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Unit – 1 Conversion of Partnership firm into Company

Introduction
As per Act of partnership firm, the membership of the firm is limited. Minimum 2 and maximum 20 persons can start a business in partnership firm. In case of banking business, this limit is minimum 2 and maximum 10. The liability of partners of partnership firm is unlimited. To remove and solve the limitation of partnership firm like numbers of members, capital investment, risk of insolvency, scarcity of capital, the firm establishes a company of it’s own existing business or sells the current business to new company or existing company and both the parties follow the legal procedure. It’s called a conversion of partnership firm into a company.

Purchase Consideration of Business:

Purchase consideration (PC) means the price which is paid by the purchaser to the vendor. In the case of conversion of the firm into a company or sale of the firm’s business, Purchaser is the purchasing company and vender is the firm.

PC is calculated through any one of the following method:

A. Net Asset Method [Net Assets = Total Assets – Total Liabilities] and 

B. Purchase Consideration Method

A. Net Assets Method:

According to this method purchasing company agrees to take over those assets whose total price is taken. From this purchasing company agrees to pay off. The liabilities total will be deducted and the amount that remains is called net assets and it is to be consideration, “Purchase Consideration of Business”.

Purchase Consideration = Agreed price of assets by purchasing company – Agreed price of liabilities by purchasing company

· When purchasing company agrees to pay purchase consideration more than net assets of the firm, this excess amount is called “Goodwill.”

[Good Will = Purchase consideration – Net Assets]

· But when purchasing company agrees to pay purchase consideration less than the net assets, this amount is called “Capital Reserve.” This amount is a capital gain for the company. So it is recorded as capital reserve in its book.

[Capital Reserve = Net Assets – Purchase Consideration]

B. Purchase Consideration Method:

Purchasing Company purchases the assets & liabilities of firm’s business and in exchange of which is liable to pay is known as purchase price. For this the accepted consideration by both the parties and its financial value is called purchase consideration, these included the shares and debentures, cash and bank etc. of the company.

For the calculation of the purchase price under this method, it is required to make the total of each individual consideration.

Purchase price = Shares given by company + Debentures given by company + Cash and bank given by company.

Necessary Accounts in the books of the firm.

1) Realization Account 

2) Partner’s Capital Account 

3) Cash/Bank Account 

4) New Company Account 

5) New Co.’s Equity Shares Account 

6) New Co.’s Preference Account 

7) New Co.’s Debentures Account

Steps to solve Practical Problems.
1) Calculate purchase price according to calculating method or instruction given in the question. 

2) Open required accounts for closing firm’s books. 

3) Transfer the balance of assets and liabilities from B/s, to Realisation account. 

4) Distribute owners reserve, general reserves and credit balance of Profit and Loss account of partners in their profit sharing ratio. 

5) Transfer the credit and debit balance of current accounts to partner’s capital accounts. 

6) If separate information is given to pay partner’s loan, open partner’s loan account and show balance on credit side. 

7) If company has not taken bank/cash then open bank/cash account by showing its balance on debit side. 

8) Debit the amount of PC on purchasing company (New Co’s) account and credit realisation account. 

9) Assets not taken over by the company are sold out and amount realized is to be debited to cash/bank account and credited to realisation account. If any assets are taken over by partners, debit partners account and credit realisation account.

10) If the firm has paid off any my liabilities which is not taken by the company, debit it to realisation account and credit to cash/bank account, otherwise in the case of any partner being paid off the same amount, debit it to realisation account but credit it to partner’s capital account. 

11) Pass the entry for dissolution expense as per given instruction. 

12) Record profit or loss realized from sale of Share received as purchase consideration, to realisation account. 

13) Distribute shares, debentures received from purchasing company as per instruction, otherwise distribute among partners in their closing capital balance ratio. 

14) Close the partner’s capital account. If there is difference of any balance, then transfer it to cash account. 

15) Finally cash/bank account will be tallied.
Journal entries to close the Books of partnership firm for conversion of firm into company.

