Important question & Assignment work
Advanced financial accounting

Class B.com 2"%sem.
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What is the difference between partners' capital account and current account?

How is the Profit and Loss Appropriation Account prepared in partnership accounts?
What is the treatment of goodwill when a new partner is admitted?

How is the change in the profit-sharing ratio accounted for in partnership accounts?
What is the procedure for the retirement of a partner in a partnership firm?

What is the difference between dissolution of a partnership and winding up of a
partnership?

Explain the principle of Garner vs Murray in the dissolution of a partnership.

What is the process of accounting for branch transactions in the books of the head office?
How are profits or losses allocated in departmental accounts?

. What is the accounting treatment when a partner is insolvent during the dissolution

process?

. What is the difference between a hire-purchase agreement and an installment payment

system?

How are hire-purchase transactions recorded in the books of the buyer?

How is interest calculated and recorded in a hire-purchase agreement?

What is the purpose of a royalty account in accounting?

How are royalty payments treated in the books of the lessee?

What is the role of TALLY accounting software in maintaining business accounts?
How do you create a company in TALLY?

How is a single-column cash book maintained in TALLY?

What are the steps to generate a trial balance in TALLY?

How can you generate a profit & loss account and a balance sheet using TALLY?

Long Question :-

Unit-1: Partnership Accounts

1.

2.

Explain the accounting treatment of goodwill in partnership accounts. How is it valued
and distributed when a partner is admitted or retires?

Discuss the method of preparing a Profit and Loss Appropriation Account. How does it
help in distributing profits among partners?

Describe the process of calculating and recording a change in the profit-sharing ratio.
How are adjustments made to the capital accounts of the partners?

Explain the accounting treatment for the retirement and death of a partner. Include details
about the final settlement and adjustments to capital accounts.

Unit-11: Dissolution of Partnership and Specialized Accounts

1.

2.

Discuss the procedure for dissolving a partnership. What are the steps involved in the
settlement of accounts between partners?

Explain the Garner vs Murray case and its implications for the dissolution process,
particularly in the case of partner insolvency.



Describe the preparation and maintenance of branch accounts. How do you account for a
foreign branch in the books of the head office?

Discuss the preparation of departmental accounts and explain how inter-departmental
transfers are treated.

Unit-111: Hire-Purchase, Instalments, and Royalty Accounts

1.

2.

Explain the accounting treatment of hire-purchase transactions. How do you record the
initial payment and subsequent installments in the books of the buyer and seller?

Discuss the process of calculating and recording royalty payments. How are under- and
over-royalties adjusted in the books?

Describe how hire-purchase transactions are treated in the financial statements of both the
buyer and the seller.

Explain the steps involved in accounting for a royalty agreement and the impact of
royalty calculations on both parties’ books.

Unit-1V: Computerized Accounting Using TALLY

1.

2.

Discuss the features and benefits of using TALLY software for accounting. How does it
simplify financial record-keeping?

Explain how TALLY is used to generate key financial reports such as the cash book, trial
balance, profit & loss account, and balance sheet.

Describe the process of recording a transaction in TALLY. What are the steps to ensure
accurate entries in the system?

How is inventory management handled in TALLY? Discuss the features and
functionalities related to inventory management and reporting.



Short question Answer

1.

10.

11.

Difference between partners' capital account and current account:

o Capital Account: Records the permanent investment of partners in the business. It is
affected by capital contributions, withdrawals, and share of profits or losses.

o Current Account: Records short-term transactions like drawings, interest on capital, and
share of profits or losses. It reflects the day-to-day financial dealings between the
partner and the firm.

Profit and Loss Appropriation Account in partnership accounts:
The Profit and Loss Appropriation Account is prepared after calculating net profit or loss. It is
used to:

o Allocate profits to partners based on the agreed profit-sharing ratio.

o Adjust interest on capital, interest on drawings, salary or commission to partners, and
any other agreed adjustments.

Treatment of goodwill when a new partner is admitted:
Goodwill can be treated in two ways when a new partner is admitted:

o Revaluation method: Goodwill is written up or down, and the share of goodwill is
adjusted between existing partners in their old profit-sharing ratio.

o Capital contribution method: The new partner pays for their share of goodwill, which is
distributed among existing partners in their old profit-sharing ratio.

Change in profit-sharing ratio in partnership accounts:

When the profit-sharing ratio changes, a revaluation of assets and liabilities is made, and
goodwill is adjusted. The partners’ capital accounts are adjusted based on their new profit-
sharing ratio.

Procedure for the retirement of a partner:

o The retiring partner’s capital account is settled.

o Any revaluation of assets and liabilities is done.

o Goodwill, if applicable, is adjusted.

o The remaining partners may buy out the retiring partner’s share.

