Accounts of Non-trading Additional Information :
Concerns, Depreciation, -y The club has50 memberseach paying an annual subscription of Rs. 25. .

Provisionsand Reserves i) , . .
i1) On December 31, 1988 salaries outstanding amounted to Rs. 200 and salaries

paid included Rs. 100 for the year 1987.
iii) Provide'5% depreciation on land and building.

Hint ; Total Subscriptions for the year 1988 50 x 25= 1250

L ess Subscriptions received duri}lg 1988 1000

Subscription Outstanding in 1988. 250

(Answer " Excessof Expenditure over Income Rs. 300; Balance Sheet Total
Rs. 11,950)

5 'The following is the Receipts & Payments Account of Ajmer Literary Society for
theyear ended December 31,1988.

Rs, Rs.
To Balanceb/d 12,500 By Salaries i 2,500
"To Subscriptions 52,500 By Printing & Stationery 1,250
To Annual Day Receipts 49.300 By Annual Dry Expenses> p 11500 .
To Interest . 2,500 By Sundry Expenses 4,500
By Investments 75,000
By Postage & Telegrams 2,200
s _ By Repairs 6,340
By Balance ¢/d | 1351?
T;;é(—)o - ' 176,800

Additional Information :

i) Buildingson 1.1.1988 wasworth Rs. 50,000 Depreciation is to be charged @
5%.

i) Number of members was 2,000. Annual subscription was Rs. 25 per member.

iii) Other items :

Asen Ason

1.1.1988  31.12.1988

Rs. Rs.
Outstanding Subscription 1,000 1,500
Investments 5,000 80,000
Annual day receipts outstanding — 250
Annual day expenses owing ' — 2,500
Prepaid Printing & Stationery . _ 300

You are required to prepare an Income & Expenditure Account for the year ended
December 31, 1987 and a Balance Sheet as at that date.

L . "Hint: Tota income from subscriptions for 1988 is Rs. 50,000, of this, Rs. 1,500is till
P outstanding.

i Hence the amount received for 1988 should be Rs. 48,500, The actual
amount received isRs. 52,500 (which includes Rs. 1,000 for 1987)
HenceRs. 3,000 (52,500— 1,000~48,500) isto betreated as subscriptions
received in advance,

Answer : Surplusof Income Rs. 69,060;
Total d B/S Rs. 1,43,060).
Capltal Fund Rs: 68,500).

. Note These questionswill help you to understand the unit better. Try io write
24 © answersfor them. But do not submit your ansvers to the University. These are
" for your practice onlyﬁ , e :




UNIT 19 ACCOUNTS OF NON-TRADING
CONCERNS - T

Structure

19.0 Objectives

19.1 Introduction

19.2 Preparation of Income & Expenditure Account and Balance Sheet

19.3 Preparation of Receipts & Payments Account from Income & Expenditure
Account

19.4 Preparation of Balance Sheets from Receipts & Payments and Income &
Expenditure Accounts

19.5 Find Accounts of Professionals

19.6 Let UsSum Up

19.7 Some Useful Books

19.8 Answersto Check Your Progress

19.9 Termina Questions/Exercises

19.0 OBJECTIVES

Aftes studying this unit you should be able to :
@ prepare Income & Expenditure Account and Balance Sheet from a Trial Balance
@ prepare Receipts & Payments Account from Income & Expenditure Account
" @ prepare opening and closing balance sheets from Receipts & Payments and
" Income & Expenditure Accounts
@ preparefina accounts of professionals

19.1 INTRODUCTION

In Unit 18 you learnt about the preparation of final accounts of non-trading concerns
which consists .of the Receipts & Payments Account, the Income & Expenditure
Account, and the Balance Sheet. | n most cases, you are given the Receiptsand
PaymentsAccount and you have to prepare the Income & Expenditure Account and
Balance Sheet. But, sometimes, you are given the Income & Expenditure Account
with some additional information from which you have to prepare the Receipts &
Payments Account and the Balance Sheet. In some cases, you are given the Receipts
& Payments Account aswell asthe Income & Expenditureand you may be required
to prepare the opening and closing Balance Sheets. In thisunit you will learn how
the required statements are to be prepared from thegiven information. In addition
you will alsolearn about the preparation of thefinal accounts of professionalslike
doctors, solicitors, etc, whose main job isto provide sowne personal service as
consultants and not involved in trading d goods.

k9.2 PREPARATION OF INCOME & EXPENDITURE
ACCOUNT AND BALANCE SHEET

You havelearnt that the Income & Expenditure Account and the Balance Sheet is

usually prepared with the help of a Receipts & Payments Account and some

additional information. Y ou have also learnt about the treatment of variousitems of

incomeand expenditure which arc peculiar to non-trading concerns. L ook at

Illustration 1. Thismay help you to revise the preparation of Income & Expenditure

Account and Balance Sheet from the Receipts & Payments Account and additional

information. 75




Accounts of Non-trading lustration 1

gfgvﬁgjsgnegke;ﬁi\?; From the following Receipts & Payments Account and additional information
supplied, prepare the final accountsof aclub for the year ended December 31,1988.