Journal entries in the books of old firm
Following entries should be make in the books of old firm:

(1) To close assets accounts (If business is purchase with cash & bank then it also includes).

 

Realisation A/c....




Dr.




To Assets A/c (Book Value)….

(2) To close liabilities accounts.



Liabilities A/c (Book Value)….


Dr.




To Realisation A/c….

(3) To close specific reserves and provisions accounts



Bad Debt Reserve A/c….



Dr.



Depreciation Fund A/c….



Dr.



Investment Fluctuation Fund A/c….

Dr.



Joint Life Policy Reserve A/c….


Dr.



Other Specific Reserves A/c….


Dr.





To Realisation A/c….

(4) For distribution of general reserve and balance of profit.



General Reserve A/c….



Dr.



Employees Accident Compensation Fund A/c…Dr.



Profit & Loss A/c….




Dr. 




To Partners’ Capital A/c….

(5) For Purchase consideration to be paid by company (or due from company).



Purchasing Company A/c….


Dr.




To Realisation A/c…

(6) For Purchase Consideration received by firm from new company.



Purchaser Co.’s Shares A/c….


Dr.



Purchaser Co.’s Deb. A/c….


Dr.



Cash/Bank A/c….




Dr.




To Purchaser Company A/c….

(7) For sale of assets not taken over by new company.



Cash/Bank A/c….




Dr.





To Realisation A/c….

(8) For assets not taken over by new company, which is taken by partner.



Partners’ Capital A/c….



Dr.




To Realisation A/c….

(9) For liabilities not taken over by new company and paid off by firm.



Realisation A/c….




Dr.




To Cash A/c (Actual Amt. Paid)….

(10) If any partner is paid off such liabilities not taken over by new company.



Realisation A/c….




Dr.





To Partners’ capital A/c….

(11) For distribution of debit balance of profit & loss account from the balance sheet.




Partners’ capital A/c….


Dr.






To Profit & Loss A/c….


(12) For dissolution expenses paid.




Realisation A/c….



Dr.






To Cash/Bank A/c….

(13) Distribution of profit of Realisation Account.




Realisation A/c….



Dr.





To Partners’ Capital A/c (P & L ratio)

(14) Distribution of loss of Realisation Account.




Partners’ Capital A/c (P & L ratio)….
Dr.





To Realisation A/c….

(15) Distribution of new company’s share, debenture and cash among partners.




Partners’ capital A/c….


Dr.






To Share Capital A/c….





To Debenture A/c….





To Cash/Bank A/c….

(16) Partners’ have to bring the cash while closing the partners’ capital accounts.




Cash A/c….




Dr.





To Partners’ capital A/c….

(17) For repayment of shares, capital in cash while closing partners’ capital Accounts.




Partners’ Capital A/c….


Dr.





To Cash A/c….

Unit – 2 Purchase (Acquisition) of Partnership Firm’s Business by company.

Introduction:

A company is a creation of law having a separate legal status. A company may be formed either to start a new business or to acquire any existing business. When a company is formed to acquire a running business, it is termed as acquisition of business. Following are the reasons for acquiring a business by forming a new company.

1. To avoid the procedures of starting a new business.

2. Partnership firm converts its business into a company to get the benefits of limited liabilities.

3. To get more capital from open market, private limited companies convert their business into public limited company.

4. To avoid competition, companies working in the same business, acquire, business of other companies.

Various accounting points concerned with the acquisition of business :
(1)Purchase Consideration : 
Purchase consideration means the amount payable to the vendor purchasing company takes over assets and liabilities at agreed values from the vendor. The amount paid by purchasing company to the vendor for purchase of business is called the ‘purchase consideration’.

It does not include the amount of assets and liabilities not taken over by the purchasing company.
(2) Re-Valuation of Assets : 

Purchasing company takes over assets at an agreed price, which may be different from the book value of the assets mentioned in the books of Vendor Company. The agreed value of assets for the purpose of takeover is called as revaluation of assets, it may be higher or lower than that of the book value: Assets are shown in the balance sheet of a new company at its re—valued prices.

