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10.0 OBJECTIVES

After studying this unit you should be ableto:

® explain the meaning of consignment

e 'digtinguish itfromsade

. ® . identify the partiesinvolved in donsignment and describe their relationship

¢ explain the basic framework of accounting for consignment transactions in the books of
the consignor nnd the consignee.

10.1 INTRODUCTION

The-producersoften make ~ ~ $ slfing agentsand distributorsin their channel of
distribution, This is particularfy true of the agricultural goods. The selling agents/distributors
act in various ways. One of flie’ methods used is to receive the goods on constgnment basis.
Under this system the agent receivesthe goods and undertakes to sell it on behalf of the
consignor. He often settles the account of the consignor after al the goods received from
him have been sold. Thisinvolves certain peculiaritiesin accounting. In this unit you will
learn about various concepts relating to consignment and the basic framework of accounting
for consignment transactionsin the books of the consignor and the consignee.

102 CONCEPTS OF CONSIGNMENT

You know that goods are often sent by the producer on consignment basisto the selling
agentsor distributors. Let us now understand what exactly we mean by consignment, how
doesit differ from sale and what kind of relationship exists between the consignor and the
consignee.

10.2.1 What is Consignment ?

When goods are sent by.a manufacturer OF & trader to an agent to be sold by him on
commission basisand at the risk and account of the former, they are said to be sent on
. consignment. In other words aproducer/trader forwards his products to his selling agents,
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appointed & different places, to sell them on his behaf for an agreed commission. The
process of sending goods on this basis by one firm to another for sale is known as
*Consignment” and this transaction iscalled a 'Consignment Transaction'. The consignment
is 'Outward Consignment' for the person who sends the goods and an 'Inward

Consignm‘ent' for the person who receives the goods for sale.

10.2.2 Partiesto Consignment

You know that in consignment the goods are sent by one person to another for sale by the
|atter on behalf of the fomier. Therefore. there are two parties involved: (1) the person who
sends the goods and, (ii) the person to whom the goods are sent. The person who sends the
goods to the agent is called the consignor and the person to whom the goods are sent for sale
is called the consignee.

If 'X' sendsgoodsto 'Y' for sale, 'X' is known as consignor and *Y" consignee. The
Consignor isthe ‘principal’ and the consignee is the ‘agent’. Their mutual relations are
governed by the Law of Agency and, of course, hy the terms of the contract between
themselves. The consignee isaspecia kind of agent who is in possession of the goods. He
passes the title of the goods to those who buy from him even if he sells the goods in
contravention to the principal's instructions. Suppose, the consignor instructs the consignee
not to sell the goods below acertain price. If the consignee sells the goods below the
stipulated price, the buyer will have good title to the goods. The consignor may, of course,
ask the consignee to pay damages for breaking the terms of the contract with him. Like all
agents, the consignee must render true accounts to the consignor, be faithful to him, and act
according to his instructions. He is entitled to remuneration and reimbursement of expenses
incurred by him on behalf of the consignor.

10.2.3 Features o Consignment

® Goodsare forwarded by theconsignor to the consignee with an objective of sale at a
profit.

@ Under the consignment. goods are to be treated as the property of the consignor and to be
sold at his risk entirely. The consignee does not buy the goods, he merely undertakes lo**
sell them on behalf of the consignor. He is not responsible for any loss or even for any
destructions or damages to the goods. But the consignee should not show any negligence.

¢ The consignor does not sell the goods to the ccusignee. Therefore, he can not ask the
consignee to pay the price of the goods unless th.y are sold and the sale proceeds are

actually realised.

® The consignee agrees to sell the goodsfor an agreed rate of commission and 1s allowed to
deduct his commission due from the sale proceeds.

® The agent enters into the picture only when he sells the goods and realises the amount.
He becomes indebted for amounts realised on behalf of the principal. The relationship
between the consignor and the consignee is that of a principal and an agent.

® Asitisnot asae, whatever the consignee doesis on behalf of the consignor and,
therefore, all legitimate expenses incurred by the consignee for receiving and selling the
goods should be reimbursed.

® Any stock remaining unsold with the consignee belongs to the consignor.

® Asthe consignee acts on behalf of the consignor, the profit or loss on sale of goods sent
on consignment belongs to the consignor.

10.2.4 Distinction between Saleand Consignment ,

Although the possession of goods is transferred from one person to the other both in case of
sale and in case of consignment, they differ from each other in various ways. The difference
between an outright sale and the goods sent on consignment has been explained asfollows:




No. and Item Sale Consignment
| Parties Seller and Buyer Consignor and Consignee
2 Ownership and Ownership and titleof goods The legal ownerahipand title of

title of goods

3 Relationship

4 Expenses

5 Risk

6 Return of Goods
7 Account Sales

8 Unsold Goods

is transferred to the buyer
of the goods.

The relationship hctween the
seller and the buyer of the
goods is that of a creditor
and debtor.

Expenses incurred after sale
of goods are borne by the
buyer.

Risk autached to the goods

sold is transferred to the

buyer of goods as soon as
goods are sold. In case, the
goods are destroyed after sale,
the loss is suffered by the buyer

Return of goods is not
possible as goods once
sold are not returnable

No Account sale is required
to be submitted hy the buyer
to the seller.

The seller has nothing to do
with the goods which could
not be resold.

goods is not transferredto the
consignee. It remains with the
consignor till they are sold.

The relationship between the
consignor and the consignee is that

.of aprincipal and an agent. The
consignee is to sdl goorlson behalf

of the consignor.

Expenses incurred by the consignee
in connection with the goods
consigned to him are bome by the
consignor.