Receipts and Payments Account
for theyear ending Decemnber 31, 1988

Dr. Cr.
Rs. Rs.
ToBalance b/d 14,000 By Tournament Expenses 2,200
To Donationsfor Building 16,000 By Furniture Purchased 4,000
To General Donations 400 By Curtains 1,600
ToLegacies 12,000 By Crisckery 800
ToSaleof Old Furniture 159 By Sport!; Materials 2,400
(hook value Rs, 160) By Sdlaries 2,600
ToEndowment Fund 20, 000 By Honorarium 5,200
ToSale of Newspapers 800 By Charitics 16,000
To Sale of Old By Advertisements 500
Sports Material ‘ 160
. s
To Advertisements in the . :!' By Rent and Taxes 2,800
Year Book | 380 | -
To Proceeds of Concerts 2,400 By Advancesfor Construction of  *
Building 10,000
To Subscriptions By Entettainment Expenses 2,900
1987 1,200 By Payment to Creditors d . .
1988 28,000 last year 800
1989 1,600 By Electric Installation Expenses 6,000 1 j
30, 800 fl.‘ ,:
By Libraiy Books 1,600 .
To Tournament Fund 3,000 iy Newspapers 2,600
By Postage o : o 400
By Bar Purchases and Expenses 300 .
By 7% Investments Purchased on |
July 1, 1988 20,000,
By Balance c/d 16,910
1,03,510 1,03,510

Additional I nformation :
i) Balance on December 31,1988.

SportsMaterials 200
Bar Stock , 240
Podage - 40
Furniture 3,160

1i) Subscriptionsoutstartding on December 31, 1988
were Rs. 1,4004hd Saariesoutstanding on the
satne date wereRs. 100,

ili) Salaries paid included Rs, 160 for 1987 and Rs. 20
for 1989. _

iv) investment included investments out of Building

« Donations Rs. 16,000,
26 ' v) Furnitureisto be depreciated by 10%.



Solution : Accountsof Non-trading

I ncome and Expenditure Account Qncerns =11
for the year ended December 31, 1988
Dr. Cr.
Rs Rs.
ToLosson Sale of Furniture 10 By General Donations 400
ToSalaries 2,600 By Sdle d Newspaper 800
Add Salaries By Sale of Sports Material 160
outstanding
for 1988 L0 By Advertiseraents in the
! > 700 Y ear Book 3,800
Less Salaries ' By Concert Proceeds 2,400
: By Subscriptions 28,000
outstanding -
for 1987 160 Add Sulqscrlptlon
: : outstanding
LessSalaries for 1983 1400
prepaidin1988 20 2520 29,400
] .
| "To Honararium 5,200 By Interest on Investments 140
(7% for6 month on Rs. 4,000)
ToCharities 16,000 By Excessof expenditure
over income 2,650
ToDepreciation on
Furniture 700
ToAdvertisements 500
ToRent and Taxes 2,800
To Entertainment Expenses 2,900
To Newspapers 2,600
ToPostage 1300 .
Less Stock 40
1,360
To Bar Purchases 3,200 '
Less Bar stock 240 2.960
ToSports
Material 214'00
Less Stock 200 2 200
39,750 39,750
Balance Sheet for the year ended December 31, 1988
D. Cr.
Rs. Ra.
Capital Fund 17,400 Cash 16,910
Less Excessof Furniture 7,160
Expenditure
over income 2,650 14,750 L ess Sale 160
Endowment Fund 20,000 i
7,000
BuildingFund 16,000 Less Dep. 700
' . —_— 6,300
Add Interest on Crockery ‘ 800
Investment Curtains 1,600
from Building Advance for Construction of
Fund 560 16.560 Building 10,000
Legacies T 12,000 Electric Installations 6,000
Tournament Fund 3,000 Library Books 1,600
] Las'l"é)uman;x"ent 2900 Investments ~ 20,000 ’27
XPENSES &, 800 Stock of SportsMaterial 200 . :




Accounts of Non-trading Subscriptions received Bar Stock 249

Concerns, Depreciation, in advance 1,600 {  Postage 4
Provisionsand Reserves Subscription cutstanding 1.4
Salaries paidin advance 20
Interest Accrued
on Investient W
Salaries Ouistanding 100
65,810 65.810
Working Notes :

Dalance Sheel as on December 31, 1587

Rs. | Rs.
Creditors RUO Caslt in hand 14,000
Salary Outstanding l 160 Subscription outstanding 1,200
Capital Fund 17,400 Furniture - 3,160
(balancing figure)
18.360 18,360

Notes : 1 Donetions for building being donations for specific purpose have beer<redited to Building
Fund and shown as such on the liabilities sice.

2 Investment of Rs. 200011include Rs 16,004) out of building fund. Hence, Rs, 560 d theincome
from investments (7% or Rs. 16,000 for & months) has been added to building fund and the
balanee (Rs. 140) has been credited to Income and Expenditure Account.

3 The towl amount d income from investments (Rs. 700) is cutstanding and has been shown on
the assels side,

4 T.epucics and endowment fimnd have been capitalised.

In lllustration | the Income & Expenditure Account and Balance Sheet have been
prepared from the Receiptsand Payments Account as per the usua practice.
Somietimes you may be asked to prepare these statements from the Trial Balance
itslf US isthe case with trading concerns. In fact; thereisnothing peculiar about it.
Yot: aready knowhow lo prepare the Profit & L0SS Account and the Balance Sheet
from a given Trial Balance. Follow the same procedure for the préparation of the
Inconte & Expenditure Account and Balance Sheer. Look at Illustration 2 and see
how they are prepared from agiven Trail Balance.

THustration 2

FromtheTria Balance of the Allahabad Club given below, prepare the Income and-
Expenditure Account of the club and also its Balance Sheet asat December 31, 1987. -
Depreciate Furniture by 10% and billiard table by 20%. Subscriptions amounting to
Rs, 500 were in arrears.