Likewise, liabilities of Vendor Company is also taken over by purchasing company at agreed price (revalued) which is normally lower than the book value of liability.

Calculation of Purchase Consideration
There are two important methods for calculating the purchase consideration:

(a) Net Asset Method : 

According to this method, purchase consideration is the excess of assets over liabilities taken over by purchasing company. Various assets taken over (including goodwill, if mentioned) at agreed valuation are added and liabilities taken over at agreed valuation are deducted to arrive at purchase consideration. In short, the amount of purchase consideration is equal to net assets taken over.
	Purchase Consideration
	Rs.

	Assets taken over at agreed value

Less: Liabilities taken over at agreed value

Add: Additional payments towards Goodwill
	XXX

-XX

+XX

	Purchase Consideration
	XXX


Following points to be considered while calculation :

A. Purchase Consideration:

(1) Fictitious assets e.g. profit & loss A/c (Dr) balance. Advertisement Suspense Account etc. are not considered.

(2) If any asset is not taken over by purchasing company, do not consider it in the purchase consideration.

(3) Consider Patents, Trademarks, Copyright at its market value. (If market value is not mentioned, consider its book value)

(4) Reserves created against assets must be deducted from the value of that asset. e.g. Debtors and Bad debt reserves, plant and depreciation fund. (If market value of that asset is given, consider it directly).

(5) If whole business is taken over by purchasing company, all liabilities to be deducted from the assets, including debentures, provident fund, staff pension fund, if any.

(6) If any consideration is given against any particular liabilities, it would not be deducted as liabilities from total assets taken over, e.g. new company issues 6% Debenture to pay creditors of old company, in this case, creditor would not be considered as liability. 

(7) Workers Accident Compensation Fund is not considered as a liability. If any instruction is given for liability, only that amount is considered as liability in the calculation of purchase consideration.

B. Calculation of Purchase consideration payment basis:

According to this method, the purchase consideration is to be calculated by adding all payments which the purchasing company has agreed to make to the vendor company.

The purchasing company may pay, on account of different liabilities including capital and a sum total of all discharges shall be considered as consideration. This payment may be made in shares/debentures or even in cash.

Calculation of Goodwill and Capital Reserve:
A company purchases business and pays for net assets acquired. The net assets are calculated by taking the difference between assets taken over at agreed value and liabilities taken over at agreed value.

If the amount of purchase consideration exceeds over net assets taken over than the excess is considered as capital loss in the company and written as 'Goodwill.' 

In short, purchase consideration — Net Assets = Goodwill.

If the amount of net assets is more than the amount of purchase consideration, the company makes a capital profit, which is transferred to Capital Reserve. 

In short, Net Assets — Purchase Consideration = Capital Reserve.

Accounting Entries in the books of the Company

Following entries will be passed in the books of company for acquiring assets and liabilities of Vender Company.

(1) For recording the purchase of business:




Business Purchase A/c….

Dr.





To Vendor’s A/c….

(2) For recording various Assets and Liabilities taken over:




Various Assets A/c….


Dr.





To Various liabilities A/c….





To Business Purchase A/c….

(3) For recording payment of purchase consideration:




Vendor’s A/c….


Dr.





To Equity Share Cap. A/c….





To Pref. Share Cap. A/c….





To Debenture A/c….





To Cash/Bank A/c….

(4) For dissolution expenses of firm incurred by the purchasing company (to be borne by the purchasing company).




Goodwill A/c….


Dr.





To Cash/Bank A/c….

Preparation of Balance Sheet in the books of Acquiring Company
A company must prepare a profit and loss account for the financial year and the Balance Sheer at the end of the year. The requirements regarding the final account are given in schedule VI of company Act Part—I of the schedule gives the form of the balance sheet and Part II gives the requirements as to the contents of Profit and Loss Account.