Risk attached to the goods consigned
lieswith the consignor till the

goods consigned ore sold. In case
the goods are destroyed the loss

is borne by the consignor.

Goods can be returned if they
are not sold by the consignee.

Account sale has to be submitted
by the consignee to the consignor
from time to time.

Unsold goods with the consignee
will be treated as stock of the
consignor.

The distinction between sale and consignment given above also amply clarifies the
difference between the rightsand duties of the buyer and the consignee.

FALIY

“heck Your ProgressA

1  Read the following carefully and tick mark the correct answer.
a) Therelationship between the consignor and the consignee s that of
i) Buyerand Seller
i) Principal and Agent

iii) Debtor and Creditor

b) Theterm used for consignee's remuneration is
i) Comtnission
ii) .Brokerage
iii) Discount

¢) Theparty responsiblefor thk risk attached to the goods in consignment is
i) Consignee
ii) Consignor
iif) Both

d) Thelega ownership of the goodsis not transferred till the goods are sold in case of
iy Sde
if) Consignment.
iii) Both

2 State whether thefollowing statementsare True or False.

i) .Despatch of goodson consignment amounts to sale
of goods by the consignor

ii) All the legitimate expenses incurred by the consigneerelating to
consignment are borne by the consignor.

aharerresraspanes

Conslignment Accounts |



Consignment and
Joint Yenture

iii) For the consignor the consignment is an outward consignment and the
same becomes an inward consignment for the consignee. e
iv) Goods are treated as sales under consignment when they are consigned.  ..............
v) The consignee does not become the debtor of the consignor on L e
receipt of goods. : . ) L

10.2.5 Important Termsin Consignment

Thereare afew termsrelating to consignment which are commonly used. Theseare
proforma invoice, account sales, non-recurring and recutring expenses, commission,
advance, etc. These are explained as follows:

Proforma Invoice : Since the goods sent on consignment cannot be treated assales, the
consignor does not prepare proper invoice. He simply prepares a Proforma Invoice and
sends it to the consignee, along with the goods despatched. This is prepared with a view to
inform the consignee about price of goods, expenses incurred, mode of transportation and

the minimum sale price at which the goods are to be sold. A specimén of proforma invoice
isgiveninfigure 10.1

Figure 10.1
Specimen of Proforma Invoice.

BABBAR TRADERS

Proforma Invoice 222, Mount Road
Madras
For Goods Sent on consignment basisto: Oct. 10, 1986

M/s Hari Kishan Enterprises,
Hauz Khas, New Delhi.

Serial No. Particulars Amount
Rs. " Rs,
500 Bush Radio sets
a Rs. 600 each 3,00,000
Charges : ‘
Packing and Cartage 4,000
Freight 3,000 )
Insurance 6,000 ’ 13,000
\
Totd } 3,13,000
1
Goods despatched vide R.R.NO, I
Srmt. G.834866, Dated 10/10/86
Freight to pay,
[
E.& O.E. ] . For Babbar Trnder
(D. BABBAR)

~ Partner

Note: ‘E.&.O.E. stands for Errors and Omissions Excepted. Which mean that invoice is subject to theerrors of
omission and commission.

In the above invoice Babbar Traders are the consignors and Hari Kishan Enterprises the consignee. Goods

worth Rs. 3,00,000 have been consigned on which a sum of Rs. 13,000 has been incurred on various
EXPenses.

Account Sales: Astheconsignee is an agent and is selling the goods on behalf of the
consignor, he has to furnish the details of sale proceeds, expenses, commission, etc. to the
consignor. Hefurnishes all these details by means of a statement called 'Account Sales'.
This shows the quantity and description of goods sold, sale proceeds realised, the exp. nses
incurred by the consignee, commission dueto him, and the balance amount payable by him
to the consignor. While preparing an Account Sales the consignee will deduct all expenses
incurred by him in relation to the consignment and the commission due to him. The
remittances made in advance, if any, are also to be deducted from the balance so obtained.
The consignee will send a bank draft or hisacceptance for the balance due to the consigno:ff
[llustration 1 will give you aclear understanding as to how an Account Salesis prepared. :

[lustration 1

On January 1, 1987 Babbar Traders of Bombay consigned 500 Bush Radio sets to Hari
Kishan Enterprises, Madras. The cost of each set was Rs. 750. On receiving the !
consignment, Hari Kishan Enterprises sent a bank draft for Rs. 25,000 as an advance to




Babbar Traders. Hari Kjshan Enterprises paid Rs. T,500 for freight. Rs, 2,000 for octroi, Consigninent Accounts|
Rs. 2,500 for godown rent and other selling expenses. ki Kishan enterprisesguBmitted an

Account Saleon March, 1, 1987 showing that al the sets had been sold at Rs. 850 each.

They wereentitled to 10%commission on sales. Prepare the Account Sales.

Solution
ACCOUNT SALES ’
of 500 Bush Radio Sets received from Babbar Traders, Madras
S.No. Particulars Amount
Rs.
Sale Proceeds:
500 Bush Radio Setssold at Rs. 850 each 4,25,000
LE$‘ o« I
Freight 1,500
Octroi 2,000 ‘
Godown rent & selling
expenses 2,500 6,000
4,19,000
Less: ‘
Commission nt 10% on sale proceeds
(i.e. Rs. 4,25,000 x 10%/100) 42,500
3,76,500
Less: . .
Advance (Bank Draft) [ - 25,000
Balancedueto Babbar Traders
Jyremittedas per draft enclosed 3,51,500
E.&0.E. For Hari Kishan Enterprises
HARI KISHAN" *
Dated 01/03/87 Managing Partner

Commission : It is the remuneration paid to the consignee by ttie consignor in consideration
of the servicesrendered by theformer in selling the goodsconsigned. Thiscommissioncan
" be divided into two types (a) Ordinary Commission, and (b) Special Commission.

a) Ordinary Commission : It isacommission usually paid as afixed percentageon gross
sale proceeds. The terms commission normally denotes ordinary commission, unless
specified otherwise. Theconsignee is not responsiblefor any bad debts and he does not
guaranteethe payment from all those who buy on credit so long as he is getting ordinary
commission only.