Difference between dissolution and winding up of a partnership:

o Dissolution: Termination of the partnership agreement. Assets are realized, and
liabilities are paid.

o Winding Up: The process of distributing the remaining assets after settling liabilities. It is
a part of the dissolution process.

Principle of Garner vs Murray:

In the case of Garner vs Murray, when a partner is insolvent, the loss is shared by the solvent
partners in their old profit-sharing ratio if the partnership agreement does not provide
otherwise.

Accounting for branch transactions in the books of the head office:

Branch transactions are recorded by transferring the branch's transactions to the head office’s
books using the branch account.

Profits or losses allocated in departmental accounts:

The profit or loss of each department is calculated separately and then allocated based on
specific criteria, like sales, expenses, and allocation of common costs.

Accounting treatment when a partner is insolvent during dissolution:

If a partner is insolvent, their share of losses and liabilities is borne by the remaining solvent
partners, often in their profit-sharing ratio.

Difference between hire-purchase agreement and installment payment system:

Hire-Purchase: The buyer gets possession of goods immediately but the ownership transfers
only after the last installment is paid.

Installment Payment: The buyer makes payments in installments and typically becomes the
owner of the goods once the payments are completed.
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Recording hire-purchase transactions in the buyer’s books:

The goods are recorded at their cost price. The liability is recorded as a hire-purchase payable
account, with interest being charged separately.

Interest in a hire-purchase agreement:

The interest is calculated on the outstanding balance over the hire-purchase term. It is recorded
separately in the books of the buyer as part of the cost of the asset.

Purpose of royalty account:

A royalty account tracks payments made by a lessee (or licensee) to a lessor (or licensor) for the
right to use their intellectual property or natural resources.

Treatment of royalty payments in lessee’s books:

Royalty payments are recorded as an expense in the lessee’s books under "royalty expense."
Role of TALLY accounting software:

TALLY is used for maintaining financial accounts, managing inventory, generating reports
(balance sheet, profit & loss), and complying with tax regulations. It simplifies the accounting
process with automated features.

Creating a company in TALLY:

To create a company in TALLY, go to "Create Company" under "Gateway of TALLY." Fill in
company details such as name, address, financial year, and accounting method.

Single-column cash book maintenance in TALLY:

In TALLY, a single-column cash book can be created by selecting "Accounting Vouchers," and
then recording all cash transactions (receipts and payments).

Steps to generate a trial balance in TALLY:

To generate a trial balance in TALLY, go to "Gateway of TALLY," select "Display," then "Trial
Balance," and choose the desired date range.

Generating profit & loss account and balance sheet in TALLY:

To generate financial statements, go to "Gateway of TALLY," select "Display," then "Profit & Loss
A/c" or "Balance Sheet," and choose the date range.

Long Question Answer

Unit:-1

ANS 1. Accounting Treatment of Goodwill in Partnership Accounts

Goodwill is an intangible asset that represents the value of a firm's reputation, customer
relationships, and other non-physical assets that contribute to its earning potential. In partnership
accounts, the accounting treatment of goodwill comes into play primarily when there is an
admission or retirement of a partner.

Valuation of Goodwill:

Goodwill is typically valued based on various methods, with the most common being:

Average Profits Method: Based on the average profits of the partnership over a certain
number of years. The average profit is multiplied by a predetermined number of years to
determine the value of goodwill.

Super Profits Method: This method is used when the firm is earning more than the
normal rate of return on capital employed. The "super profit" (which is the excess profit
above the normal expected return) is capitalized by applying a multiple, and the result is
the goodwill value.

Capitalization Method: Involves capitalizing the future expected earnings, adjusting for
the risk and capital employed.



The specific method of valuation is often agreed upon by the partners or stipulated in the
partnership deed.

Treatment of Goodwill When a Partner is Admitted:
When a new partner is admitted, the treatment of goodwill involves:

1. Valuing the Goodwill: The goodwill is valued as per the agreed method.

2. Goodwill Contribution by the New Partner: The new partner is required to contribute
their share of goodwill, which is generally determined based on the profit-sharing ratio
and the value of goodwill. This contribution can be made either in cash or through capital
adjustment.

3. Distribution Among Old Partners: The new partner's contribution towards goodwill is
distributed among the existing partners in their old profit-sharing ratio. This means that
the goodwill created by the admission of the new partner is distributed to the old partners,
rewarding them for the goodwill they have generated.

Treatment of Goodwill When a Partner Retires:
When a partner retires, the treatment of goodwill is slightly different:

1. Valuation: Similar to when a new partner is admitted, goodwill is valued as per the
agreed method.

2. Adjusting the Retiring Partner’s Share of Goodwill: The retiring partner’s share of the
goodwill is settled. This is usually adjusted by debiting or crediting the retiring partner’s
capital account.