Suspense Account of Debtors and Creditors
The company acquiring the business does not take over the trade debtors and creditors of the vendor, but agrees to collect book debts and pay off creditors out of the proceeds thereof on their behalf. For doing this job, the company gets commission. This commission is based on the percentage of the amount collected and paid off. As the company does this job on behalf of the vendor, all losses or gain are passed to the vendor, i.e. bad—debts and discount allowed to debtors and also discount received from creditors.
Following Accounting entries are passed for this purpose (in the books of purchasing company).

(1) For taking over debtors for collection entry for gross debts.




Vendor’s debtors A/c….

Dr.





To vendor’s suspense A/c….

(2) For taking over creditors for payments.




Vendor’s suspense A/c….

Dr.





To vendor’s creditor’s A/c….

(3) For collection from debtors.




Cash/Bank A/c….


Dr.





To Vendor’s Debtor’s A/c….

(4) For Discount allowed to Debtors.




Vendor’s suspense A/c….

Dr.





To Vendor’s Debtor’s A/c….

(5) When debts become irrecoverable (Bad-debts).




Vendor’s suspense A/c….

Dr.





To Vendor’s Debtor’s A/c….

(6) If debts written off earlier are now recovered.




Cash/Bank A/c….


Dr.





To Vendor’s suspense A/c….

(7) For creditors pay off.




Vendor’s creditor A/c….

Dr.





To Cash/Bank A/c….

(8) When discount is received on payment to creditors.




Vendor’s creditors A/c….

Dr.





To Vendor’s suspense A/c….

(9) For commission due on service rendered by the vendee company.




Vendor’s Suspense A/c….

Dr.





To Commission A/c….

(10) For final payment made to vendors on account.




Vendor’s Suspense A/c….

Dr.





To Cash A/c….

Unit – 3 Accounts of Piecemeal Distribution of Cash Among Partners

On the event of dissolution of a partnership firm, the assets are realised and liabilities paid off. The process of asset realisation takes place gradually. As a result of such the liabilities are also paid off as and when such realisation takes place.
“Piece-meal Distribution” represents the process of “Pay as and when you realise” strategy.

As and when money is received from sale of assets, it is used to pay liabilities. This liabilities are also paid in stages or gradually. The money, in short, is distributed piecemeal – in stages and not in a single shot. This is known as Piecemeal Distribution.

Settlement of liabilities:

In a piecemeal distribution, the amounts realised from assets are used to settle the liabilities in the following order:

1. Realisation Expenses 

2. Reserve for unrecorded/Contingent liabilities

3. Outside Liabilities

4. Partner’s Loan

5. Partner’s Capital

Surplus, if arising at the last stage, is distributed to all partners in their profit sharing ratio.
1. Realisation Expenses:

Realisation expenses are paid or provided for, first.

2. Reserve for unrecorded/Contingent liabilities:

A reserve is created to meet any unrecorded liability or a contingent liability (e.g. bills discounted).

3. Outside Liabilities:

Outside liabilities are the amounts due to outsiders other than partners such as creditors, banks etc. These includes amounts due to even relatives of partners e.g. loan from partners’ wife etc. outside liabilities may be broadly classified into: A. Secured Liabilities and B. Unsecured Liabilities.

A. Secured Liabilities: In case of secured creditors, the dues are secured by pledge, charge, hypothecation or mortgage of an assets e.g. bank overdraft secured against machinery and stock. Secured creditors may be (a) fully secured or (b) partly secured.

(a) Fully Secured: In case of a fully secured creditors, the amount due is fully covered by the value of asset pledges etc. On dissolution, such creditors can fully recover their dues out of the realisations of the secured assets. Thus, on dissolution the bank can fully recover the amount due on bank overdraft out of the amounts realised from the sale of the machinery and stock. The surplus, if any belongs to the firm.