,b) Speciad Commission : This is the commission which the consignee getsover and above
the ordinary commission. It can be sub-divided into two categoriesviz., (i) Over-riding
Commission and (ii) Del Credre Commission.

i) ,Over-ridingCommission :This isan gxtra commission allowedover and abovethe
normal commissionand is generally offered when the agent is required to put in hard
work either in introducing & new product in the market or wherehe is entrusted with
thework of supervising the performanceof other agentsin a particular area. This
commission isasogiven for salesat prices higher than the pricefixed by the
consignor.

ii) Del Credre Commission - Usually, all the |osses are borne by<fie consignor.
Sometimes the consignor expects.that the consignee should also be responsiblefor
recovering the debts and bear the losson account of bad debts, if any. In order to
compensatehim for this responsibility heis given some extracommissioncalled
'De Credre Commission’. Such commissionis calculated on thetotal sales unless
thereis aspecial agreement to theeffect that it is to be paid only on the amount of
credit sales. Payment of thiscommissionimposesextraliability on the consigneeand

' induces him to deal in a prudent and ¢autious manner.

'In Illugtration 2 we have given you the detail sregarding,the computation of commission. It
_would certainly give you an idea about the calculation of normal commission and special
Jcommission.




Consignment end [llustration 2

Joint Venture
Rajadhani Cycles Ltd, sent 2,000 dynamos costing Rs. 50 each for sale on consignment
basisto Banerjee & Co. Cacutta. Normal selling price per dynamo is Rs. 60. Consigneeis
entitled to commission at i) 5% on normd sdlling price; ii} 10% additional commission on
excesssalesand iii) 1'/29 Del credre commission on total salesfor guaranteeing co}lection
of credit sales. Banerjee & Co. reported sdesof 500 dynnmosat Rs. 60 each and
dynamosat Rs. 75 each on cash basisand 400 dynamos a Rs. 75 each and another 4(x1 at
Rs. 80 each on credit basis, Compute consignee'scommission.

Solution :
Total Sales :
500 units @ Rs 60 euch 30,000
200 unirs&@ Rs 75 each 15,000
400 unirs @ Rs 75 eacn 30,000
400 units @ Rs KO each 32,000
1,07,000

i) Normal Commission :

5% on normal price of goods bald.

Number Of units sold are: 1,500 (500 + 200 + 400 + 400)
Normal selling price per unit : RS &0

Normal Sal € 1500 x 60 = Rs, 90,000

Normai Commission: T'(:j('}-x 90.000 = Rs 4, 500

ii) Additional Commission : 10% on amount realized in excess of the normal price

Rs.
To Sales Value: | 7,000
Normul Sales Value: 90,000
Excess Sales Value: £7.000

Additional Commission: 'l_r()('())_x {7,000 = R, L 700

iit) Del Credre Commission

I
l? % on Total Sales

3
T x 1,07,000 = Ry, 1,605
Total Commission ti) + (i) + (iif) = Rs.4.500 + Rs.1,700 + Rs.1.605

=Rs, 7,803

Expenses : Expensesrelating to consignment of goodsare divided into two categoiies viz.,
(i) Non-recurring Expenses. and (i) Recurring Expenses.

1) NoH-recurring Expenses: Ali tlie expenses which ure incurred for bringing goads to tire
goduwn of the consigneesre non=recursing in nature. Such expenses arc generally incurred
on the consignment asa whole, The non-recurring expenses will beincurred partly by the
consignor and partly by tlie consignee.

Thetonsignor usually incurs expenses on sending the goodsito the consignee such as
packing, cartage, lodding charges, insutance, freight, ctc. The consignee usudly incurs

' expenseson receiving the goods from the consigneesuch as dock dues, customs duty,
clearing charges, octioi, ete,

1. ; , : Il) Reeurring Expenses : These expensesare incurred after the goods have reached the

x o ‘ : consignee’s place or godown. They are recurring in nature because they may be incurred

. S ‘ “repeatedly by the consignor and the consignee. The examples of recurring expenses incurred
' “ by the consignor are: advertising, discount on hills, commission on collection of cheques,

® - . P travelling, expensesd salesmen. bad debts etc. The examplesof recurring expenses incurred
- by the consignee are godown rent: godown insurance, sales promotion, etc.