3. Adjustment Among Remaining Partners: The remaining partners may adjust the value
of goodwill by distributing the retiring partner's share in the agreed ratio, or the retiring
partner’s share can be bought out.

ANS 2. Preparation of Profit and Loss Appropriation Account

The Profit and Loss Appropriation Account is an extension of the Profit and Loss Account
and is used in partnership accounts to allocate the net profit or loss among the partners. This
account is prepared after determining the net profit or loss of the firm.

Steps to Prepare the Profit and Loss Appropriation Account:

1. Start with the Net Profit: The net profit from the Profit and Loss Account is transferred
to the Profit and Loss Appropriation Account.
2. Adjustments to Profit:

o Interest on Capital: Partners may receive interest on their capital at an agreed
rate, and this is deducted from the profit in the Profit and Loss Appropriation
Account.

o Partners’ Salaries or Commissions: If any partners are entitled to a fixed salary
or commission as per the partnership deed, these amounts are debited to the
appropriation account.

o Interest on Drawings: If applicable, interest on drawings may be credited to the
appropriation account.

o Share of Profits: The remaining profit after the above deductions is distributed
among the partners in the agreed profit-sharing ratio.

3. Any Other Adjustments: Any adjustments for items like goodwill or reserve funds as
per the partnership deed should also be made.



How the Profit and Loss Appropriation Account Helps:

The Profit and Loss Appropriation Account helps in distributing the profits and losses among the
partners as per the terms agreed in the partnership deed. It provides clarity on how each partner’s
share of the profits is calculated, taking into account:

Interest on Capital: Ensures partners with higher capital contributions receive
proportionate compensation.

Salaries and Commissions: Rewards partners based on their individual contributions to
the firm’s work.

Share of Profits: Ensures that the profits are split according to the agreed profit-sharing
ratio.

ANS 3. Calculating and Recording a Change in the Profit-Sharing Ratio

When there is a change in the profit-sharing ratio among the partners, it generally occurs due to
the admission of a new partner or a re-arrangement among the existing partners.

Steps to Calculate and Record a Change in the Profit-Sharing Ratio:

1.

2.

Agree on the New Profit-Sharing Ratio: All partners, including the new partner (if
applicable), must agree on the new ratio in which profits and losses will be shared.
Revaluation of Assets and Liabilities: The assets and liabilities of the partnership are
revalued to determine their current market value. This helps ensure that the existing
partners’ capital accounts reflect the actual value of their stake in the firm.

Adjustment of Capital Accounts: If the new profit-sharing ratio is different from the old
one, adjustments need to be made to the capital accounts of the partners. These
adjustments are based on the difference in the old and new ratios. This ensures that the
partners’ capital balances align with the new profit-sharing arrangement.

o IfaPartner Gains in the New Ratio: The partner receiving a higher share of
profits may need to pay an amount to the other partners. This payment is typically
made in cash or through the adjustment of capital accounts.

o IfaPartner Loses in the New Ratio: A partner who receives a smaller share of
profits may need to compensate the other partners, or the reduction in share can
be compensated by increasing the capital of the other partners.

Adjustment of Goodwill: Any goodwill created by the change in the profit-sharing ratio
is adjusted in the old profit-sharing ratio. The capital accounts of the partners may be
debited or credited to reflect the goodwill adjustments.

Final Adjustment: After all the adjustments to capital accounts and goodwill, the
partners’ capital accounts are updated to reflect the new profit-sharing ratio.

ANS 4. Accounting Treatment for Retirement and Death of a Partner

The retirement or death of a partner brings about significant changes in the partnership. The
accounting treatment involves several steps, including the settlement of the outgoing partner’s
dues, revaluation of assets, and adjustments to the capital accounts.

Process for Retirement of a Partner:

1.

Valuation of the Partnership: The assets and liabilities of the firm are revalued to
determine their current value. This ensures that the retiring partner's share is based on the
fair value of the firm.



Determining the Retiring Partner’s Share: The share of the retiring partner in the firm
is calculated based on their profit-sharing ratio, and adjustments are made for goodwill,
revaluation of assets, and liabilities.

Settlement of Dues:

o The retiring partner's capital account is credited with their share of the revalued
assets and liabilities.

o If the retiring partner’s capital account has a balance, they can be paid in cash or
other assets. If the partner’s capital account is in deficit, the remaining partners
may contribute to make up for the shortfall.

Adjustment of Goodwill: As in the admission of a partner, the retiring partner’s share of
goodwill is adjusted between the remaining partners in the old profit-sharing ratio.

Final Settlement: Once all adjustments are made, the capital account of the retiring
partner is settled, and the balance is either paid in cash or adjusted as agreed.