Trial Rolnoce

Dr. Cr.
Rs. Rs,

Furnitute 5,000 Membership Subscriptions Co2am

Rilliard Table and Sundry Receipts 34800,

Accessories ‘ t

Chinn GlassCutlery 666, Sale of Tickets 6,468

Repairs - 1,468 Creditors 5,200

Salaries & Wages | 45M Entrance Fee ' ' 896

Cash at bank 9,600 Capital Fund

Cashin hand 348

Rent & Telephone 6,388



Fuel & Light 3,236
Entertainnent 4,380
Sundries 3,200
Annual Dinner t,520
Debtors 2,340
45,170 45170
Solution~
' Allahabad Club
Income and Expenditure Account
for the yenr ended December 31, 1987
Dr. Cr.
o Bs. us.
To Repairs 1,468 3y Subseriptions
To Salaries & Wages 4,524 )
To Kent & Telephone 6,388 Received 21,120
Add Qutstanding 500
ToFuel & Light 3,236 e 21.620
To Sundries 3,200 Ry Bule of Tickets 6,408
To Annual Dinner 1,520 By Sundry Reeeipts 3,486
To Entertainment 4,380 By Entrance Fee B96
To Depreciation '
Furniture 500
Billard Table 500
1,000
To Excess of Income over
Expenditure 6,754
32,470 32,470
Balance Sheet of Allahabad Club
ns on December 31,1987
Rs.” Rs.
Sundry Creditors 5,200 Cashin hand 348
Capital Fund : Cash at hank 9,600
Qpening Balance 8,000 Debtors 2,340
Add Excess of Subscriptions
Income over 6.754 Outstanding 560
Expenditure 14,754 Furniture 5,000
L ess Depreciaiton 500 '
4,500
Billard Table 2,500
L ess Depreciaiton 500 .
2,000
China Glass and Cutlery 666
19,954 19,954

Acconnts of Non-trading
Concerns-11
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Accounts d NorHrading
Concerns, Depreciation,
Provisonsand Resarves

193 PREPARATI ONOF RECEIPTS & PAYMENTS
ACCOUNT FROM INCOME & EXPENDITURE
ACCOUNT

Y ou have learnt that the Receiptsand Payments Account is the summary d Cash
Book. It commenceswith the opening cash and bank balances, showsall receipts
and paymentsmade during the year, and endswith the closing cash and bank
balances. While recording the receiptsand payments in this account, no distinction is
made between capital and revenueitemsas both are to beincluded. Similarly,
whether the amount received or paid relates to the current year the preceding years
or the followingyears, it isfully recorded in the Receipts and Payments Account.
You know it is prepared normally with the help of Cash Book and Ledger (or the
Trial Balance). But, sometimes, you may be asked to prepare it from the Income
and Expenditure Account and some additional information. In such asituation, you
must remember that the Income and Expenditure Account shows those itemswhich
are of revenuenature and recordsonly such amountswhich relatesto the current
year. The capital items and the receiptsand paysaents relating to the preceding and
thefollowing yearsare to be excluded. Then, it dsoincludesthe amounts of expenses
and incomeswhich are yet to be paid or received (outstanding). Hence, while
calculating the amount of each receipt and payment on the basis of the respective
incomeand expenditureasgivenin the Income & Expendiure Account, you will
have to make necessary adjustmentsin their amounts. Let usclarify thiswith the
help of an example. Suppose, the Income and Expenditure Account for the year
ending December 31, 1988 shows theincome from subscriptionsas Rs. 9,000 which
includesRs. 800 for subscriptionsoutstanding at the end and Rs. 600 for
subscriptionsreceived in advanceduring 1987. It isalso observed that during 1988
Rs. 700 was receivedfor subscriptionsrel ated to 1989 and Rs. 400 for subscriptions
outstanding at the end of 1987. Now-the amount received on account of
subscriptionsduring 1988 will be worked out asfollows:

Rs.

| ncone from subscriptions 9,000

Lessoutstanding at the end 800

_ o 8,200

Add outstanding at the beginning 400

8,600

Less subs. receivedin advanced during 1987 600

- | 8,000

Add subs. receivedin advance during1988 700

Amount of subs. received.during 1988 8,700
S——e

Thus, you will notice that for calculating the amount of subscriptions received we
make adjustmentsin the income from subscriptions which are just the reverse of
what we would do while calculating the income from subscriptions with the help of
thefiguregiven in the Receiptsand Payments Account and the additional
information, Thisappliestod| itemsdf receiptsand payments.

Look at Illustration 3 and see how theamount of each item of receipt and payment
has been completed and the Recei ptsand Payments Account prepared.

Rustration 3

The Income and Expenditure Account of Lion's Club, Delhi for the year ended
December 31, 1988 isgiven below.




Incame and Expenditure Account
for the year ending Yrecember 31,1988

Dr Cr.
Rs. Rs.
ToSdaries 4,000 By Subscriptions 7:500
To General Expenses 1,250 By Entrance Fees | 500
To Audit Fees 250 By Specia Contribution for
Annual Dinner 1,060
To Secretary’s Allowance 1,000 By Profit on Special show 500
To Srationery & Printing 450
To Annual Dinner Expenses 1,200
To Interest and other
charges 150
'Tu Depreciationon Sports
Equipment 300
To Excess d Incomeover
Expenditure 900
—
9,500 9,500
The followingadjustments were made while preparing the foregoing account
Rs.
Subscriptionsoutstanding (1.1.1988) 500
Subscriptionsoutstanding (31.12.1988) 250
Subscriptionsreceived in advance (1.1.1988) 400
Subscriptionsreceivedin advance (31.12.1988) 600
Saariesoutstanding (1.1.1988) 500
Salariesoutstanding (31.12.1988) 300

Insuranceprepaid (included in General Expenses) on 31.12.1988 was Rs. 100, The
auditfeesfor1988isstill unpaid and the audit feesfor 1987 amounting to Rs. 100
has been paid during 1988.

