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ConCEPT: &

I. Cash Price/ Sales Method

ACCOUNTING METHODS UNDER HIRE PURCHASE

S.No Particulars Books of Hire Purchaser | Books of Hire Vendor

1. On Agreement Asset A/c Dr. Hire Purchaser A/c Dr.
To Hire Vendor Afc To Sales/Asset Alc
(With Cash Price) (With Cash Price)

2. | On Making Down Payment | Hire Vendor A/c Dr. Cash & Bank A/c  Dr.
To Cash & Bank A/c To Hire Purchaser A/c

3. When Interest is due Interest A/c Dr. Hire Purchaser A/c Dr.
To Hire Vendor A/c To Interest Alc

4, When Instalment is paid Hire Vendor A/c Dr. Cash & Bank A/c  Dr.
To Cash & Bank A/c To Hire Purchaser A/c

5. | On providing Depreciation* | Depreciation A/c Dr.
To Asset Afc No Entry

6. Closure of Depreciation A/c | P&LA/c Dr.
To Depreciation A/c No Entry

7. | Closure of Interest A/c P&L A/c Dr. Interest A/c Dr.
To Interest A/c To P&L Alc

*Note:-

However a concern may maintain Provision for Depreciation A/c instead of charging to Hire
Purchase Asset A/c. In such case entry will be:

Depreciation A/c Dr.

To Provision for Depreciation A/c

DISCLOSURE IN BALANCE SHEET

BALANCE SHEET OF HIRE PURCHASER

Liabilities Amount Assets Amount
Hire Vendor A/c x Hire Purchase Asset xx
(Creditor) Less Depreciation (xx) XX
BALANCE SHEET OF HIRE VENDOR
Liabilities Amount Assets Amount
Hire Purchaser A/c
(Debtor) xxX
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II. Interest Suspense Method

S.No Particulars Books of Hire Purchaser | Books of Hire Vendor
1. | On Agreement Asset A/c Dr. (CP) | Hire Purchaser A/c Dr. (HPP)
Interest Suspense A/c Dr. (Int) To Sales/Asset Ajlc  (CP)
To Hire Vendor A/c (HPP) To Interest Suspense A/c
(Int)
2. On Making Down Payment | Hire Vendor A/c Dr. Cash & Bank A/c  Dr.
To Cash & Bank A/c To Hire Purchaser A/c
3. When Interest is due Interest A/c Dr. Interest Suspense A/c Dr.
To Interest Suspense A/c To Interest Alc
4, When Instalment is paid Hire Vendor A/c Dr. Cash & Bank A/c Dr.
To Cash & Bank A/c To Hire Purchaser A/c
5. | On providing Depreciation* | Depreciation Afc Dr.
To Asset A/c No Entry
6. Closure of Depreciation A/c | P&L A/c Dr.
To Depreciation Afc No Entry
7. Closure of Interest A/c P&L A/c Dr. Interest A/c Dr.
To Interest Alc To P&L Alc
*Note:-

However a concern may maintain Provision for Depreciation A/c instead of charging to Hire
Purchase Asset A/c. In such case entry will be:

Depreciation A/c Dr.

To Provision for Depreciation A/c

DISCLOSURE IN BALANCE SHEET

BALANCE SHEET OF HIRE PURCHASER

Liabilities Amount Assets Amount
:-I;rl‘; r;:::;:ic ense (::) - Hire Purchase Asset xx
P Less Depreciation  (xx) XX
BALANCE SHEET OF HIRE VENDOR
Liabilities Amount Assets Amount
Hire Purchaser A/c XX
(-) Interest Suspense  (xx) XX
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(ONCEPT 3

DEFAULT AND REPOSSESSION

In a hire purchase agreement the hire purchaser has to pay up to the last instalment to obtain the
ownership of goods. If the hire purchaser fails to pay any of the instalments, the hire vendor takes the
asset back in its actual form without any refund of the earlier payments to the hire purchaser. This act of
recovery of possession of the asset is termed as repossession.

I. Complete Repossession

In case of complete repossession the hire vendor takes back the possession of all the goods.
All entries till the date of default are passed in usual manner. The additional entries are as follows:

Books of Hire Purchaser

S.No

Particulars

Journal Entry

1.

For Closing Hire Vendor’s Account

Hire Vendor A/c Dr.
To Asset Alc
(With Value appearing in Hire Vendor A/c)

For Closing Asset Account

Balance of Asset A/c transferred to P&L A/c
as Profit/Loss on surrender

Loss: Profit:
P&L A/c Dr. Asset A/c Dr.
To Asset Alc To P&L Alc

Books of Hire Vendor

S.No

Particulars

Journal Entry

On Repossession of Goods

Goods Repossessed Afc Dr.

To Hire Purchaser A/c

(With agreed value of goods repossessed if
given. If not given then consider value
appearing in Hire Purchaser A/c)

Note: In case agreed value given then balance
in Hire Purchaser A/c is Profit/Loss on
repossession transferred to P&L A/c

For Amount spent on reconditioning /
repair of repossessed goods

Goods Repossessed Afc Dr.
To Cash & Bank A/c

For sale of repossessed goods

Cash & Bank A/c Dr.
To Goods Repossessed A/c

For Profit/Loss on sale of repossessed
goods

Profit/Loss on sale transferred to P&L A/c

Loss:
P&L A/c Dr.
To Goods Repossessed A/c

Profit:
Goods Repossessed A/c Dr.
To P&L Alc
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I1. Partial Repossession

In case of partial repossession the hire vendor takes back the possession of a part of the goods.
All entries till the date of default are passed in usual manner. The additional entries are as follows:

/Surrender

Books of Hire Purchaser
S.No Particulars Journal Entry
1. For transfer of the agreed value of Goods | Hire Vendor A/c Dr.
Repossessed To Asset Alc
(With Agreed Value of Goods Repossessed)
2. | For Transfer of Profit/Loss on Default First find out the closing balance of Asset A/c*

Thereafter balance of Asset A/c is transferred
to P&L A/c as Profit/Loss on surrender

Loss: Profit:
P&L A/c Dr. Asset A/c Dr.
To Asset Alc To P&L Alc

* Closing Balance

Value as if there is no Repossession x Balance no. of Assets
Total no. of Assets

Same as in case of Complete Repossession

Books of Hire Vendor
S.No Particulars Journal Entry
1. | On Repossession of Goods at Agreed Goods Repossessed Afc Dr.
Value To Hire Purchaser A/c
(With agreed value of goods repossessed)
2./3./4.-
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