(b) Partly Secured: Partly secured creditors are those liabilities which are only partly secured against an asset of the firm. In such cases the amount due is only partly covered by the value of asset pledged etc. On dissolution, such creditors can only partly recover their dues out of the amounts realised from such assets. The remaining amount is treated as unsecured creditors and added to the amount of unsecured liabilities.

B. Unsecured Liabilities: Unsecured creditors have no specific security at all. Unsecured creditors are further classified into preferential creditors and other creditors.

(a) Preferential creditors means 

· Amounts due to the Government e.g. income tax, municipal taxes etc.

· Amounts due to the employees e.g. salaries and wages, compensation for termination of services, contribution to provident fund etc.

These amounts are paid first in preference to other unsecured creditors.

              (b) Other: Other unsecured creditors are all the remaining outside liabilities of the      firm. These also include the balance of partly secured creditors not met out of the secured assets.

Outside liabilities are paid in the following order:

(1) Out of the realisation from ‘charged’ (as security) assets, secured creditors are paid first. Balance realisation, if any is used to pay other creditors. Remaining secured creditors, if any, are added to other creditors.

(2) Out of the other realisations, preferential creditors are paid first in the following order: (a) Amount due to government (b) Amount due to employees.

(3) Once all the preferential creditors are paid balance cash is used to pay the unsecured creditors.

Pro-rata Payment:

If the cash is insufficient to pay off all dues, the payment is made to the concerned creditors (in each category) proportionately i.e. in the ratio of the outstanding balances.

4. Partners’ Loan:

After all the outside liabilities are paid off, the internal liabilities i.e. the partners’ loans are paid off in the next stage. If the cash is insufficient, payment is made against all partners’ loans proportionately i.e. in the ration of outstanding balances.

5. Partners’ Capital:

After all the outside as well as internal liabilities are paid, the partners’ capitals are paid off in the last stage. If the cash is sufficient, all the capitals can be paid off. But if the balance is insufficient, payment must be made against all capital accounts prorate or proportionately. If the capital balances are in the profit sharing ratio, there is no problem at all. The payment is made to all partners in the ratio of their capital balances. But if the capital are not in the profit sharing ratio, payments at each stage must be done in such a manner that: (a) The payments are in the ratio of the balances of capitals at each stage and (b) The payments ensure that the ultimate profit or loss on realisation is distributed among all the partners in their profit sharing ratio.

The partners’ capital may not be in their profit sharing ratio and at that time a question may arise regarding most reasonable and justifiable distribution. For this purpose two methods are available: (1) Surplus Capital Method and (2) Maximum Loss Method.

Now we shall discuss both the methods in detail.

(1) Surplus Capital Method :

This method is also known as Proportionate capital method, Highest relative capital method, Excess capital method or Quotient method. The excess capital (actual capital less capital proportionate to the profit sharing ratio) is paid first. After excess capitals are paid, all capitals are in the profits sharing ratio. Then the payments can be made in the profit sharing ratio.

The surplus capital is calculated as under:

1. Divide adjusted capital of each partner by his profit sharing proportion. The smallest figure should be considered as Base Capital.

2. By multiplying base capital with each partner’s profit sharing ratio, we can get relative capital of each partner.

3. Calculate surplus capital by following method: 

Adjusted capital – Relative capital of a partner = Surplus capital

4. Divide surplus capital by profit sharing ratio of each partner. The smallest figure should be treated as Revised Base Capital.
5. Find out relative capital by multiplication of Revised Base Capital with profit sharing ratio.
6. Find out absolute surplus capital by deducting revised based capital from surplus capital.
(2) Maximum Loss Method:
In this method priority for payment is similar (1) Realisation expenses, (2) secured Loan, (3) Unsecured Loan and (4) Partners’ loan in ration of their amount of loan. After all these liabilities are paid off, then comes the turn of capital of partners.

First of all, partners’ capital is adjusted by transferring general reserve, contingency reserve, profit and loss A/c (Credit or debit balance as the case may be).