The Club owned freehold premisesvalued at Rs. 10,000. The club aso had sports
equipment valued at Rs. 2,500 ason 1.1.1988. The sports equipment in stock ason
31.12.1988 wasfor Rs. 2,700. During 1988, the club had taken aloan of Rs. 2,000
from a bank which was unpaid till theend of the year.'Cashin hand amounted to
Rs. 3,100 at the end of the year.

Prepare the Receipts and Payments Accounts for the year ended December 31,1988
and the Balance Sheets as at the beginningand at theend d the year 1988.

Solution :
Receipts & Payments Account
for theyear ended December 31,1988
Dr. - Cr.
E Rs.
ToBdanceb/d 100 By Salaries(2) 4,200
(balancingfigure) By General Expenses(4) 1,350
o Entrance Fees 500 By Audit Fees (3) _ 100
To Subscriptions(1) 7,950 By Allowanceto Secretary . 1,000
ToBank Loan 2,000 By Annual Dinner Exp. 1,200
To Specid contributian 1,000 By Stationery & Printing ‘ 450
for Annual Dinner

Acoounts of Non-trading
Concerns—11
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Accounts of Non-trading To Protit on Special Show 500 By Interest and other charges 150
Concerns, Depreciation, By Eqmpmm}& () 500
Provisions and Reserves By Balancec/! 31110
12,050 12.050
Balance Sheet

as on Januwary 1, 1968

& s, {
Advance Subscriptions 400 Cash in hand 100
Salary Outstanding 500 Subscription Outstanding 500
Audit Fee Outstanding 100 Freehold premises 10,000 :
Capital Fund 12,100 Sports Equipment 2,500 5
(balancing figure)
i
13,100 13,100
Balance Shect
as on Deceinber 31, 1988
= e Rs: Rs.
Advance Subscriptions 600 Cash in hand 3,100 .
Salary Outstanding 300 Subscription Outstanding 250
Audit Fee Outstanding 250 Prepaid Insurance 100
Bank Loan 2,000 Freehold Premises 10,000
Capital Fund Sports Equipment 2500
Balance 12,100 Additions 500
Add Surplus 3,000
of current year 901 13.000 LessDepreciation 300
- —— 2,700
16,150 , 16,150
Working Notes: *
1 Subscriptions
. Rs.
Subscriptions as per Income & Expenditure Account ‘ 7,500
L ess Outstanding at the end 250
. . 7,250
LessReceived in advance during 1987 400
Add Outstanding at the beginning 6,850
500
Add received in advance for 1989 during 1988 7,350
600
Subscription received during the year 7,950-
i 2 Salaries : _ =
i Salariesas per Income/Expenditure Account 4,000
Add Outstanding at the beginning 500

32




-
4.500. Accountsa Non-trading

LessSalariesOutstanding at the end 300 Concerns ~ I
Salariespaid during the year 4,200
3 Audit Fee Rs.
Audit feesas per Income & Expenditure Account 250
Less Outstanding e the end 250
00D
Add Outstanding at the beginning 100
Audit feespaid during the year 100
4 General Expenses Rs.
Genera Expensesas per Income & Expenditure Account 1,250
Add Insurance Prepaid at theend ~ 100
General Expenses paid during the year . - 1,350
5 Sports Equipment Purchased Rs.
Sports equipment in stock at the beginning 2,500
LessDepreciation during the year -300
Sportsequipment in stock 2,200

Theactual stock of sports equipment at the end is Rs. 2,700. It means sports
equipment amounting to Rs. 500 was purchased during the year.

19.4 PREPARATION OF BABANCE SHEETSFROM
RECEIPTS & PAYMENTSANDINCOME &
EXPENDITURE ACCOUNTS

Sometimesthe Receipts & Payments Account aswell asthe Income & Expenditure
Account aregiven and you may be required to prepare the opening and closing
balance sheets. In such asituation, you will have to ascertain the opening and closing
balances of various items by making item-wise comparison of the Receipts &
PaymentsAccount and the Income & Expenditure Account. Thiswilll helpyou
mainly to ascertain the amounts of various outstanding and prepaid expensesand
incomes. Asfor thefixed assets, the opening balances are generally given under
additional information. Their closing balancescan be easily ascertained by taking
into account the additons (and disposal, if any) madeduring the year as givenin the
Receipts & Payments Account and after adjusting the amount of depreciation as
given in thelncome & Expenditure Account. Look at Illustration 4 and see how the
opening and closing balance sheets have been prepared after ascertaining the i
opening and closing balances o all itemsinvolved.

' Mustratior 4
The Secretary df an Education Society submitted to you the following Receipts &

PaymentsAccount and the Income & Expenditure Account for the year ended
March 31,1988

3
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Receipts arid PaymentsAccount
for the year ending Mnrch 31,1988

Dr. Cr.
Rs. Rs.
To Badance bld 450 By Printing 75
To Interest ) . By Advertisement 141
1986-87 100 By Staff Salary 1,300
1987-88 150 By Furniture Purchased 670
— 20 By Rent 520
To Tuition Fees By Misc. Expenses 110
1987-88 1000 By Baancec/d 1,374
1988-89 100 .
" — 1,100
To Entrance Fees :
1987-88 420
"To Membership Fees:
1986-87 300
1987-881, 150
1988-89 390
1,840
To Miscellaneous income 120
4,190 4,190
Income nnd Expenditure Account
for the year ending March 31, 1988
Dr. Cr,
Rs. Rs,
To Printing 80 By Tuition Fees 1,100
To Advertiserment 150 By Membership Fees 1,150
To Rent 600 .| ~ By Miscellaneous Income 130
To Staff Salary 1,200 By Interest 160
. To Misc. Expenses 110
To Depreciation on )
Furniture 100
To Excessd Income over
Expenditure, 300
2,540 12,540

The Society had thefollowing assets on 31.3.1987.