Advance : It isacommon trade practice for the consignor to demand some advance from Consignment Accounts|

the consigneeas a security for the goodsdespatched 1o him. it may bein the form of cash or
bank draft or in the form of a bill of exchange. The consignee will send setie amount as an
advance beforeor after he receives the goodsfrom the consignor. The advance received
from the consignee should not be credited to consignment account as it is not a part of the
sale proceeds. The advance will be adjusted against the amount due from the consignee
when the accounts arefinally settled. In some cases, a bill may be drawn on the consigneeif
he isnot in a position to pay advance money. The consignor can discount the bill with his
bankers. In such a case the value of the hill (asadvance) so accepted will be deducted from

the sale proceeds. The discount paid to the bank can be straight away charged to the Profit &
Loss Account as it represent cost of raising finance.

|
Check Your ProgressB

1 Distinguish between Account Sales and Sales Account?
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3 Fill inthe blanks :

i) E & OE standsfor............
iiy Consignoralows............. Commission to the consignee to bear the bed debits.
1110 SR expenses are those expenses which arc incurred after the goods reach the
consignee's godown.
iv) Theconsignee gives advance to the consignoras a.............., for goods despatched.
v) Unloadingcharges paid by the consignee are................. expenses.
~

10.3 ACCOUNTING TREATMENT

The transactionsrelating to each consignment are recorded in such a way that the profit or
loss of each consignment can be worked out separately, For this purposethe consignor
prepares a Consignment Account relating to each consignment to which dl concerned
expenses including the cost of goods consigned are debited and the sales proceeds and the
closing stock are credited. In addition, he also maintain aconsignee’s account in order to
compute the amount duefrom him, The consignee, on the other hand, smply maintains
consignor's account in his books to which he debits the amounts remitted to the consignor
the expensesincurred by him in relation to the consignment and the commission due to him.
Consignor's Account iscredited mainly by the amount of sale proceeds. Now let us study
how various transactionsrelated to consignment are recorded in the booksof the consignor
and the consignee.

10.3.1 Booksof the Consignor

You know each transactionisrecorded first in a subsidiary book and then posted to the
respectiveaccountsin the ledger. All transactions related to consignment therefore, arefirst
recorded in the Journal. The entries passed in respect of various transaction are asfollows:

Goodsdespatched to the consignee: As you know ihe consignment of goods cannot

be treated asa sale of goods. Therelore, Sales Account will not be credited. In its place.

an account called *Goods sent Consignment Account Will be credited and the

Consignment Account isdebited with the cost of the goads éonsigned’. Thus the ; “
journal entry will be as follows: 1y
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Consignment A/c Dr.
T o Goods Sent on Consignment A/c
(Being the value of the consignment)

If consignmentshave been sent to more than one consignee, the consignment accounts
may be distinguished by adding the namesd the places to the Consignment Account.
(For example Consignment to Calcutta Account, Consignment to Gonda A ccount, €etc.)

Expensesincurred by the consignor : All expensesincurred by the consignor on
consignment of goodsare debited to the Consignment Account and are thus added to

cost of goods consigned. The entry would be:

Consignment A/c Dr.
ToCash/Bank Ale
(Being the expensesincurred on the consignment)

Advance made by the consignee: The amount of advance received from the
consigneecannot be treated as sal e proceeds, and so should not be credited to the
Consignment Account. It istreated asfollows.

Cash/Bank/Bills Receivable Afc Dr.
ToConsignee's A/c
(Being an advancefrom the consignee)

Bill received from the consignee discounted with the bank : If the consignor gets
the bills receivablediscounted from his bankers, the entry will be :

Bank A/c Dr.

Discount A/c Dr.
ToBillsReceivableA/c

(Being hill discounted with the bank)

Recelpt of account salesfrom the consignee: When the goods are sold out, the
consignee Will send an Account Sales to the consignor intimating him the total sales
and the amount of his expenses and commission. The following threeentries will be
recorded in thisconnection

a) For sales made by the consignee :

Consignee's Afc Dr.
ToConsignment A/c
(Being gross proceeds of sales)

b) For consignee's expenses :

Consignment A/c Dr.
ToConsignee'sA/e

(Being expensesincurred by the consigneein dealing with

consignment)

c) For consignee's commission:

Consignment A/e Dr.
ToConsignee's A/c
(Beingcommission payable on sale proceeds)

Goods returned by the consignee: Sometimes defective or obsolete goods are
returned by the consigneeto the consignor. When such goods are received, the journal

entry will be :

Goods Sent an Consignment A/c Dr.
To Consignment A/c
(Being goods returned by the consignee)

for bad debts isto be passed as such lossis to be borne by the consignee himself. Buf - -
when del credré'commissio_n is riot paid, theloss os-account of bad debtsis to be bome
by the consignor, the entry will be:

Bad debts incurred: When the consigneeisentitledto del credre commission no en'zt)' :




Consignment A/c Dr.
To Consignee's A/c
(Being value of bad debts)

g8 Remittanceby the consignee in full settlement: The balance amount will have to be
remitted by the consignee to the consignor on settlement of the account. The following
entry will be recorded, when the consignee remits to the consignor:

Cash/Bank/Bills Receivable A/c Dr.
To Consignee's Afc
(Being balancedue from the consigneereceived).

9  Prdfit or losson consignment: When you bal ance the Consignment Account, it
reveds profit or loss. If thetotal of credit side ismore than thetotal of debit sideit isa
profitand if the total of debit side is more than that of the credit side, it isaloss. The
profitor lossis transferred to the Profit & Loss Account and thus the Consignment
Account isclosed.