In Maximum Loss Method, it is assumed that the amount of instalment which is available for distribution among partners is the last instalment and nothing more could be realised further. On this assumption, maximum possible loss is determined as under:

Total of capital of all partners – Amount available for distribution = Maximum Loss

Now in second step, this maximum loss is divided among partners in their profit sharing ratio.

Third step: From capital of partner, the amount of maximum loss of his share is deducted and the amount available after this deduction is to be given to the partner from the instalment.

Unit – 4 Accounts of Non-Trading Organisations

Introduction
There are certain organisations which are set up for providing service to its members and the public in general. Such organisations include clubs, charitable institutions, schools, religious organisations, trade unions, welfare societies and societies for the promotion of art and culture. These organisations have service as the main objective and not the profit as is the case of organisations in business. Normally, these organisations do not undertake any business activity, and are managed by trustees who are fully accountable to their members and the society for the utilization of the funds raised for meeting the objectives of the organisation. Hence, they also have to maintain proper accounts and prepare the financial statement which take the form of Receipt and Payment Account; Income and Expenditure Account; and Balance Sheet. At the end of for every accounting period (normally a financial year).
Final Accounts of Non-Trading Concerns
Non-trading concerns usually maintain their accounts by the double entry system and periodically prepare their final accounts for the submission to their members and subscribers. The method of preparing final accounts by non-trading concerns is different than trading concerns.

The method of preparing final accounts by non-trading concerns is different than trading concerns. As these concerns do not deal in any goods like trading concerns, so they cannot prepare a trading and profit and loss account.  At the end of the year they make out an account called an Income and expenditure account and balance sheet. The Income and expenditure account serve the same purpose as the profit and loss account in the case of trading concerns and is made out exactly in the same manner.

Usually the non-profit making institutions do not maintain a full set of books but merely a cash book in which all receipts and payments are entered. At the end of the year the cash book is summarised under suitable heads and the summary thus prepared is called a Receipt and Payment Account.  In order to know the result of the year's working it should be converted into Income and expenditure account.

Receipt and Payment Account:
Receipt and payment account is a mere summary of cash book for a year. It begins with the cash in hand at the commencement and ends with that at the close of the year. Similarly to cash account, in receipts and payments account receipts are shown on the debit side while payments are shown on the credit side. 

Receipt and payment account is a mere summary of cash book for a year. It begins with the cash in hand at the commencement and ends with that at the close of the year. Similarly to cash account, in receipts and payments account receipts are shown on the debit side while payments are shown on the credit side, without any distinction between capital and revenue. Moreover, it does not include an unpaid expenditure not any unrealized income relating to the period under review and so fails to reveal the financial position on the concern.

Features of Receipts and Payment Account:

( It is a real account. 

( It is similar to the cash book, the cash and bank items are merged in a single column. The contra entry between cash and bank are removed. 

( The receipts and payment account is starts with opening balance of cash and bank and ends with closing balances of cash and bank. 

( The receipts and payment account recorded with all types of receipts and payments irrespective of nature, it record capital or revenue receipts and payment. 

( It record all cash and bank receipts and payments, whether they related to current, past or future periods. 

( All the receipts are debited and payments are credited. 

( It does not show any surplus or deficit, it is a cash trial.
Income and expenditure account:
Income and expenditure account is merely another name for profit and loss account. Such type of profit and loss account is generally adopted by non trading concerns like clubs, societies, hospitals, and like etc. This account is credited with all earnings (both realized and unrealized) and debited with all expenses (both paid and unpaid) The difference represents a surplus of deficiency for a given period which is carried to the capital account. It should be noted that items of receipts or payments of capital nature such as legacies, purchases or sales of any fixed assets must not be included in this account.

Income and expenditure account is merely another name for profit and loss account. Such type of profit and loss account is generally adopted by non trading concerns like clubs, societies, hospitals, and like etc. This account is credited with all earnings (both realized and unrealized) and debited with all expenses (both paid and unpaid) The difference represents a surplus of deficiency for a given period which is carried to the capital account. It should be noted that items of receipts or payments of capital nature such as legacies, purchases or sales of any fixed assets must not be included in this account.

