Hire purchase& instalment

Points to be remember:( hire purchase system)

· Cash is paid on instalment with interest 
· Get possession of the asset immediately on agreement or after the payment of down amount / initial pay

· Get ownership of the asset after payment of final instalment 

· Hire purchaser is treated as deemed owner of the asset and he can claim depreciation on the asset      ( substance over form)

· Hire purchase price = cash price + interest 
· Cash price is considered in the balance sheet asset side at full cost

· Interest on hire charges should be charged in P&L A/C  periodically

· In the case of default of instalments hire vendor can repossess the asset. The profit or loss on repossession shall be considered or transferred to profit & loss a/c

Instalment purchase system

· Cash is paid on instalment with interest 

· Get possession of the asset and ownership of the asset immediately after the agreement 

· Hire purchaser becomes owner of the asset immediately therefore he is a legal owner of the asset not a deemed owner

· Instalment price = cost price+interest

· Asset is disclosed at cash rice in balance sheet
· Interest is treated as revenue and charged to P&L a/c periodically

· In case of default,hire vendor shall not repossess the asset but he can recover the amount by filing a suit

Important terms:
1. Cash price =cost of the asset

2. Down payment =initial payment without interest 

3. Hire purchase price=cash price+interest

4. Hire purchaser= buyer of the asset

5. Hire vendor= seller of the asset
ACCOUNTING TREATMENT
3 methods

1. cash price system
     
2. debtors method 
3. stock and debtors method
Method-1
CASH PRICE METHOD:

It involves 1. Calculation of periodical interest 


     2. journal 

     3. ledger

     4. Disclosure
1. Calculation of periodical interest: 
	s.no
	particulars
	A
	B
	A+B=C

	years
	
	Cost(A)
	Interest (B)
	Hire purchase price(c)

	
	Cost of the asset                   xxx
	
	
	

	
	-down payment                  (xxx)
	Xxx
	Nil
	xxx

	
	Balance                              xxxx
	
	
	

	I
	Payment                            (xxx)
	xxx
	Xx
	Xxx

	
	Balance                              xxxx
	
	
	

	II
	Payment                            (xxx)
	xxx
	Xx
	Xxx

	
	Balance                              xxxx
	
	
	

	III
	Payment                            (xxx)
	xxx
	Xx
	Xxx

	
	Balance                              xxxx
	
	
	

	IV
	Payment                            (xxx)
	xxx
	Xx
	Xxx

	
	Balance                              xxxx
	
	
	

	V
	Payment                            (xxx)
	xxx
	Xx
	Xxx

	
	Balance                              nil
	xxxx
	Xxx
	xxxx



Interest              hire purchase price

Cash price or cost of the asset

Indicates that amounts related to payments column

Note : before going to solve the table refer below personal notes:
PERSONAL NOTES:

1. Generally  there are four alternatives(A)  to calculate the periodical interest

A1.  A&B are available calculating “C”
A2. Available C&B calculating “A”

A3. Cash price i.e “A” is not available but c is available (APPLY REVERSE METHOD)

A4. If rate is not given (APPLY OUTSTANDING LIABILITY RATIO METHOD)

 HERE outstanding liability ratio means 

If with equal amounts
If no of instalments are 3with equal amounts then ratio=3:2:1

If no of instalments are four with equal amounts then ratio =4:3:2:1

 If without unequal amounts then based on balance amount

Eg: unequal amount ratio (instalments amount) =40000,35000,20000 then ratio =40:35:20

 Total liability = balance: balance: balance  where balance= total liability-ist year paid next balance = total liability-2nd uyear paid and so on......
METHOD-2

Debtor’s method or HP trading method:
·  It is also called as “ hp trading method”

· It is applicable to hire purchase vendor

· This method is applicable when transactions are very high but the value is very small

· Hire purchase profit is ascertained by preparing hp trading a/c with loading or with cost.

List of ledgers to be prepared

1. Stock with shop a/c

2. Cost of goods sold a/c

3. Hp sale a/c

4.  hp stock a/c

5. Hp debtors a/c

Accounting treatment:
 Step -1 Anlaysis of instalments:

	Opening stock with shop
	xxx

	Add: purchases
	Xxx

	Less: closing stock with shop
	(xxx)

	Less cash price sales ( s.p-profit)
	(xxx)

	Cost of goods sold


	xxx

	Add: loading
	xxx

	Hp sales
	Xxx



	Add: opening stock with debtors (UMI)
	Xxx

	Less closing stock with debtors (UMI)
	xxx

	Add/less: repossession 
	Xxx

	HP debtors
	Xxx



	Add: opening matured instalments
	Xxx

	Less :Closing matured instalments
	xxx

	Add/less: repossession
	Xxx

	Bank /cash

	xxx


Bal fig. Cost of goods sold

Stock with shop a/c
Bal fig. Hp sales
            Cost of goods sold a/c
          Bal fig. Hp debtors