Thefollowing entries will be recorded:

a) Ifthereisa profit:

Consignment A/c Dr.
To Profit & Loss A/c
(Being profit on consignment)

b) Ifthereisloss:

Profit & Loss A/c Dr.
To Consignment A/c
(Being losson consignment)

10 Closingentry for goods sent on consignment : Goods sent on Consignment Account
is closed by transfer to the Trading Account. The entry passed is asfollows:

Goods Sent on Consignment A/c Dr.
ToTrading A/c

(Being goods sent on consignment

account closed)

11 Unsold stock with the consignee: It is quite possiblethat all the goods sent on
consignmentare not seld by the consignee up to the date on which final accounts are
prepared.’ Some goods may remain unsold known as the consignment stock. This

»+  should be properly valued and credited to the Consignment Account. Ybu will learn
about the valuation of unsold stock in unit 11. However, the entry for consignment
stock will be

Consignment Stock A/c Dr.
To Consignment A/c
(Being unsold goods with the consignee)

Y ou have learnt how to record consignment transactionsin the Journa of the consignor.
Now let us see how various accounts effected are shown in the ledger and how profit or loss
on consignment is worked out. The consignor usually maintains thefollowing three
accounts:

1 Consignment Account: It is prepared by the consignor showingal transactionsrelating
, to a particular consignment. The objective of thisaccount is to-ascertain net profit/loss
arising from each consignment. Once goods are consigned by the consignor, itscost is
debited to the Consignment Account alongwith variousexpenses incurred by the consignor
:émd the consigneein dealing with that particular consignment. The commission due to the

tonsi gneeisalso debited to the Consignment Account. When Del Credre commissionyis not .

paid, the bad debts, if any, are also to be debited to thisaccount. Once the goods reach the
consignee some of these will be unsold and the rest sold either on cash or on credit,
Irrespectiveof thetype of sale, theentire sale proceeds will be shown on the credit side of

Consignment Accounts |




Consignment and
Joint Venture

14

the Consignment Account. The unsold goods are treated as consignment stock and credited
to this Account. If same goods are found unsuitablefor sale, the consignee will send them
back to the consignor and the same will appear on the its credit side. After al these items are
recorded, the Consignment Account is balanced. The difference between the debit and credit
totals of Consignment Account is regarded as profit or loss which is transferred to the Profit
and Loss Account and the Consignment Account stands closed. It isinfact a nominal
account and isjust like Trading and Profit and Loss Account about which you have studied
earlier in final accounts. Therefore, the principles applied to Trading and Profit & Loss
Account hold good for this account aso. Like Trading and Profit & Loss Account all
expenses and purchases are debited to thisaccount and all sales and incomes are credited.
The proforma of the consignment account is given in Figure 10.2.

Figure 10.2
Consignment to Patnn Account
Dr. _ | Cr.
A T, Dartimrlarc T
Date | Particulars Amount | Date N Par;iculars Amount
Rs. Rs.
To Goads Sent on By Consignee's A/c
Consgnment A/c XXX (Cashand Credit sales). XXX
To Cash Alc
(Consignor'sExpenses) XXX By Goods Sent on
Consignment A/c XXX

(Goods returned by
the Consignee)
To Consignee'sA/c

(Consignee's Expenses) XXX

To Consignee'sAfc By Consignment Stock A/c XXX
(Commission) XXX (Uinsold Stock) XXX

To Consignee'sa/e XXX By Profit and Loss Afc XXX
(Bad Debts if any) (Loss transferyed)

To Profitand Loss A/e
(Profit transferred) XXX

oo o
— | ———— LT

2 Goods Sent on Consignment Account: Thisisa rea account. It deals with the goods
transferred from the consignor to the consignee and goods returned by the consignee to the
consignor. All the goods consigned by the consignor will be credited | o this account and the
goods returned by the consignee are debited to this account. The balance represents the cost
of goods with consignee for sule, and is transferred to the Trading Account. The proforma of
the Goods Sent on Consignment Account isdepicted in Figure 10.3

Figure 10.3
(Gioods Sent on Consignment Account
Dr. Cr.
- B — . .
Date Particulars Amount | Date Particulars Amount
. " Rs: : Rs.
To Consighment A/c ’ By Cosignment Afc
(Goods returned) XXX : (Goods consigned)
. To Trading Alc XXX
(Balance transferred) L . — .
XXX XXX

B R (o e 1 .._w —

3 Consignee's Account: Tt isa personal account of the consignee. It is prepared tor

ascertaining the amount due from the consignee. The consignee's account is debited with al
cash and credit sales effected by the consignee. The various expenses incurred hy the
consignee, the comntission charged by him as well as the-advance remitted by him are
credited to this account. This account usually shows adebit balance indicating the amount
due fram the consignee. At timesit may show credit balance, if the advance given by the
consignee is more than the sale affected by him. The balance revealed by this account is
shown in the balance sheet of the consignor, debit balance on the asscts side, and credit




balance an the liabilitiesside, unless the account is settled by the required remittance. Figure
10.4 showsthe proforma of Consignee's Account.

Figure 104
Consignee's Account
Dr. Cr.
Date Particulars Amount | Date Particulars ) ‘
Rs. I
To Consignment Afc XXX By Cash/Bank/Bills
(Cash and Credit Sales) Receivable Afe
‘ (Advance) XXX
By Consignment A/c XXX

(Consignee's Expenses)

By Consignment A/c XXX
(Consignee's Commission)

By Banks A/e or
Balance c/d

XXX XXXX

Look at Illustration 3 and see how varioustransactionsrelating to consignment are recorded
in the books of the consignor

[llustration 3

Bush Radio 4 Co,, Delhi sent on consignment to Chadda & Co., Calcutta 100 radio sets,
invoiced at Rs. 100 each on January 6, 1986. Bush Radio & Co. paid Rs. 1,000 on the same
day for despatching goods to the consignee. Consignee remitted Rs. 5,000as an advance by
bank draft on January 14. The consignee is entitled to acommission of 10% on the sale
proceeds. On receipt of goods the consignee paid Rs. 1,000 for freight and Rs. 500 for
godown charges.

On January 28, Chadda & Co. sent an Account Sales showing that the radio sets have
realised Rs. 200 each. He remits the amount due to Bush Radio & Co. PassJourna entries
and prepare ledger accounts in the books of the consignor.

