CONSIGNMENT ACCOUNTS

1. What is a consignment?

A consignment is sending of goods by the owner to his agent to be sold on behalf of and at the risk of the owner in return for a fixed rate of commission on the gross sale proceeds.

The person who sends the goods is called principal or consignor and the person to whom goods are sent is called agent or consignee.

2. What are the features of a consignment transaction?

The main features of a consignment transaction are as follows:

i) Consignment of goods is a mere transfer of possession of goods from one person to another for the purpose of rate but it is not a sale.

ii) The relationship between the consignor and the consignee is that of principal and an agent.

iii) The ownership in the goods does not pass on to the consignee

iv) Consignee sells the goods on behalf of and at the risk of consignor.

v) Consignee gets fixed rate of commission on gross sales for his service.

3. What are the differences between a consignment and a sale (Any four)

The difference between consignment and sale are as follows:

	Points
	Consignment
	Sales

	1. Ownership

2. Delivery of goods

3. Risk

4. Relationship

5. Statement of account

6. Return of goods

7. Commission

8. Governing Act.
	Ownership of goods consigned remains with the consignor

Consignee gets actual delivery of goods

Risk connected with the goods remains with the consignor

The relationship between consignor and consignee is a principal and an agent.

Consignee has to send account sales statement to consignor

Consignee can return unsold goods to the consignor

Consignor gives commission to the consignee

Indian Contract Act, 1872


	Ownership of goods sold passes from seller to buyer 

Goods may or may not be delivered to buyer

Risk goes to the buyer

The relationship is buyer and seller or debtor and creditor

Buyer need not send any such statement.

Buyer cannot return.

Seller does not give any such commission to the buyer 

The sale of Goods Act, 1930


4. Explain the following:

a) Consignment Outward

b) Consignment Inward

When the consignor sends the goods to consignee, from the point of view of consignor, the consignment of goods is called consignment outward. The consigned goods remain legal property of the consignor until they are sold.
When consigned goods are received by the consignee to be sold on behalf of and at the risk of his principal, the consignee considers the consignment as consignment inward.
5. What is a pro-forma invoice?

Pro-forma invoice is a statement prepared and sent by the consignor to the consignee containing the details of goods sent. It contains particulars of quantity, quality and price of goods sent and also special instructions for selling the goods.

It is called pro-forma invoice because it does not make the consignee responsible to pay the amount stated there in.

6. What is an account sale?

It is a statement prepared by the consignee either on completion of sales or at periodical intervals. This statement gives particulars of:

i) Gross sales

ii) Expenses incurred

iii) Commission due

iv) Advance paid

v) Net amount due from the consignee to the consignor.

7. What are the differences between pro-forma invoice and account sales?

The differences between pro-forma invoice and account sales are as follows:

	Points
	Pro-forma Invoice
	Account sales

	1. Preparation

2.Information

3.Responsibility of payment

4. When it is sent
	It is prepared and sent by the consignor to the consignee.

Gives particulars of goods sent

It does not make the consignee responsible to pay the amount stated there in.

It is sent only once along with the goods
	It is prepared and sent by the consignee

Gives particulars of goods sold

It makes the consignee responsible to pay.

It is sent at periodical intervals.


8. What are different types of commissions?

In consignment transaction consignee may receive the following types of commissions:

i) Ordinary Commission: It is the remuneration paid by the consignor to the consignee for his service. It is calculated at an agreed percentage on the total sale

ii) Del-credere Commission:  It is a special commission paid by the consignor to the consignee for taking extra risk i.e. risk of bad debt. This commission is calculated either on the gross sales or on the credit sales. (In the absence of information it is calculated on the gross sales)

iii) Over-riding Commission: It is a special commission allowed by the consignor to the consignee over and above the ordinary commission. This commission is allowed with an object to sell goods at a higher price. It is an extra incentive to the consignee usually allowed if the total sales exceed a specified target. It may be calculated on the total sales or on the excess of total sales over the invoice price.