Investrents Rs. 4,000
Furniture Rs. 1,000
ReferenceBooks Rs. 500
Prepare the Balance Sheet o the Society ason March 31, 1987 and March 31, 1988.
]
Solution : .
Balance Sheet
asonMareh 31,1987
Rs., Rs,
Cepital Fund 6,330 Cashin hand 450
(balancing tigute) Investment , 4,000
Interest Accrued 100
Membership Fees Accrued 300
Reference Books 500
Fumityre 1,000
6350 6,350
‘ ‘ o




Balance Shest
as on March 31,1988

Rs. Rs.
Tuition Feereceivedin Cashin hand 1,374
advance (2) 100
Member ship Feesreceived Investment 4,000
in advanced 390
Printing Outstanding 5 Interest Accrued (1) 10
AdvertisementOutstanding 9 Tuition FeesAccrued (2) 100
Rent Outstanding 80 Staff Salary paid in advance(3) 100
Capital Fund ReferenceBooks . 500
ason 1.1.1987 6.350 Furniture 1000
Add Entrance Fees (4) 420 LessDepreciation 100
Add Excessof Income ' _ 900
over expenditure 300 Add Furniture
— 7.070 Purchased 670 1,570
7,654 7,654
Working Notes -

1 Thelncome & Expenditure Account showsinterest income of theyear for Rs. 160
whereasthe Receipts & Payments Account shows receipts o Rs. 150 during the
year. The difference of Rs. 10 represents interest income due but not yet received,
hence shown on assets side.

2 Incomefrom tuition fees as per the Income & Expenditure Account isRs. 2,100.
The Receipts & Payments Account revealsthat Rs. 100 wasreceived for the next
year (received in advance) and Rs. 1,000for 1987-88. It meansthe tuition feesof
Rs. 100 0 1987-88isstill outstanding. Hence, it has been shown assuch in the
ClosingBalance Sheet.

'3 The payment of staff salariesis Rs. 1,300whereas the expenditure under thishead
isRs. 1,200 only. Hence, tho excess paid relateseither to the previous year or the
succeding year. Thereisno evidenceto show that there wasany outstanding
amount last year. Hence, it is presumed that the salary paid in excessrelates to the
next year i.e., it isreceived in advance.

4 Theentrance feesreceived during the year has not been shown asincomein the
Income & .Expenditure Account. Hence, it isassumed that intention isto
capitaiseit and so it isdirectly added to the capital fund.

Check Your i’rogress A
1 Tick thecorrect answer.

i) The Income & Expenditure Account shows an income from subscriptions at
Rs. 20,000. Subscription accrued at the beginningd the year and at the end of the
, year were Rs, 2,000 and Rs. 3,000 respectively. Thefigure of the subscription
received appearing in the Receipts and Payments Account will be
a) Rs. 19,000
b) Rs. 22,000
0 Rs. 20,000

it) Thelncome & Expenditure Account shows salaries and wages as Rs. 24,000.
Salary paid for the previous year amounting to Rs. 2,000 and outstanding for the
current year amounted Rs. 3,000. The amount of the salaries and waggs shown
in Receipts and Payments Account will be
a) Rs. 23,000
b) Rs. 24,000
¢) Rs. 22,000

i=]

......
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b

iil) Stock of Sports material at the beginningof the year is Rs. 3,000. Stock of Sports
material after 50% depreciationis Rs. 2,200at the end of the year. Thefigure o
the purchased sports material in Receipts & Payments Accounts will be
a) Rs. 1,300
b) Rs. 1,600
¢) Rs. 1,400

2 From the extractsgiven belowfind out the value of Buildings, Furniture and
Instrurnentswhich will be shown in the opening Balance Sheet.
¢

Receiptsand f’aymems Aceount

Dr. Cr.
Rs. Rs,

To Balance By Payments :
Furniture purchased 1,000
. Instruments purchased 2,000

Income and Expenditure Account

Dr. Cr.
Rs R.
To..cvres By..........
ToDepreciation
Building @ 24 % 5,000
Furniture @ 10% 400
Instruments @ 20% 1,200

Depreciation on all assets has been worked out for thefull year.

3 Fifl in the blanks

i) The procedurefor the preparation of Incomed& Expenditure Account from
Trial Balanceissame as that of the preparation of,...Account from Trial
Balance.

ii) While calculating the amount of subscription to be shown on the receiptsside
d Receipts & Payments Account the figureof outstanding subscription at the
end of the cuirent year will be....... ....the income fromsubscriptionsas per

Income & Expenditure Account.

iti) By comparingthe Income & Expenditure Account with the Receipts &
Payments Account one can ascertain the amountsof........ ,and......... expenses
and incomes.

iv) For calculating the amount of closing fixed assets the adjustments made in the
opening balance are in respect of additionsand disposalsto the fixed asset
during the year and the amountd..........

s

19.5 FINAL ACCOUNTS OF PROFESSIONALS

The professionalslikedoctors, solicitorsetc., whose main jobisto provide personal
serviceas consultantsand not trading in ggods, maintain books of account like a
non-trading concern. They prepare their tinal accountsaso in the same manner. The
only differencerelatesto the Income & Expenditure Account whichin caseof -+ .
professionals iS trrmed as 'Receipts & Expenditure Account’.. It isso becausethey |

!




account for their income on cash basis though the expenses are included on accrual
bass. In other words, they take into account the outstandingexpenses, but not the
outstandingincomes. They adopt cash basisfor recqrding incomeson the ground
that their debtors are of a very uncertain nature so that afee may not be considered
asearned until the cashisreceived. Not only that, the professionalscan not file suit

for recovery of their fees.