Accounting Treatment for the Death of a Partner:

1.

2.

4.

Revaluation of Assets and Liabilities: Just like in retirement, the assets and liabilities
are revalued at the time of the partner's death to determine the fair value of the business.
Calculation of the Deceased Partner’s Share: The deceased partner’s share of the profit
till the date of death is calculated and transferred to the partner’s capital account. The
profit can be apportioned on a time basis.

Settlement of Capital Account: The capital account of the deceased partner is settled
similarly to that of a retiring partner. Any due amount is paid to the deceased partner’s
heirs or representatives.

Adjustment of Goodwill: The deceased partner’s share of goodwill is treated in the same
manner as during retirement. It is adjusted among the remaining partners based on the
agreed ratio.

In both cases (retirement and death), the key elements to be adjusted are:

Goodwill,

Revaluation of assets,

Calculation of share in profits or losses, and
Final settlement of the capital account.

Unit:- 2

ANS 1. Procedure for Dissolving a Partnership and Settlement of Accounts
Between Partners

Dissolving a partnership means bringing the partnership agreement to an end and winding up the

business affairs. The dissolution of a partnership can occur voluntarily or through external factors like

the expiration of the partnership term or the death or insolvency of a partner. Here’s the procedure for

dissolving a partnership and the steps involved in the settlement of accounts between partners:

Steps in the Dissolution of a Partnership:

1.

Decision to Dissolve:
The partners mutually decide to dissolve the partnership. If the partnership agreement specifies
conditions for dissolution, these must be followed.



2. Notice of Dissolution:
A notice of dissolution should be issued to third parties, creditors, and other stakeholders to
inform them that the partnership is being dissolved. This helps stop further business
transactions and gives time for outstanding claims to be settled.

3. Realization of Assets:
Once the partnership is dissolved, the assets of the firm are realized (sold or converted into
cash). This includes:

o Sale of Fixed Assets: Property, plant, equipment, etc., are sold to generate funds.

o Collection of Debtors: Outstanding receivables are collected from customers.

o Disposal of Inventory: Any remaining inventory is sold off.

4. Settlement of Liabilities:
After realizing the assets, the firm settles its liabilities. The creditors are paid off in the order of
priority. If there is insufficient cash to pay all creditors, the partners must make contributions to
cover the deficit, depending on their profit-sharing ratios (unless otherwise agreed).

5. Adjustments for Goodwill, Reserves, or Debts:

o Goodwill Adjustment: Any goodwill, if applicable, is dealt with based on the agreed
upon method (e.g., adjusting in the capital accounts or paying off the departing
partner’s share).

o Adjustment of Reserves: If there are any reserves or profit-sharing arrangements, these
need to be adjusted.

6. Settlement of Capital Accounts:
After assets and liabilities are dealt with, the capital accounts of the partners are adjusted. The
final distribution of the remaining funds (after settling liabilities) is made to the partners
according to their capital contributions or agreed profit-sharing ratio.

7. Final Distribution:
The final step involves the distribution of any remaining funds among the partners, considering
their capital accounts. If there’s a deficit in a partner's capital account, the other partners may
have to bear the loss, depending on their agreement.

ANS 2. Garner vs Murray Case and Its Implications for the Dissolution
Process

The Garner vs Murray case (1936) is a landmark legal case in partnership law. It specifically deals with
how the losses are to be shared when a partner is insolvent during the dissolution of a partnership.

The Case Facts:

e The case concerned a partnership where one of the partners (Murray) became insolvent during
the dissolution process.

e Murray’s capital account showed a deficit, meaning that their liabilities exceeded the assets
they could contribute. The other partners (Garner and others) were forced to cover the
shortfall.

e The question arose regarding whether the solvent partners (Garner and others) could be
compelled to share the insolvent partner’s share of losses.

Court’s Decision:

e The court ruled that in the absence of an explicit partnership agreement, the losses in a
partnership are to be shared by the solvent partners in their profit-sharing ratio if one of the
partners is insolvent.

e This case established the principle that when a partner becomes insolvent during dissolution,
the solvent partners must bear the insolvent partner’s share of the loss in their old profit-
sharing ratio, unless the partnership agreement states otherwise.



Implications:

e Partner Insolvency: If a partner becomes insolvent, their share of the losses must be borne by
the other partners in their existing profit-sharing ratio, not necessarily based on the amount of
capital each partner has contributed.

e Risk Allocation: This case reinforces the idea that all partners must be aware of the potential
risks of insolvency when entering a partnership, especially during dissolution. If insolvency
occurs, the solvent partners may have to bear a larger share of the losses.

e Partnership Agreement: If the partnership agreement specifically addresses the treatment of
insolvency, it overrides the default rule from the Garner vs Murray case.