 9. What do you mean by recurring expenses?

Recurring expenses are those indirect expenses, which are incurred after the goods have reached the place of consignee.  Examples of recurring expenses are:

i) Godown rent 

ii) Godown insurance

iii) Commission

iv) Advertisement

v) Salesman’s salaries.

9. What do you mean by non- recurring expenses?

Non-recurring expenses are those expenses, which are incurred from the time of goods sent by the consignor till the time goods reach the business premises of the consignee. As such expenses normally increase the value of goods, a proportionate part of such expenses must be added while valuing consignment stock. Examples of non-recurring expenses are:

i) Loading charges

ii) Freight

iii) Packing charges

iv) Insurance

v) Unloading charges

vi) Octroi

vii) Carriage, cartage, etc.

viii) Custom duty, import duty, etc.

10. What are the differences between Ordinary commission and Del-credere commission?

The important differences are:

· Ordinary commission is allowed to the consignee as remuneration for his service.

Del-credere commission is allowed to the consignee when he undertakes the risk of bad debt.

· Ordinary commission is paid at an agreed rate on the total sales.

Del-credere commission is paid at an agreed rate either on total sales or credit sales

· In return of this ordinary commission, consignee guarantees only the proceeds of cash sales.

In return of del-credere commission consignee guarantees the proceeds of cash and credit sales.

11. What are the differences between del-credere commission and over-riding commission?

The important differences are

	Points
	Del-credere commission
	Over-riding commission

	1. Object

2. Guarantee

3.Calculation of     Commission
	It is allowed to the consignee when he has  undertaken risk of bad debt. 

Consignee guarantees the proceeds of consignment sale

It is calculated at an agreed rate either on total sales or credit sales
	It is allowed to the consignee when he sells goods at a higher price.

In return of this commission, consignee does not give any guarantee

Depending upon the terms   it may be calculated on total sales or on excess of total sales over invoice price.


12. Name and explain the important accounts opened in the books of consignor.

Important accounts, which are opened in the books of consignor, are:

i) Consignment Account.  In order to find out profit or loss on consignment, the consignor keeps a separate account called Consignment Account. Consignment Account is the nominal account just like Trading Account. This account is debited with the amount of goods sent, expenses incurred on consignment by the consignor as well as consignee and credited with amount of sale and the value of stock with consignee at the end. If the debit side of the consignment Account exceeds the credit side, the result is loss: when the credit side is more, the result shall be profit. The profit or loss on consignment is transferred to the Profit and Loss Account.

ii) Consignee’s Account:  It is a personal account. It is prepared to find out the amount due by the consignee. This account is debited with gross sale proceeds and credited with expenses incurred by consignee commission due to him and advance received from consignee.

iii) Stock on Consignment Account: It is a real account. It is debited with the value of unsold goods lying with the consignee at the end of the year. The balance of the consignment Account will be shown on the asset side of the balance sheet.

iv) Goods sent on Consignment Account: It is a real account. When goods are sent on consignment, it is credited and when consignee returns goods, it is debited. The balance of this account is transferred to the Trading Account.

13. How is consignment stock at the end valued?

The following rules are applied for unsold stock valuation:

i) Consignment stock is valued at cost price or market price which ever is lower

ii) For calculating cost price, proportionate direct expense is added to cost.
In other words, it is calculated as follows:

Cost of unsold goods with consignee   



Rs………

Add: Proportionate non-recurring expenses of consignor

Rs………

Add: Proportionate non-recurring expenses of consignee

Rs………


Cost of unsold stock





Rs…….

Note: If the details regarding nature of expenses are not mentioned in the question, it is advisable that, the proportionate expense incurred by the consignor only taken into account for valuing consignment stock and the expenses incurred by the consignee should be ignored.

14. How is discounting charges on bill treated?

When the bill is discounted it is dealt with in two ways. They are:

i) May be considered as financial expense of the business and charged to the Profit & Loss Account:

ii) May be regarded as consignment expense and debited to Consignment Account.
15. Give the formula for calculating the value of unsold stock.