Thereare two methodswhich can be adopted with regard to the outstandingfees of
theprofessionals: (i) ignore theamount of outstandingfeesaltogether i.e., do not
include itin theincomesat all, or (ii) includeit first in the income as outstanding fees
and then make-provisionfor doubtful debtsequal to 100%d thisamount. The
second method isconsidered better because the outstandingfeesis duly brought into
account. Asfor the Balance Sheet, the outstandingfees areshown on the assetsside
and 100% provision for doubtful debtsisdeducted therefrom thus:reducing its.

amount to nil.

Look at Illustration5 and see how thefinal accountsof a professional are prepared.

Tliustration 5

Dr. Sandeep Gupta, a medical practitioner has furnished thefollowing information
for the year ended March 31,1988. He requestsyou to ascertain hisincomefor the
year and a0 to prepare a Balance Sheet ason that date.

Balances As on As on
1.4.87 31.3.88
Rs. Rs.
Outstandingbillsof patients 100 . 250
Provision’for doubtful debts 100 250
Furniture 1,200 1,300
Equipment 3,500 4,600
Scooter 4,000 3,600
Stock of Medicines 600 450
Suppliers hillsoutstanding 200 500
Dispensary expensesunpaid 300 AQD
Receiptsnnd Payments Account
for the year ending March 31, 1988
Dr. Cr,
Rs. Rs.
ToBalanceb/d 300 By Suppliers' hills paid 3,200
ToVisitingFees 600 ByDispensary Expenses 1,600
To Consultation Fees 1,000 By Furniture purchased 150
To Receiptsfrom Patients 9,600 By Equipment purchased 1,200
By Scooter Expenses 800
By Private Expenses 4,000
By Balancec/d 550
11,500 11,500

The Scooter was used for private pur osesaso. Half df the expenses (including
ted as professional expenses. Medicines

depreciation) on scooter areto betr

'costing Rs. 50 were donated to refug

used for private purposes.

relief fund and medicinescosting Rs. 20 wer e
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Accounts of Non-trading Solution :
Coucerns, Depreciation,

Provisonsapd Reserves Receiptsand Expenditure Account
for the year ended March 31,1988
Dr. Cr.
l " Rs. Rs
ToCost o Medicines Used 3580 | ByReceiptsfrom Patients 9,600
. Add outstanding at theend 250
T o Dispensary Expenses 700 T
" . 9,850
To Depreciation Less Outstanding
Furniture 50 | a the beginning 100 9,750
Equipments 100 P
. 150 "
To Scooter Expenses 600 By Visiting Fees 600
To Donation . 50 By Consultation Fees 1,000
To Provisionfor
doubtful debts 250
Lessold
provision 100
150
T o Surplus (Income) 5,120 -
11,350 ‘ 11,350
.‘.\‘w—.r
BalanceSheet ason March 31, 1988
Rs. Rs.
Suppliers bill outstanding 500 Cashin hand 550
Expenses outstanding 400 Outstanding billsof
‘ patients 250
Capital 9,100 Less provisions
of doubtful debts 250
Add Surplus 5,120 —
Stock of Medicines * 450
14,220 ‘ Furniture. 1,300
Less Drawings 4,620 Equipments 4,600
- 9,600 Scooter " 3,600
I
10,500 - 10,500
Working Notes:
1 Cost of MedicinesUsed : - ~
a) Calculation of medicingSpur chases:
Suppliers’ Ale
Dr. ) Cr.
Rs Rs.
To Cash received from 3,200 By Baance b/d 200
suppliers ol
ToBaancec/d 500 By Purchases 3,500
(balancing figrue)
. . ' ) ‘-
. 3,700, ). . 3,700
8. . .




b) Cdculation of Cost of Medicines Usd

Rs.
Opening Stock 600
Add Purchases 3,500
4,100
LessClosing Stock 450
3,650
LessMedicines donated 50 )
LessMedicinesused personally 20 70
Cogt d Medicines used 3,850
2 Caculationof Dispensary Expenses:
Rs.
Pad 1,600
Add Outstanding at theend 400
2,000
Less: Outstandingat the beginning 300
1,700
3 Caculation of Depreciation
a) FurnitureAse
Rs.. .
To Balanceb/d 1,200 By Depreciation 50
(balancing figure)
To Cash (purchases) 150 By Batance c/d 1,300
A
1,350 1,350
b) Equipment A/c
. Rs, - Rs.
To Baanceb/d 3,500 By Depreciation 100
o (balancing figure)
To Cash (purchases) 1,200, - By Balance ¢/d 4,600
4,700 4,700
4 Calculationd Scooter ExpensesCharged to
Receiptsand Expenditure Account :
Rs'
Cash Expenses 800
Add Depreciation
(4,000— 3, 600) 400
1200
Less1/2 for private use 600
Charged to Recei ptsand Exependiture Account 600 -
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Acoountsof Non-trading 5 Provisonfor Doubtful Debtsis to beequal 1o the outstanding bills of patientsfor Rs.
Concerns, Depreciation, 250. Since the provisonsfor doubtful debtsis dready Rs 100, therefore, it has been
Provisonsand Reserves  * ra al to Rs 250 by creating additiond provisonsfor Rs 150. The oustanding bills

at the beginning are trested &s received. '