Hp stock a/c
          Bal fig. Bank
                                 Hp debtors a/c

Personal notes:
1. Repossessed goods should be excluded from the above table in relevant places with hp price

2. Relevant place includes :

3. i. Reduced from closing stock with shop if already included

ii. if stock with debtors (if instalments not due not paid for repossessed goods)

iii. from hp debtors (if instalments due but not paid for repossessed goods)

	step :2 ledgers
	
	
	
	

	
	
	
	
	
	

	DR
	
	stock at shop a/c
	
	CR

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To bal b/d
	xxx
	 
	by cost of goods sold a/c (b/f)
	xxx

	 
	To purchases
	xxx
	 
	by bal c/d
	xxx

	 
	 
	xxx
	 
	 
	xxx

	 
	 
	 
	 
	 
	 

	DR
	
	cost of goods sold a/c
	
	CR

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To stock with shop a/c
	xxx
	 
	 
	 

	 
	To loading a/c
	xxx
	 
	by HP sales (b/f)
	xxx

	 
	 
	xxx
	 
	 
	xxx

	DR
	
	HP sales a/c
	
	CR

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To cost of goods sold a/c
	xxx
	 
	By Hp stock a/c 
	 

	 
	 
	 
	 
	(Stock with debtors)
	xxx

	 
	 
	xxx
	 
	 
	xxx

	DR
	
	hp stocka/c
	
	CR

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To opening bal 
	xxx
	 
	By Hp debtors
	xxx

	 
	To Hp sales a/c
	xxx
	 
	by bal c/d
	xxx

	 
	 
	xxx
	 
	 
	xxx

	DR
	
	hp debtors a/c
	
	CR

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To opening bal 
	xxx
	 
	By bank a/c
	xxx

	 
	To Hp stock  a/c
	xxx
	 
	by bal c/d
	xxx

	 
	 
	xxx
	 
	 
	xxx

	
	
	
	
	
	

	
	
	
	
	
	


Personal note: the above ledgers are optional in debtors method but compulsory in stock & debtors method.
Step 3: HP result:

For calculating HP profit or loss there are 2 alternatives

1. HP trading a/c (with loading)

2. HP trading a/c (with cost)

	DR
	
	Hp Trading  a/c (loading)
	 
	
	CR

	
	for the year ending-----------
	

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To bal b/d
	 
	 
	BY bank 
	xxx

	 
	IDNP (MI)
	xxx
	 
	by stock reserve( opening)
	xxx

	 
	INDNP(UMI)
	xxx
	 
	(loading)
	 

	 
	To HP sales 
	xxx
	 
	by loading (hp sales)
	xxx

	 
	(cost+loading)
	 
	 
	by repossessed goods
	xxx

	 
	To HP expenses
	xxx
	 
	(agreed value or S.P)
	 

	 
	To expenses on goods repossessed
	xxx
	 
	BY Bal c/d
	 

	 
	TO stock reserve (closing)
	xxx
	 
	IDNP (MI)
	xxx

	 
	To Hp profit (b/f)
	xxx
	 
	INDNP(UMI)
	xxx

	 
	 
	 
	 
	 
	 

	 
	 
	xxxx
	 
	 
	xxxx

	 
	 
	 
	 
	 
	 

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	DR
	
	Hp Trading  a/c (loading)
	 
	
	CR

	
	for the year ending-----------
	

	Date
	Particulars
	amount(rs)
	date
	particulars
	amount(Rs)

	 
	To bal b/d
	 
	 
	BY bank 
	xxx

	 
	IDNP (MI)
	xxx
	 
	by repossessed goods
	xxx

	 
	INDNP(UMI) (at cost)
	xxx
	 
	(agreed value or S.P)
	 

	 
	To HP sales (at Cost)
	xxx
	 
	BY Bal c/d
	 

	 
	To HP expenses
	xxx
	 
	IDNP (MI)
	xxx

	 
	To expenses on goods repossessed
	xxx
	 
	INDNP(UMI) (at cost)
	xxx

	 
	 
	 
	 
	 
	 

	 
	To Hp profit (b/f)
	xxx
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	xxxx
	 
	 
	xxxx

	
	
	
	
	
	


· Note :  the above two accounts will give same HP profit
· Loading a/c is also called as HP adjustment a/c

· MI- Matured Instalments
· UMI- Un matured Instalments

· IDNP-Instalments due but not paid 

· INDNP –Instalments not due not paid
Calculation of UMI if not given

Total instalments

xxx

Less: collected instalments
(xxx)

Less: Matured instalments
(xxx)

Less: repossessed 

(xxx)

Un matured instalments
xxxx[image: image1.png]



Payment =cost+interest; interest = balance*rate of interest








For doubts clarification please contact shilpa.kushulu@gmail.com
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