(Cost price of articles sent + Non recurring expenses)  X 

16. Give examples of recurring and non-recurring expenses:

Recurring expenses are:

Godown rent & insurance, delivery charges, salesman’s salary, advertisement, commission, etc. 

Non-Recurring expenses are:

Freight, carriage, cartage, insurance of goods, export and import duty, loading or unloading charges, dock dues, etc.

17. What do you mean by loading on consignment?

Usually goods are sent at their cost price sometimes in order to conceal from the consignee the real profit made by the consignor, the consignor sends goods above their cost price by adding to the cost some profit calculated as a percentage of cost or sales. This procedure is known as consignment loading.

The difference between the pro-forma invoice price and cost price is called loading price.

Loading price = Pro-forma invoice price minus cost price of goods.

18. What are the advantages of consignment on loading?

The important advantages are:

i) The consignee shall never come to know the real profit of the consignor.

ii) Consignor shall not ask higher commission
iii) Ensures higher profit.
19. What do you mean by normal loss?

The loss, which is natural, unavoidable, and inherent nature of goods sent on consignment, is called normal loss.

Normal loss arises due to natural causes like evaporation, leakage, drying etc. Theese losses are likely to occur in spite of best possible care and caution.

20. How is normal loss treated?

Normal loss is a part of the cost of goods sent and hence no separate adjustment is made for such less. But at the time of calculating the value of unsold stock, the quantity of such loss is deducted from the total quantity sent by the consignor.

21. What do you mean by abnormal loss?

The loss, which arises due to abnormal causes such as fire, flood, theft, accident, etc. is called abnormal loss. Abnormal loss is calculated in the same manner as the value of unsold stock on consignment.

Note: While calculating the loss, proportionate value of non-recurring expense prior to loss is added to the cost price of abnormal loss.

22.  Give accounting entries for recording abnormal loss.

	Sl.No.
	Particulars
	Amount

	1.

2.

3.
	For abnormal loss:

           Abnormal loss Account                                  Dr.

                         To consignment Account.

For the loss recovered from the insurance company:

Bank Account                                                          Dr.

               To Abnormal loss Account.

For the transfer of balance in Abnormal loss Account:

Profit & Loss Account                                              Dr.

                To Abnormal loss Account.


	


23. What do you mean by stock Reserve Account?

Whenever goods are sent at their invoice price, consignment stock is calculated accordingly and shown on the credit side of the consignment Account. Then the difference between the closing stock at invoice price and at cost price is transferred at a separate account called Stock Reserve Account, Shown on the consignment Account debit side.

24. What are the differences between normal loss and abnormal loss in consignment?

The differences between two are summarized as follows:

	Sl. No
	Points
	Normal Loss
	Abnormal Loss

	1
	Causes
	It is caused due to normal causes like evaporation, leakage, driage, spoilage, etc.
	It is usually caused by fire, theft, pilferage, etc.

	2
	Part of cost
	It is considered as part of cost
	It is not considered as apart of cost

	3
	Valuation
	Its valuation is not done separately
	Its valuation is done separately

	4
	Entry
	No entry is required in The books
	Entry is required in the books

	5
	 Nature
	It is unavoidable loss
	It is avoidable loss


25. Why is consignee not treated as a consignor’s debtor?

 Consignee is not treated as consignor’s debtor because; mere receipt of goods does not make consignee a debtor of the consignor. He becomes indebted to the consignor when he sells goods and realizes money. Further the relationship between consignor and consignee is that of principal and agent and not seller and buyer.

26. What are the objectives of consignment?

The objectives of consignment are:

(i) To get the advantage of difference in price.

(ii) To enter into the new market.

(iii) To bridge the gap between buyer and seller.

27. How does pro-forma invoice differ from an invoice?

A sales invoice charges the buyer with the value of goods but pro-forma cannot charge the consignee for the value of goods.

28. How is distinction between recurring and non-recurring expenses relevant in consignment account?

This distinction is important because while valuing unsold stock only the proportionate value of non-recurring expenses are added to the cost price.

**********
Articles unsold


  Articles sent.
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