G Caleulation of Opening Capitd

Opening BalanceSheer
Rs, .
Suppliers Bills due 200 Cashin hand T 300
Expenses Unpaid 300 Outstanding Bills of
Patients 100
Capital 9,100 LessProvision
(balancing figure) for Doubtful Debts 100
Stock of Medicines 600
Furniture 1,200
Equipment 3,500
Scooter 4, 000
9,600 9,600

ol 19.6 LET USSUM UP

Incase d non-trading concerns, we normally prepare the Income and Expenditure
Account and the BalanceSheet.from the Receiptsand Payments Account and other
informations. These statements can also be prepared from a Trial Balance, if given,
Sometimes, however, the Receiptsand Payments Account itself may have to be
prepared from the Income and Expenditure Account and other information. | nsuch
asituation, each item of receipt and payment will have to be worked out by making
necessary adjust:nents in the respectiveincomesand expenses. The capital receipts
and capital paymentswill aso haveto befound out andincluded in the Receipts and
Payments A ccount. The opening and closing balancesd cash and bank may be
taken from the opening and closing balance sheets.

P I'n some cases, the Receiptsand Payments Account aswell asthe Income and
0o Expenditure Account are givenand theopening and closing balance sheetsmay ~ «
: have to be prepared. This would require a comparisonof each item of receipt and
payment with each respectiveitem of income and expenditure so asto work out the
outstanding amounts and the advance payments.

The professional like doctors, solicitorsetc., also keep their accounting recordsin
the same manner asthe non-trading concernsdo. Of course, instead of Income and
Expenditure Account they prepare the Receipts and Expenditure Account because
they account for their professional feeson cash basisand not on accrual basis as they
dofor expenses.
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19.8 ANSWERSTO CHECK YOUR PROGRESS

A 1i) aii) aiii) ¢
2 BuildingRs. 2,00,000
FurnitureRs. 3,000
Instruments Rs. 4,000

3 iv) Profitand Loss, ii) deducted from, iii) outstanding, prepajd, iv) depreciation

19.9 TERMINAL QUESTIONS/EXERCISES

Questions

1 State the stepsinvolved in the preparati on o Recei pts and Payments A ccount
from the Income and Expenditure Account. Give examples.

2 Why isan Income and Expenditure Account termed as Receipts and Expenditure
Account in case of professionals?How do they account for the outstanding fees?

Exercises:

1 Delhi Cricket Club provides gou the following Receipts and Payments Account
for the year ended June 30,1987

Receiptsnnd Payments Account

Rs. Rs.
To Balancein hand 150 By Salaries and Wages 8, 700
To Bdance at bank 4,200 By Sports Equipments purchased 1,500
To LifeMember's Fees 2,000 By Stationery & Printing 1,500
To Admission Fees 500 By Maintenanceof Ground 2,100
~ ToSubscriptions By Prizes awarded 400
1985-86 400
. 1986-87 11,300 By Investments (against donation
1987-88 600 for building) 3,000
12, 300 By Balancein hand . 320
ToSded old Balsand Bats 300 By Balance a bank 5, 430
To Interest on Prize Fund
Investments{@ 5% 50
ToDonationsfar Building 3 -000.
'22,950 22,950
Additional Information :

1 The cdlub possessad on July 1,1986, leasehold d aground valued at Rs. 10,000 and
gports equipments at Rs. 1,000. On that date, it d 0 owed Rs. 800 for salariesand

wages.
~%“The bats and balls sold during the year had no book value.

-
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3 Invetments againg the donatién for building were made on Jamuary 1, 1987 and
consisted of Rs. 3,500, 4% Government loan. ,

4 Subscriptionsfor 1986-87 outstanding were Rs. 500. 50% of the sports equipments
as< June 30,198 7isto be written off.

5 Rs. 700 of gationery and printing isto be carried forward.

Hint Investment of PrizeFund isRs. 10,000 i.e.,

-%}9 x 500 = 10,000

(Answer : Excessof Income over Expenditure.Rs. 550;
total of Balance Sheet asat June 36,1987

Rs. 31,270, and Balancetotal asat July 1, 1986

Rs. 25, 750;Capital Fund F5. 14, 950)

2 Prepare a Receiptsand Payments Account for the year ending December 31, 1B 7
and a Balance Sheet as on that date from the following informations:

Income and Expenditure Account
for the year ending December 31, 1987

To Maimcnan;:c; of
Playground

To Rent & Rates

To Stationery

To SportsMateriat Used
To Salarics

To Surplus of Income

Rs. : Rs.
4,060 By Subscriptions ) - 10,500
300 By Entrunce Fees 600
150 By Safe of Sports Material 100
2,200 By Entertainment © 600
© 440
4,450
11,800 _ 111,800

Additional Information :

Cach at Bank

Stock of SportsMaterial
J'ournament Fund
Donation for Building
Stationery in S ock
EntranceFee Fund

Soores Material (including purchases) was to be written of by 50%.
(Answer : Closing Balance Rs. 330600; Total of B/S Rs. 33,250).
3 The following particularsrelateto the None such SportsClub.

Income end Expenditure Account
for the year ended December 31 1987

4

On 1,1.1987 On 31.12.87

6,000 9
3,000 ?
2,000 800
— 20,000
400 450
— 600

ToSdlaries

ToPrinting and Stationery
ToAdvertising

To AuditingFees

ToFirelnsurance

—

1,500 By Entrance Fees 500
2.200 By Subscriptions 25,600
1,600 By Rent ** 4,000
500 :

- 1,000 ,




To Depreciation
on sportseqpt. 8.000
on furniture 1.000

To Excessof Income
over expenditure

\

14,300

30,100

30,100

Receipts amd Payments Account
for the year ended December 31, 1987

To Balance b/d
To Entrance Fees

" To Subscriptions
7 1986
" 1987
1988

To Rent reeceived

Rs.