ANS 3. Preparation and Maintenance of Branch Accounts and Accounting for
a Foreign Branch

Branch Accounts:

Branch accounts refer to the separate accounting records maintained for each branch of a company.
Branches can either be dependent (unincorporated) or independent (incorporated). The preparation of
branch accounts involves tracking the financial transactions of the branch and reconciling them with the
head office.

Steps in Preparing Branch Accounts:

1. Recording Branch Transactions:

o Inadependent branch, the branch transactions are recorded in the head office's books.
The head office provides the branch with the necessary funds and resources, and the
branch maintains records of transactions such as sales, purchases, and expenses.

o Foranindependent branch, a complete set of books is maintained at the branch level,
and financial statements are prepared independently.

2. Branch Stock and Goods:

o Goods Sent to Branch: The head office sends goods to the branch at either cost or
selling price. If goods are sent at cost, the difference between cost and selling price is
transferred to the branch’s stock account.

o Stock Transfer Account: If goods are sold to the branch, a stock transfer account is
maintained to reflect the inter-branch transactions.

3. Recording of Profits or Losses:

o Ifthe branch is profitable, the profits are transferred to the head office. If the branch

incurs a loss, it will be absorbed by the head office.
4. Preparation of Branch Profit and Loss Account:

o This account summarizes the branch's revenue and expenses, and the balance is

transferred to the head office.
5. Branch Trial Balance:

o Abranch trial balance is prepared at the branch level to ensure that the accounts are in

balance.

Foreign Branch Accounting:

For a foreign branch, the accounting process involves additional complexity due to the use of foreign
currencies and international tax considerations. The following steps are involved:

1. Currency Conversion:
Transactions of the foreign branch are recorded in its local currency. At the end of the



accounting period, these amounts are converted into the reporting currency of the head office
using the exchange rate at the balance sheet date.

2. Exchange Rate Differences:
Exchange rate fluctuations may lead to gains or losses, which are adjusted in the books of the
head office.

3. Translation of Financial Statements:
The financial statements of the foreign branch (income statement, balance sheet) must be
translated into the reporting currency of the head office. The method of translation is usually
governed by accounting standards such as IFRS or GAAP.

4. Consolidation:
When the head office prepares consolidated financial statements, it combines the foreign
branch's translated financials with its own, adjusting for exchange rate differences, inter-branch
transactions, and other factors.

ANS 4. Preparation of Departmental Accounts and Treatment of Inter-
Departmental Transfers

Departmental accounts are used when a company has more than one department. Each department
operates like a separate unit, and their performance is separately measured to evaluate the profitability
of each department.

Preparation of Departmental Accounts:

1. Revenue Allocation:
The sales revenue of each department is credited to that department’s income statement.
2. Cost Allocation:

o Direct Expenses: These expenses are directly attributable to the department, such as
raw material costs, wages for department-specific workers, etc.

o Indirect Expenses: These are shared expenses, such as rent, utilities, and administrative
costs, which must be allocated to each department based on a suitable basis (e.g., area,
sales, or number of employees).

3. Depreciation:
Depreciation is allocated to each department based on the assets used by each department.

4. Gross Profit and Net Profit:
The gross profit or loss of each department is calculated by subtracting the direct expenses from
the revenue. After deducting the allocated indirect expenses, the net profit or loss is
determined.

Inter-Departmental Transfers:

e Nature of Transfers: Inter-departmental transfers occur when one department supplies goods
or services to another. These transfers can be either at cost or at a markup (transfer pricing).

e Recording of Transfers: The department transferring goods or services records the transfer in its
income statement. The receiving department records the transfer as an expense.

e Treatment in Financial Statements:

o When transfers occur at cost, there is no profit or loss recognized for the transfer.

o When transfers occur at a markup, the transferring department recognizes a profit,
which is then eliminated in the consolidation process (if applicable).

o Example: If Department A sells goods to Department B at a profit, Department A will
record the profit, while Department B will record the expense at the transfer price. At
the end of the accounting period, any unrealized profit in inter-departmental transfers is
adjusted in the consolidated accounts.



Unit:-3

ANS 1. Accounting Treatment of Hire-Purchase Transactions

A hire-purchase agreement is a contract in which the buyer takes possession of an asset but
pays for it in installments over time. The asset remains with the seller as security until all
payments are made. The accounting treatment of hire-purchase transactions involves recording
the initial payment and subsequent installments in both the buyer’s and seller’s books.