Features of Income and Expenditure Account

( It is a nominal account. 

( The income and expenditure account is prepared at the end of financial year to know the surplus or deficit at that period. 

( It is prepared for matching expenses with revenue of that period. 

( All the income and gains are record on credit side and expenses and losses are record on debit side of account. 

( Account allowed to record both cash and non-cash transactions. 

( All capital expenditure and incomes are not recorded, only current year income and expenses are considered. 

( The balance of account shows either the excess of income over expenditure (surplus) or the excess of expenditure over income (deficit).
Balance Sheet:

Balance sheet is a statement includes assets and liabilities of an accounting at particular period. In case of non-profit organization the balance sheet is prepared at the end of the accounting year after preparation of income and expenditure account. Excess of assets over liabilities is referred as capital fund. Amount contributed by members called capital fund. Two balance sheet have to prepare. Balance sheet at the beginning of the year is to ascertain the capital fund at beginning. Balance sheet at the end of the year is to ascertain the financial position of the institute on that period.
Difference Between Receipts and Payments and Income and Expenditures Account
	Receipts and Payment Account
	Income and Expenditure Account

	1. It is a summary of the cash book.
	1. It takes the place of profit and loss account in non-trading concerns.


	2. It begins with an opening balance and ends with a closing balance.
	2. Does not commence with any balance

	3. It records all sums received and paid whether they relate to revenue or capital items
	3. It includes revenue items only

	4. It include all sums actually received during the year whether they relate to the past, current or next year.


	4. It includes the items relating to year for which it is prepared. Provision is made for all outstanding expenses and accrued income.

	5. The receipts are shown on the debit side and the payments on the credit side.
	5. Income is shown on the credit side and expenses on the debit side.

	6. It simply ends with a closing balance of cash and does not show the result for the period.
	6. It definitely shows whether there has been an excess of income over expenditures or vice versa.

	7. It is not accompanied by a balance sheet.
	7. It is always accompanied by a balance sheet.

 


TERMS USED IN NON PROFIT ORGANIZATION:

1. Subscription: 

In case of non trading concern subscription is generally received. Subscription are the amount payable by the members off an organization to maintain their membership. Subscription may be periodical and lumpsum subscription

· Periodical subscription: It is treated as revenue receipt and credited to Income and Expenditure Account.
· Lumpsum subscription: It is treated as capital receipt and ceadited to life membership fund account.
2. Donation:

The charitable institutions may received donations from time to time. It is a amount given by the members or outsider voluntarily to an organization. The donations may be General Donations and Specific Donation.

· General Donation: It is treated as revenue receipt and credited to Income and Expenditure Account.
· Specific Donation: It is treated as capital receipt and credited to special fund account.
3. Entrance fee:

Entrance fee is an initial amount payable at the time of seeking admission as member to non profit organization. The entrance fee is accounted in three ways it is treated as revenue receipt, treated as capital receipt and treat it some portion as revenue and some other portion as capital receipt.

4. Special fund:

The non-profit organization has to maintain special fund for special purpose. Income related to this special fund is added to the special fund account in the balance sheet at liabilities side.

5. Legacy:

It is an amount which one gets on account of will. The received as legacy as good as donation and it should be taken to the balance sheet on liabilities side. It is generally of a non-recurring nature.

6. Sale of old newspapers:

Sale of old newspapers is a recurring in nature. Amount on sale of old newspapers is taken as income in the income and expenditure account.

7. Miscellaneous:

Adjustment may have to be made in respect of certain items such as sports material, Printing and stationery material, etc. to find out the actual materials used during a particular period for the concerned expenditure.

CONCLUSION 

By studying this we may get better idea about the financial statements and non-profit organization. The financial statement of non-profit concern is differ from profit concern. Here we observed the treatment of general terms used in not for profit organization
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