600
25,000
400

3,500

34,200

By Salaries
By Printing & Stationery
By Advertising

By Fire Insurance

By Investments

By Balancec/d

Es,
1,000
2,600
1,600

1,200

20,000
7,800

34,200

The assetson January 1, 1987 included Club ground and Pavilion Rs. 44,000; Sports
Equipment Rs. 25,000; and Furniture & FixturesRs. 4,000; Subscriptionsin arrear
on that datewere Rs. 800. Preparethe Balance Sheetsason December 31,1986and

1987.

(Answer : Total of Balance Sheet on 31.12.1986 — Rs. 78,000;
Total of Balance Sheet on 31.12.1987 — Rs. 93,700)

4 Asa March 31,1988 the following balances have been extracted from the books
o thelndian Chartered AccountsRecreationClub and you are asked to prepare
(DTrading Account for ascertaining gross profit derived from running bar and
dining room and (2) income and Expenditure Account for the year ended March,
31, 1988 and (3) a Baance Sheet as  that date.

Debit Balances

Credit Balances

Stock-in-hand
Bar—(1.4.87)
Dining Room (1-4-87)

Purchases-Bar .
Dining Room

Rent

Wages

Repairs and Renewals
Fuel and Light

Misc. Expenses
Cash in hand

Cash at bank
Fixed Deposit
Sundry Debtors

1,080

24, 660
32,370

10, 470
18, 690
5,400
5,280
4,050

2.760
8,500
2,250

Receipts— Bar
Dining Room

Subscriptions

Billiard's Receipts
Sundry Receipts

Interest on Fixed Deposit
Sundry Creditors

Grant from Institute
(permanent)

Income and Exp. Ale
(1.4.87)

39, 150
48,510

9,450

7,300
410
270

5,370

42, 000

1,380
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Accountsof Nen-trading . Chinaglass, cutlery &linen 600

L. i

Fixturesand Fittings 870
Furniture 4,140
Club Premises 30,000
1,53,840 ' 1,53,840

On March 31,1988stock of bar and dining room consisted of Rs. 900 and Rs. 60
respectively. Provide depreciation Rs. 60 on fixturesand fittings, Rs. 3900n billiard
table and Rs. 560 on furniture.

(Answer : Excessd income over expenditure—Rs. 2,950 :
Total o BalanceSheet Rs. 51,700)

5 Dr. lodine commenced practice as an eye-speciadistinvestingRs. 25,000 in

equipment on January 1,1987. The Receiptsand Payments Account for the year
was asfollows:

Receiptsand Payments Account

Receipts . Amount Payments Amount

Rs. R.
T ToFees 50,000 By Rent 3,000
T o Miscellaneous Receipts 100 By Salaries to Assistants 7,500

To Equipment Sold 2,000 By Journals 1,000

By Library Books 3,000

By Equipments Purchased 4,000
By Drawings 12,000

By Balance

at bank 21,500
in hand 100

52,100 52,100

Rs. 1500 of the feeswas till outstanding. Equipment was sold and purchased on
October 1, 1987; thecost of the equipment sold being Rs. 3,000. Depreciation on

equipmentis20% and on Library Books5%. Salariesto assistants outstanding
Rs. 1,000. Prepare the Receipts & Expenditure Account and the Balance Sheet
relating to 1987.

(Answer : Surplus Rs. 31,850; Total of Balénce Sheet Rs. 45,850).

Note These questions will help yau to understand the unit better. Ty to write
answersfor them. But do nat submit your answersto the University. These are

for your practiceonly. -
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UNIT 20 DEPRECIATION - I

Structure

20.0 Objectives
20.1 Introduction
20.2 What isDepreciation?
20.3 Depreciation and other Related Concepts
20.4 Causes of Depreciation
205 Objectives of Providing Depreciation
20.6 Factors Influencing Depreciation
20.7 Methods of Recording Depreciation
20.8 Methods for Providing Depreciation
20.8.1 Fixed Instalment Method
20.8.2 Diminishing Balance Method
20.8.3 Difference between Fixed Instalment and Diminishing Balance M ethods
20.8.4 Change of Method
209 Let UsSum Up
20.10 Key Words
20.11 Some Useful Books
20.12 Answersto Check Y our Progress
20.13 Terminal Questions/Exercises

20.0 OBJECTIVES

After going through this unit you should be ableto :

define depreciation

distinguish depreciation from other related concepts

state the causes df depreciation

describe the objectivesd providing depreciation

state the factors influencing the amount of depreciation

explain the methods of recording depreciation

list various methods of providing depreciation

prepare accounts under fixed instalment and diminishing balance methods of
providing depreciation.

© o © ® & © © &

20.1 INTRODUCTION

While preparing final accounts yc . isave to providefor depreciation on all fixed
assetsso asto work out the correct amount of profit or lossfor the accounting
period. Adjustments usually contain an item asking you to charge depreciation on
variousfixed assets at some given rate and you know how to show it in final
accounts. In this unit we shall have a detailed discussion on depreciation and study
the basic factors influencing the amount of depreciation and various methods o
providing and accounting for the same.

20.2 WHAT ISDEPRECIATION?

You are aready familiar with the distinction between revenue expenditure and
capital expenditure. You are aware that when the benefit of an expenditureis
available beyond the accounting year (for one or more years) such an expenditureis
treated as capital expehditure and it often resultsin acquisition of an asset. Since
nany accountingyears are likely to receive benefitson account of the use-of such an
asset, the cost of investment must necessarily be allocated over the period of its
useful life and charged to the Profit and Loss Account. Allocation of the appropriate
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