In the Books of the Buyer:
When a buyer enters into a hire-purchase agreement, the following accounting entries are made:
1. Initial Payment (Down Payment):
o The buyer pays an initial amount (down payment) when the agreement is signed.
This down payment is recorded as a cash outflow, and the asset is recorded at the
full hire-purchase price (i.e., including the total of all installments to be paid).
Journal Entry (for the down payment):
o Debit: Asset account (e.g., Machinery or Vehicle) with the full hire-purchase
price (this reflects the total cost of the asset).
Credit: Cash/Bank account with the amount paid as a down payment.
Credit: Hire-purchase liability (for the amount remaining to be paid in
installments).

The hire-purchase liability represents the obligation to pay the remaining installments
over time.

2. Subsequent Installments: Each subsequent installment consists of two parts: the
principal portion and the interest portion. Over time, the interest portion of each
installment decreases while the principal portion increases.

Journal Entry (for each installment payment):
o Debit: Hire-purchase liability (for the principal portion of the installment).
Debit: Interest expense (for the interest portion of the installment).
Credit: Cash/Bank account (for the total installment paid).
At the end of the contract, when the final installment is paid, the buyer will own the asset.
In the Books of the Seller:
The seller records the hire-purchase transaction as follows:

1. Initial Entry:

o The seller records the sale of the asset and the corresponding hire-purchase

receivable (amount due from the buyer).

Journal Entry (at the start of the agreement):



o Debit: Hire-purchase receivable (for the total hire-purchase price of the asset).
o Credit: Sales revenue (for the same amount).
2. Subsequent Installments: The seller recognizes interest income from the hire-purchase
agreement over time.
Journal Entry (for each installment received):
o Debit: Cash/Bank account (for the amount received).

Credit: Hire-purchase receivable (for the principal portion of the installment).
Credit: Interest income (for the interest portion of the installment).

ANS 2. Process of Calculating and Recording Royalty Payments

A royalty agreement is a contract where the owner of an asset (the licensor) grants the right to
another party (the licensee) to use the asset in exchange for periodic payments. These payments
are usually based on a percentage of sales or usage. Here's how royalty payments are calculated
and recorded:

Calculation of Royalties:

Royalties are typically calculated as a percentage of the licensee's revenue from the use of the
licensed property. The royalty rate is specified in the agreement. For example, if the royalty rate
is 5% and the licensee’s sales for the period are $100,000, the royalty payment would be:
Royalty Payment = 100,000 x 5% = $5,000

Recording in the Books of the Licensee:

The licensee records royalty payments as expenses in their books.

Journal Entry (for royalty payment):

o Debit: Royalty Expense (for the amount calculated).
e Credit: Cash/Bank (when payment is made).

Recording in the Books of the Licensor:
The licensor records royalty income in their books as revenue.
Journal Entry (for royalty income):

e Debit: Cash/Bank (when payment is received).
o Credit: Royalty Income (for the amount calculated).

Adjusting Under- and Over-Royalties:
e Under-Royalties: If the actual royalty payment is less than what was calculated or
expected, the difference (under-royalty) is recorded as a receivable from the licensee in

the books of the licensor. The licensee records the liability.

Journal Entry (for under-royalty):



o Debit: Royalty Expense (in the licensee's books).
o Credit: Royalty Payable (in the licensee's books).

o Over-Royalties: If the licensee has paid more than the calculated royalty, the excess
(over-royalty) will be adjusted in future payments. The licensee records a receivable, and
the licensor records a liability.

Journal Entry (for over-royalty):

o Debit: Royalty Payable (in the licensee's books).
o Credit: Royalty Expense (in the licensee's books).

The adjustment may either reduce the royalty payment in the next period or be refunded.

ANS 3. Treatment of Hire-Purchase Transactions in the Financial Statements

In the Buyer’s Financial Statements:
« Balance Sheet: The asset purchased on hire-purchase is recorded at its full cost (not just
the down payment). The liability is recorded as "Hire-purchase liability" under current or
non-current liabilities, depending on the installment period.

Example:

o If the asset cost $10,000 and the buyer has made a down payment of $2,000, the
remaining liability is $8,000.

In the Balance Sheet:
o Assets: "Machinery" (or the relevant asset) will be shown at $10,000.
o Liabilities: "Hire-purchase liability" will show the $8,000 unpaid balance.
e Income Statement: Interest expense related to the hire-purchase installments will be
recognized in the income statement each year.

In the Seller’s Financial Statements:

« Balance Sheet: The seller records a "Hire-purchase receivable™ equal to the total price of
the asset sold on hire-purchase.

In the Balance Sheet:
o Assets: The asset is removed from the seller's books (since it is sold to the buyer).
o Receivables: The "Hire-purchase receivable" is recorded under current or non-
current assets based on the payment schedule.

e Income Statement: The seller recognizes interest income as payments are received. The
interest component is recognized as part of "Interest income™ or "Other income."

ANS 4. Steps Involved in Accounting for a Royalty Agreement

Steps for the Licensee:



1.