Books of Bush Radio & Co., Delhi
JOURNAL

Dr. Cr.
Date Particulars L.F. Amount Amount

M. 6 Consignment to Calcutta A/c Dr. 10,000

To Goods Sent on Consignment A/c 10,000
(Being cost of consignment sent
to Chrdda & Co.)

6 Consignment to Calcutta A/c Dr. 1,000
To Bank A/c 1,000

(Being expenditure incurred

on despatching of goods)

14 Bank A/c Dr. 5,000

To Chadda & Co. 5,000
(Being receipt of an advnnce
payment from the consignee)

" 28 Consignment to Calcutta Afc Dr. 1500
To Chadda & Co. 1500
(Being expenses paid by the consignee)

T 28 Chadda & Co. , Dr. 20,000

To Consignment to Calcutta A/c 20,000
(Being the gross proceeds of
sdes made by tho consignee)

" 28 Consignment to Calcutta Afc Dr. 2,000
To Chadda & Co. 2,000
(Being commission payable on

sale proceeds)

Consignment Accounts |
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Jan. 31 Bank A/ 11,500 ‘
To Chadda & Co. : 11,500
(Being balance payment received
from theconsignee)
"3l Consgnment to Calcutta Alc 5,500 '
To Profit & Loss Ak 5,500
(Being Profit on consgnment
transferred to Profit & Loss Account) ,
" 3i Goods Sent on Consignment A/e 10,000 . ,
To Trading Alc 10,000
(Beinggoods sent an consignment
transferred to Trading Account)
LEDGER
Consignment to Cal cutta Account
Dr. Cr.
Date Particulars Amount *| Date Particulars Amount
1986 Rs. Rs,
Jan.6 | To Goods Sart 10000 |lam 28 By Chadda& Co. 20,000
. on Consignment A/c
"6 To Bak A/c 1,000
(Condgnor's Expenses)
" 14 ToChadha& Co 1,500
(Consignee's Expenses)
* 28| ToChadha& Co 2,000
(Consignee's Commission
"31 ToProfit & Loss Ale « 5,500
(Profit transferred) —
20,000 L 20,800
Goods Sent on Consignment Account
1986 Rs. 1986 By Consignment to Rs
Jan. 30| To Trading Alc 10,000 Jan. 6 CalcuttaA/e 10,000
Chadha & Co’s Account
- Rs. 1986 Rs.
1986 To Consignment to 20000 |Jam. 14| By Bak Ak 5,000
Jan. 28| Calcutta A/c (SaleProceeds) (Advance)
"28 By Consignmentto 1,500
. Calcuttaa/c (Expenses)
M 28] By Consignmentto 2,000
Cdlcutta A/c (Commission)
" 28| By Bank Ale 11500
(Balance received) :
20,000
_— 20,000

10.3.2 Books d the Consignee

The Consigheemainly prepares aconsignor's account in his books to find out what isfinally
due to the consignor. He recordsall transactionsrelating to the consignment first in the
Journal and then posts them tb-the relevant accounts (including Consignor's Account) in the
ledger. Thejournal entries passed by the consignee are:

1 Receipt of goodsfrom the éonsignor: Noentry is passed by the consignee when he
receives goods from the consignor because receipt of goods on consignment:does not
amount to purchasesof goods by him. He keeps them in his godown on behalf of the

consignor for which he usualy maintainsan Inwards Consignment Book.

2 Expensesincurred by theconsignor: No entry is passed by the consignee.




3 Advance made by the consignee ' ~ Consignment Accounts!

Consignor's A/c . Dr.
To Bank/Bills Payable A/c
(Being advance made by the consignee)

4-* Bill discounted by the consignor with the bank: Noentry is passed by consignee.

5 Sale of goods by the consignee

Cash A/c (cash sales) Dr.
Consignment Debtors A/c Dr.
(Credit sales) .

To Consignor's A/c .
(Being goods sold)

6 Expensesincurred by the Consignee: Being an agent of the consignor, al legitimate
expensesincurred by the consignee related to the consignment are to be reimbursed by
the consignor, the entry will be:

Consignor's A/c Dr.
To Cash/Bank A/c
(Being expenses incurred on consignment)

7' Commission dueto the consignee: Thisshould include all typesof commissions due
to the consignee: The entry will be
Consignor's A/c Dr.

To Commission Afe
(Being commission due on sales)

8 Return of goodsto the consignor: No entry will be passed in the books of the
consigneeas no entry was passed & the time of receipt of the goods.

9 Payment received from debtors

Cash/Bank A/c Dr.
To Consignment DebtorsA/c
(Being amount collected from debtors)

10 Bad debtsincurred

a) .If consigneedoes not get del credre commission al bad debts have to be borne by
the consignor himsetf. The entry will be.

Consignor's A/c Dr.
To Consignment Debtors A/c
, (Being bad debts on consignment)

b) If del credre commissionis paid to the consignee, the bad debtsare to be borne by
him. The entry will be:

Bad Debts A/c Dr.
To Consignment Debtors A/c
(Being bad debts incurred on consignment)

11 When the bills payableaccepted in favour of consignor ismet on the duedate:

Bills Payable A/c Dr.
ToBank A/c
(Being bills payable honoured)

12 Remittanceln final settlement v

Consignor's Afc Dr.
To Cash/Bank Account
To BillsReceivable Account

(Being payment of the balancedue to the consignor)

17
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13 Unsold stock in possession of the consignee: No entry will be passed for unsold
goodsin the books of the consigneeas no entry is passed when he received goods
from the consignor.

14 Profit or Loss on consignment: No entry is passed for profit or |oss on consignment
as the consigneeis not concerned with it.

