, 1986 and submitted an Account Sal es showing that the goods
realised Rs. 1,20,000. He incurred Rs. 1,000 on carriage inwards and Rs. 550 on sdlling
and other expenses. He was allowed to take 5% commission on the total sales. You ae
required to show ledger aecounts for the abovetransactionsin the books of the
consignor and the consignee.

(Answer : Profit Rs 10,450)

X of Bangaloreconsigned 100 bags of cement for sale to hisagent Y. Cost price of each
bagisRs 120. *X' immediately drew a4 months bill for Rs. 5,000 on the latter and
discounted it with bank at 6% per annum. 'X' paid Rs. 800 on packing and Rs, 250 for
carriage. ‘Y’ spent Rs. 300 as selling expenses. Theconsignee returned 5 bags. He
realised 20 bags a Rs. 130 per bag and 50 bags on credit at Rs. 140 per bag and took
the balance in his own stock at Rs. 135 per bag.

Consigneeisentitled to get commission of 3%and 2% del credre commissionon credit
sales. 'Y' recoveredall money from debtorsexcept Rs. 500. Prepare the necessary
ledger accountsin the books of both parties.

(Answer : Loss Rs. 204)

Grover Enterprises, Delhi sent 100 bicyclesto Khan Enterprises, Patna. Cost of each
cyclewas Rs 640, Groverincurred Rs. 1,500 for freight and Rs. 1,100 for insurancein
transit. Khan paid Rs. 650 for cartageand 2,000 towards godown rent and selling
expenses. 20 bicyclesremained unsold & the end. The remaining bicycles realised

Rs. 800 per cycle. Cdculate the vaue of unsold stock.,

(Answer : Cost of unsold stock Rs. 13,450)



4 Kiran Bros. on January 1, 1986 consigned sports materialscosting Rs. 10,0001to their Consignment Accounts It~
agent Kabir Agency. Kiran Bros. paid Rs. 200 for freight and Rs. 100 for insurance and
other charges. Consignee received the delivery by paying Rs. 150 for non-recurring
expenseson January 15, 1986.

He sent an account sde on February 20,1986 showing that 20% o the stock realised
Rs. 3,200 and 30% of the stock was sold on credit for Rs. 3,600.

One customer from whom Rs. 500 was due becameinsolvent and only 25% of the debt
could be recovered. Consigneeis entitled to a commissionof 5% on sales. Pass journa
entriesand prepare the necessary ledger accounts.

(Answer : Profit Rs. 860 : Stock Rs. 5,225)

5  Srikanth consigned 2,500 kg. of coconut oil costing Rs. 50,000. Expensesincurred were
Rs. 1,400. Consignee spent Rs. 2,000 on unloadingand cartage. 100 kg. of oil waslost
dueto natural deterioration and 1,500 kg. weresold. Calculate the cost of stock at the
end?

(Answer : Cost of Stock Rs. 20,025)

6 Kapur of Lucknow consigned 200 bagsdf rice, each costing Rs. 300 to Jain Tradersof
Bombay on April 1,1987. The consignor paid Rs. 2,000 towardsfreight and insurance.
30 bags were damaged in transit. The consignee received on May 31, 1987 Rs. 2,000 on
account of the damaged bags from the Insurance Company.On May 31, 1987 the
consigneereported that 140 bags weresold at Rs. 375 per bag. The consigneeincurred
Rs. 2,000for godown rent and selling expenses. The consigneeis allowed 10%
commission on the sale proceeds. You are required to prepare the ledger accountsin the
books of Mr. Kapur assuming that Jain Traders remit the balance by bank draft on May
31, 1987.

(Answer : Profit Rs. 1,850 : Accidental Loss Rs. 9,300)

7 Dinesh of Delhi consigned 200 sewing machinescosting Rs. 150 each to Chander of
Calcutta. He paid Rs. 2,800 on insuranceand received an advance of Rs. 20,000 from
Chander. 30 machines were damaged in transit. Chander took the delivery of the
remaininggoods and paid Rs. 1,700 for unloading the consignment. He sold 50
machines@ Rs. 270 each for cash and 100 machines@ Rs. 300 each on credit.
Chander could not realise Rs. 2,000 from his debtors. Chander recovered Rs. 1,500
from the insurance company. He sold damaged machinesfor Rs. 2,300.

Chander is entitled to an ordinary commission @ 5% and 3% del credre commission.
The accounts were settled and balanceremitted by bank draft. Show the necessary
ledger accountsin the booksof Dinesh.

Hint :

i) Saleof damaged stock as well as the amount recovered from insurance company
will be credited to Abnormal Loss Account and debited to Chander's Account.

il) Commission on sale proceedsof damaged goods @ 5% will be debited to
Abnormal Loss Account and credited to Chander's Account.

Answer : Abnormal Loss Rs. 4,920; Vaueof Unsold Stock Rs. 3,480; Profit Rs. 13,920;
Balance due from Chander Rs. 22,005)

8 Sohna Vanaspati, Faridabad consigned 10,000kg. o ghee to Krishna Deders of Dedhi at
Rs. 16 per kg. The consignor paid Rs. 950 as carriage, Rs. 250 asfreight and Rs. 400 as
insurancein transit. 1,000 kg, of ghee was accidentally destroyed for which an amount
o Rs. 8,000 was recovered from the insurance company in full settlement.

KrishnaDealersreported that 8,000 kg. of gheewassold @ Rs. 20 per kg. They spent
Rs. 500 on salesmen salary and Rs. 200 on godown rent. The consigneeis entitledtoa
commission of 5% on sales. Krishnadealers reported a shortaged 40 kg. due to
leakage. Prepare necessary ledger accounts in the books of both the parties.

(Answer : Profit Rs. 22,443; Abnormal Loss Rs 16,160; Closing stock Rs. 15,583)

} Note: These questions will help you to understand the unit better. Try to write answers
| for them. But do not submit your answers to the University. These are for your
‘ practiceonly. 19