Initial Recognition: When the royalty agreement is signed, the licensee records the asset
(if applicable, such as an intangible asset like a patent) and recognizes the liability for the
first payment if it’s due immediately.

Journal Entry:

o Debit: Royalty Expense (for the royalty payment amount).

o Credit: Royalty Payable (liability for the amount owed).
Royalty Payment: Upon payment of the royalty, the licensee reduces the liability and
records the cash outflow.

Journal Entry (for payment):

o Debit: Royalty Payable (reduces the liability).
Credit: Cash/Bank (for the amount paid).

Steps for the Licensor:

1.

Initial Recognition: The licensor recognizes royalty income when it becomes due
according to the agreement.

Journal Entry:

o Debit: Royalty Receivable (for the amount due).
o Credit: Royalty Income (for the amount earned).

2. Receipt of Royalty: When the royalty is received, the licensor records the cash receipt

and reduces the receivable.
Journal Entry (for receipt):

o Debit: Cash/Bank (for the amount received).
o Credit: Royalty Receivable (reduces the receivable).

Impact of Royalty Calculations on Books:

The calculation of royalties directly impacts the Income Statement of both the licensor
and licensee, as the licensor recognizes royalty income and the licensee records royalty
expense.

Under- and Over-Royalties may lead to adjustments in future periods. If the actual
payment is lower than the royalty due, a receivable is recognized by the licensor. If the
payment is higher, the licensee may have a receivable that can be offset against future
payments.

Unit :- 4

ANS 1. Features and Benefits of Using TALLY Software for Accounting

TALLY is a widely used accounting software that simplifies financial record-keeping, making it
easier for businesses to manage their finances. Here are the key features and benefits of using
TALLY for accounting:



Key Features of TALLY:

1. Simple User Interface:

o TALLY provides a simple and easy-to-use interface, allowing even users with

basic accounting knowledge to handle complex financial tasks.
2. Comprehensive Financial Management:

o TALLY allows businesses to maintain and track various financial aspects like
accounts payable/receivable, general ledger, trial balance, balance sheet, and
profit and loss account.

3. GST Compliance:

o TALLY is equipped with built-in GST (Goods and Services Tax) features,
enabling users to easily generate GST-compliant invoices, returns, and reports,
making it ideal for businesses operating in countries with GST systems.

4. Multi-Currency Support:

o TALLY can handle transactions in multiple currencies, making it ideal for

businesses that deal internationally.
5. Inventory Management:

o TALLY provides advanced inventory management features, allowing users to
track stock, manage inventories across multiple locations, and generate inventory
reports.

6. Customizable Reports:

o The software provides highly customizable reports, allowing businesses to
generate financial statements, tax reports, and other required documents in a way
that suits their specific needs.

7. Multi-User and Multi-Company Support:

o TALLY supports multiple users working simultaneously, and multiple companies

can be managed under a single license.
8. Security and Data Protection:

o TALLY provides robust security features such as password protection, data
encryption, and user access controls, ensuring that sensitive financial data remains
secure.

Benefits of Using TALLY:

1. Time Efficiency:

o Automates many accounting processes, reducing manual errors and saving time

on repetitive tasks like generating invoices and reports.
2. Real-Time Tracking:

o TALLY enables businesses to track financial transactions in real-time, providing

up-to-date insights into cash flows, expenses, and profits.
3. Improved Accuracy:

o TALLY’s automated calculations and built-in checks minimize human errors,

resulting in accurate accounting entries.
4. Tax Compliance:

o TALLY ensures businesses remain compliant with tax regulations by
automatically calculating taxes, generating GST reports, and keeping track of tax
payments.

5. Streamlined Financial Reporting:

o TALLY simplifies financial record-keeping by consolidating all accounting
entries into reports like balance sheets, trial balances, and profit and loss
statements, making it easier for businesses to track their financial health.

6. Scalability:

o Whether a small business or a large corporation, TALLY can scale to meet the

needs of growing businesses without requiring a major overhaul.



ANS 2. Generating Key Financial Reports in TALLY

TALLY enables users to generate critical financial reports, which help in evaluating a company's
financial performance and position. Here's how TALLY is used to generate key financial reports:

Cash Book:

The Cash Book in TALLY tracks all cash-related transactions, such as payments, receipts, and
bank transactions. It helps businesses manage their cash flow.

o Steps:
o Go to Gateway of TALLY — Display — Account Books — Cash Book.
o Choose the required period (e.g., daily, weekly, monthly).
o TALLY automatically displays a summary of all cash transactions for the selected
period.

Trial Balance:

The Trial Balance ensures that the total debits equal the total credits in the accounting system,
which helps identify errors in the accounting entries.

o Steps:
o Go to Gateway of TALLY — Display — Account Books — Trial Balance.
o The report will show all ledger balances, both debit and credit, for the selected
period. It helps businesses verify the correctness of their entries.