The Consignee dso prepares ledger accounts after passingal the journal entries. The
Consignor's Account and Commission Account are the two important accounts prepared by -
the consignee in his books. Of course, he will also do the postings to the other accounts such
as Consignment Debtor's Account, Consignment Expenses Account and Bills payable
Account, etc. But theseare df lessimportance, hence not discussed here.

I Consignor's Personal Account: Thisisthe main account in Consignee's ledger which
is prepared for working out the amount due to the consignor. Whatever amount he
receives from salesdof goodsis credited to thisaccount. All expenses incurred by the
consigneein relation to consignment, the commission due to him, and the advance given
by him to the consignor will be debited to this account. Further, if the consignee does not.
get del credrecommission, the bed debts on account of credit sales are also debited to
the Consignor's Account. The balanced this account indicates the amount payable to
the consignor. Thisaccount is just the oppositeof the Consignee's Account in the books
of theconsignor. The profonnad the Consignor's Account is given in Figure 10.5

Figure 10,5
Consignor’s Parsond Account
Dr. Cr.
R— e
Date Particulars Amount | Date Particulars Amount
Rs. Rs.
To Bank/Cash Afc XXX By Bank Afc XXX
(Consignee's Expenses) (Cash Sales)
To Bank/Bills Payable Afc XXX By Consignment Afc XXX
(Advance) (Credit Sales)
To Commission Afc XXX : By Bank A/c (Balance XXX
(Consignee' sCommission) remitted)
XXX } Coxxx
. ) E —

2 Commission Account: Thisis nomina account. It shows the income earned by the
consigneefor the services rendered by him. All types of commission whether, ordinary
or specid, dueto the consignee is credited to this account. The Commission Account
will bedebited with had debts if the consigneeis to bear such loss because of del credre
commission. The proforma df the commission Account isgiven in Figure 10.6

Figure 106
Commission Account
Dr. Cr.
Rs. l , ) I “Rs.
To Bad DebtsAkc XXX By Consignor's Afc
) (Consignee'sCommission)
To Profit & Loss Afc XXX

XXX

S )

Taking thedata of INlustration 3let us see how transaction related to consignment will be
recorded in the booksaf the consignee,




Books of Chadha & Co. Consignment Accounts |

JOURNAL
! Dr. Cr.
Date Particulars ' L.F, Amount Amount
1986 Rs Rs.
Jan. 14 Bush & Co. D. 5,000
To Bank Afc 5,000
(Being advance pad by the consignee) )
" 15 Bush & Co. . 1,500
To Cash/Bank/A/c 1,500
(Being expenses incurred on consignment)
» 28" Bank A/c D. 20,000
To Bush & Co. - 20,000
(Being cash saleson consignment)
» 28 Bush & Co. 2,000
To Commission A/c D. 2,000
{Being commission due on goods sold)
"3l Bush & Co. D. 11,500
ToBank Alc - 11,500
(Being balance payment made)
LEDGERS
Bush & Ce’s Account
Dr Cr
Date Particulars A;wunt | Date Particulars Amount
Rs. 1986 Rs
Jan. 14| ToBank Afc 1,500 Jan. 31| By Bank A/c (Sales) 20,000
© " 14| ToBank A/c (Advance) 5,000
" 141 To Commission A/c 2,000
141 10 Bak Al (Baance) 11,500
20,000 20,000
Commission Account
1986 Rs. 1986 - Rs.
Jan, 31| To Profit & Loss A/c 2,000 Jan. 28| By Bush & Co. 2,000

Check Your Progress C
1 Fillinthe blanks.
i) All expensesincurred by the consigneeare ... 10 CONsignment Account.

i) When the defective goods are returned by the consignee, the consignor debitsit to
weneners AcCOUNt.

iii) When thereis no del credre commission, bad debts ate borne by the ...........
iv) Consignment Account issimilar to .......... Account.
v) Consignee passes........ entry for closing stock.
vi) Commission Accountisa........... Account.
2 Explain why the consignee does not passany entry for
a) Goods sent on Consignment
b) Profit or loss on consignment, and
¢) Closingstock.
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10.4 LET USSUM UP

Consignment is akind of arrangement where the manufacturer or a trader sends goods to his
agents for sale to small traders or consumers. The agents sell goods on behalf of the
manufacturer or the trader. The person who sends the goods is called the consignor and the
person to whom the goods are sent is called the consignee. The rel ationship between the
consignor and theconsigneeis that of a principal and an agent.

While sending goods to the consignee, the consignor sends a proforma invoice which gives
full details about the goods consigned. After the goods have been sold, the consignee
prepares an Accouht Sales, giving full details about the number of units sold, the price at
which they have been sold, and the expenses and commission due to him.

The consignee isentitled to commission for the services rendered to the consignor. The
commission can be ordinary or specia commission.

In order to work out the profit or loss on each consignment and the amount due from each
consignee, the consignor prepares Consignment Account, Goods Sent on Consignment
Account and Consignee's Personal Account in hisledger for each consignment. The
consignee, on theother hand, mainly prepares two accountsin his books viz., Commission
Account and Consignor's Personal Account.

This helps him to know the amount due to the consignor and his income from commissions.

10.5 KEY WORDS

A,'cccunt Sales: A statement submitted by the consignee to the consignor giving account of
the sale proceeds, details of various expenses incurred, and the commission due to him.

Consignee: A person to whom the goods are sent on consignmeat basis.

Consignment: Goods sent by a producer or a trader to his agents for sale on their behaf and
at their risk.

Consignor: A personwho sends the goods to his agents on consignment basis.