Profit and Loss Account:

The Profit and Loss Account (P&L) shows the business's income, expenses, and net profit or
loss for a given period.

o Steps:
o Goto Gateway of TALLY — Display — Statutory Reports — Profit & Loss
Alc.
o TALLY will generate a report showing revenue, expenses, and the resulting profit
or loss.

Balance Sheet:

The Balance Sheet provides a snapshot of the business’s financial position at a particular date,
including assets, liabilities, and equity.

o Steps:
o Goto Gateway of TALLY — Display — Statutory Reports — Balance Sheet.
o The balance sheet will automatically summarize the assets (current and non-
current), liabilities (current and non-current), and owner's equity.

TALLY ensures that these reports are generated in real-time, allowing users to have a clear
understanding of the company’s financial position at any given moment.



ANS 3. Recording a Transaction in TALLY

Recording transactions accurately in TALLY is crucial for maintaining correct financial records.
Here’s the process for recording a typical transaction in TALLY:

Steps to Record a Transaction:

1.

2.

5.

6.

Open TALLY:
o Launch the TALLY software and log in to your company file.
Select the Transaction Type:
o ldentify the type of transaction you want to record, such as sales, purchase,
payment, receipt, or journal entries.
Go to the Voucher Entry Screen:
o Goto Gateway of TALLY — Accounting Vouchers.
o Choose the appropriate voucher type (e.g., Payment, Receipt, Sales, Purchase).
Enter the Transaction Details:
o For Sales: Enter the customer name, sales account, item details, quantity, rate,
and amount.
o For Purchases: Enter the supplier name, purchase account, item details, and
amount.
o For Payment: Enter the name of the person or entity being paid, the bank or cash
account, and the payment amount.
o For Receipt: Record the amount received, along with the customer’s name and
the relevant bank or cash account.
o For Journal Entries: Enter the debit and credit accounts, along with amounts for
adjustments, corrections, or other non-cash transactions.
Verify the Entries:
o After entering the transaction details, ensure that the debit and credit amounts are
balanced.
Save the Entry:
o Once all the details are correct, press Enter to save the transaction.

Steps to Ensure Accurate Entries:

Ensure Correct Ledger Accounts: Always select the correct ledger accounts to ensure
transactions are recorded in the right place.

Double-Check Amounts: Verify the amounts and the mathematical calculations before
finalizing the entries.

Use Classifications: For complex transactions (e.g., inter-branch transactions, cost
centers), make sure you classify them appropriately for accurate reporting.

Review Regularly: Frequently review your vouchers and reports (trial balance, profit &
loss) to check for inconsistencies.

ANS 4. Inventory Management in TALLY

TALLY offers robust inventory management features to help businesses track stock levels,
manage inventory, and generate detailed inventory reports. Here’s how inventory management is
handled in TALLY:

Inventory Features in TALLY:



Stock Management:
o TALLY allows users to define items, manage stock levels, and track quantities of
products in multiple warehouses or locations.
o Stock Items can be created for individual products, and Stock Groups can be
defined for categorizing items.
Tracking Stock Movements:
o TALLY tracks the movements of stock from purchases, sales, transfers between
locations, and returns.
o The system helps manage the stock-in-hand, stock value, and movement details
such as receipts and issues.
Stock Valuation:
o TALLY supports different methods of stock valuation, such as FIFO (First-In-
First-Out) and Weighted Average.
o The system helps calculate the value of inventory on hand based on these
valuation methods.
Inventory Reports:
o Stock Summary: Provides a quick view of the stock in hand, stock valuation, and
stock movement.
o Stock Item Reports: Detailed reports for individual items, including their stock
levels, purchase costs, and sales details.
o Stock Journal: Tracks inventory adjustments, such as write-offs or adjustments
made due to physical verification.
GST-Compliant Inventory:
o TALLY is GST-compliant, allowing businesses to track and report GST on stock
purchases and sales automatically.
Multi-Location Inventory:
o TALLY supports inventory tracking across multiple warehouses or locations,
allowing users to manage stock across different branches or stores.

Steps to Manage Inventory in TALLY:

1.

Create Stock Items:
o Goto Inventory Info — Stock Items — Create.
o Enter the name, unit of measure, stock group, and other relevant details.
Record Inventory Transactions:
o When recording transactions such as sales or purchases, select the appropriate
stock items and enter the quantities and rates.
Track Stock Movement:
o Use Stock Summary to review the status of stock, including incoming and
outgoing quantities and values.
Generate Reports:
o Use the various inventory reports (Stock Summary, Stock Item, etc.) to get
detailed insights into stock levels, stock movement, and valuation.