Del Credre Commission: Commission paid by the consignor to the consignee for bearing
therisk of bad debtsarising out of credit sales made by him on behalf of the consignor.

Over-riding Commission: It isthe commission over and above the normal commission
paid to the consignee for extra services provided by him or excess pricerealized by him.

Proforma Invoice: A statement prepared by the consignor and sent to the consignee giving
details of goods consigned.
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0.7 ANSWERSTO CHECK YOUR PROGRESS

A 1 &)t b)i <)ii dyii
2 i) Falseii) Tmeiii) True iv) False v) True
B 3 1) Errorsand Omissions Excepted.

if) Del Credre Commission iii) Recurring iv) security
v) Non-recurring




C

1 i) debited ii) Goods Sent on Consignment Consignment Accnunts |
iii) Consignor iv) Trading and Profit & Loss Account.
v) no vi) nominal ¢

10.8 TERMINAL QUESTIONS/EXERCISES

Questions

1
2

"Consignment is the same thing as sd€"". Discuss.

What isan 'account sales? How do you prepare it? State how it is useful to the
consignor?

Distinguish between

a) Non-recurringand Recurring Expenses

b) Ordinary Commissionand Del Credre Commission

¢) Account Sales and invoice

Exercises:

1

'X' & Co. Bombay consigned 250 Weston T.V. setsto ‘'Y’ & Co. Banglore. Each T.V.
set costsRs. 7,500. Y & Co. received the consignment and sold the sets as follows:

160 T.V. setsat Rs. 9,000 each on cash basisand
90T.V. setsat Rs. 10,500 each on credit basis

The consignor allowed 5% normal commission and 2-1/2% del credre commission to
the consignee on the sales effected by him. Computetotal commission dueto Y & Co.

(Answer: Normal Commission Rs. 1,19,250; Del Credre Commission Rs. 59,625)

Harish & Co. Lucknow, consigned goods valued at Rs. 1,25,000 to Dinesh Enterprises,
Ahmedabad. Harish paid Rs. 1,800 towardsfreight, insurance and carriage, Dinesh
received the consignment and accepted a bill for Rs. 50,000. He paid Rs. 1,500 for
freight, Rs. 2,200 for carriage and godown rent, and Rs. 2,500 as salesman's salaries.
The consigneeis allowed to take 7% commission on the total saes. Consigneesold all
goodsfor Rs, 1,68,000. Balance owed by Dinesh was remitted by a bank draft. Prepare
an Account Sales.

(Answer: Balance due from the consignee: Rs. 1,00,040)

On January 1, 1987 Gopal Enterprises, Hyderabad, sent 50 radio setsto Rakesh & Co.,
Bombay invoiced at Rs. 1,200 per set and incurred the following expenses in relation to
the consignment: dock dues Rs.2,000; customs duty Rs.1,000 and frieght Rs.2,3Q0,
Rakesh & Co. remitted Rs.20,000 by bank draft on January 5, 1987. It sold all the sets
a Rs 1,500 each by January 31, 1987 and incurred Rs. 2,500 as godown rent.
Commissionisallowed at 5% on sales, The consignee sent the Account sale and
enclosed a bank draft for the balance.

Journalisethe above transaction in the booksof the Consignor and the Consignee. Also
prepare necessary ledger accounts and cal culate the profit on consignment.

(Answer: Profit on consignment Rs. 3,450; Balance due from the consignee
Rs. 48,750)

Krishnaof Bombay consigned goods costing Rs. 2,50,000 to Kajriwal of Jodhpur.
Krishnapaid Rs. 1,500 for carriage and Rs. 5,250 for freight and insurance. Kajriwal is
entitled to acommission of 5% on all sales in addition to 2% ddl credrecommission.
Krishnadrawson Kajriwal a bill for Rs. 80,000, payable two months after date, which
thelatter accepts. The hill is discounted with the bank for Rs. 79,000. An Account sale
is received from Kajriwal stating that the goods had been sold for Rs. 3,10,000 (Rs.
1,60,000 on credit and Rs; 1,50,000 for cash), whileexpenses incurred by him were:
unloading Rs. 1,250; gadown rent Rs. 2,500 insurance Rs. 500. A bank draft was
enclosed for the balance due. Kajriwal could not recover Rs. 2,500from a customer to
whom goods were sold on credit.

Pass Journal entriesin the books of the consignor and the consignee and prepare ,
necessary ledger accounts. . 21
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Hints: .-
i)y Discount will not be debited to consignment Account

il) Bad Debtswill be borme by the Consignee and debited to his commission
account.
iii) Del Credre commission iscomputed on total sales.

(Answer: Profit on consignment Rs. 27,300; Amount due from consignee Rs. 2,04,030.)

Note  These questions will help you to understand the unit better. Try to write answers
for them. But do not submit your answersto the University. Thesearefor your
practice only.
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11.0 OBJECTTVES

After studying this unit you should be able to:

e record consignment transactionsdirectty in the ledger accountsaf the consignor and the
consignee

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

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

.11.1 INTRODUCTION

In Unit 10 you leamt about the basic accounting framework relating to the goodssent on .
cohsignment basis i.e., 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 goodsare
sold out. In practice you will find that at the time of submitting the Account Sales, some
goads may remain unsold. Then, thereisalso a possibility of losswhilethe goodsarein
trangit or while they are lying 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. You will also learn about the treatment of
normal and abnormal losses which may take placein transit or 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 consignment Account, the
@ads 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 10 you leamt that all transactionsrelating to consignment arefirst recorded in the
Journal and then posted into the above mentioned ledger 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 these accounts directly.

You should debit the Consignment Account-with the cost of goods consigned, expenses
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