INSTALMENT PURCHASE SYSTEM

Meaning: 

Instalment payment system (also called the deferred instalments) is a system where the buyer is given the ownership as well as the possession of the gods at the time of signing the contract. The buyer has the facility to pay the price in instalments.

Definition:

According to J.B. Batliboi, Instalment Purchase System is a system under there is an agreement to purchase and pay by instalments, the goods which become the property of the Purchaser immediately when he receives the delivery of the same.
Features of Instalment Payment System:
The features of Instalment payment are as follows:

1. Under this system, there will be an outright sale of goods/assets.
2. The possession as well as the ownership is passed to the buyer right at the time of signing the contract.

3. The buyer can make the payment in instalments.

4. IN case of default in payment, the seller cannot reposses the goods, but he can sue the buyer for the recovery of unpaid price.

5. The buyer cannot exercise the option of returning the goods and terminate the contract, unless the same becomes void or voidable under the contract act.
Differences Between Hire Purchase System and Instalment Purchase System:

	Sl. No.
	Basis of Difference
	Hire-Purchase System
	Instalment Purchase

	1
	Nature of Contract
	It is a contract of hiring
	It is a contract of sale

	2
	Ownership
	It is transferred by seller to buyer only after payment of all instalments
	It is transferred by seller to buyer, immediately on signing the contract.

	3
	Position of Buyer
	In this case, the buyer is like a bailee
	In this case, the buyer is not in the position of a bailee

	4
	Risk of loss or damage to goods
	Such risk is on the seller
	Such risk is on the buyer

	5
	Repossession and goods by seller
	On default of payment of any instalment by the buyer, the seller can repossess the goods
	On default and payment of any instalment by the buyer, seller cannot reposses the goods, but can file a suit in the court of law against the buyer for the recovery of unpaid price.

	6
	Return of goods
	The buyer can exercise the option of return of goods
	The buyer cannot exercise the option of return of goods

	7
	Right of disposal to the buyer
	The buyer cannot dispose the goods, until the payment of last instalment. If disposed, the third party buyer does not get a better title
	The buyer has the right to dispose the goods, even if all instalments are not yet paid.


1. The Madras Transport Company purchased Motor Lorries from the Bombay Motor Company on Instalment Purchase System on 1st January 2001, paying cash rs.10,000 and agreeing to pay three further instalments of Rs.10,000 each on 31st December of every year. The cash price of the Lorries is Rs.37,250 and the Motor Company charges interest at 5% per annum. The Transport Company write off 10% depreciation every year on the cash value of the lorries on the original cost method. Make the necessary accounting records in journal of both the parties.
2. On 1st January 1996 Shakti Oil Company purchased an oil machine on the Instalment System. The cash price of the machine was Rs.1,11,750 and payment was to be made as follows:
Rs.30,000 was to be made on the signing of the agreement and the balance in three instalments of Rs.30,000 each at the end of each year. 5% interest is charged by the Delhi Company per annum. Shakti Oil Company has decided to write off 10% p.a. on the diminishing of the cash price.

Give the Journal Entries and necessary accounts in the books of Shakti Oil Company. (Calculation are to be made to the nearest rupee).

3. Prepare interest suspense account in the books of the purchaser under instalment system:
Cash price of the asset



Rs.40,000

Instalment price




Rs,47,000

Interest to be apportioned in the ratio of 
4:2:1

Date of Purchase



1-4-2001

The books are closed on 31st March every year. The first payment is made at the end of the first year.

4. XYZ Ltd. purchased a machine from ABC Ltd. on Instalment system on 1.1.95. The total cash price of the machine is Rs.31,960 payable Rs.8,000 down and 3 instalments of Rs.12,000, Rs.10,000 & Rs.4,000 at the end of year respectively. Interest is charged at 5%p.a. Depreciation at 10% on straight line method. Prepare necessary ledger accounts in the books of XYZ Ltd.
5. On 1st January 1991 a company purchased wagons on the instalments system. The cash price of the wagons was Rs.59,600 and the payment was to be made as follows:
Rs.16,000 was to be paid on agreement and the balance in 3 instalments of Rs.16,000 each at the end of each year. 5% interest per annum is charged by the Wagon Company. The buyers have decided to write off 10% annually on diminishing of the cash value.

Prepare necessary ledger accounts in the books of the buyer.
6. The cash price of a machine which is sold on instalment purchase system on 1st January, 2001 is Rs.50,000. Rs.10,000 are paid down and the balance in four equal instalments of Rs.11,000 each. It should be noted that each of these instalments includes interest on outstanding balance. Find out the amount of interest included in each instalment and pass the accounting entries in the books of both the parties. Assuming that the Purchaser writes off depreciation at 10% p.a. on original cost method.
7. On 1st January, 1997 The RK Industries bought a machine from Madras Motors on Instalment system. The cash price of the machine was Rs.26,350 and the payment was to be made as follows: Rs.10,000 on signing of the agreement and the balance in 3 yearly instalments of Rs.6,000 each. Prepare the necessary ledger accounts in the books of RK Industries, depreciation the, machinery at 15% p.a. on diminishing balance method =1,650x3/6=825
8. The DCM Company Ltd. purchased wagons on Instalment purchase for Rs.46,000. Rs.6,000 were paid when wagons acquired on 1st January, 2002 and the balance was to be paid by annual instalments of Rs.8,000 plus interest at 5% per annum.
Pass the necessary entries in the books of DCM Company Ltd. and also in Vendor’s Books. The DCM Company Ltd. depreciates the wagons each year by 10% on the original cost.

9. Mr. Arun purchased a machine costing Rs.40,000 on 1-4-1996 from Maruthi Enterprises under Instalment System on the following terms: Rs.10,000 down payments and the balance in three equal annual instalments payable at the end of each year together with interest at 12% p.a. on the outstanding cash price. Depreciation is to be charged at 20% p.a. under diminishing balance method. Prepare necessary ledger accounts in the books of Mr. Arun till 31.3.1999.
10. Osaka Company Purchased a Truck on 1.1.1997 under instalment system for a cash price of Rs.46,500, Rs.1,500 is to be paid on signing the agreement, the balance is payable in three instalments of Rs.15,000 each together with 5% interest. Depreciation is to be charged at 10% p.a. on the reducing balance method. Prepare the necessary ledger accounts in the books of Osaka Company.
11. Mr. A brought a machine by instalment purchase system on 1st January 2001. He paid Rs.6,000 cash down, Rs.7,100 at the end of the first year, Rs.9,600 at the end of second year and Rs.8,800 at the end of the third year. The interest on the cash price is 10% per annum. The purchaser write off 10% depreciation every year on the cash value of the machine on the reducing balance method. Make the necessary accounting entries in the books of both the parties.
12. Vijay purchased a motor car from Mysore on 1st January 1996 on instalment system. The payment is to be made as follows: Rs.40,000 on delivery, Rs.76,000 at the end of the first year, Rs.60,000 at the end of the second year and Rs.55,000 at the end of the third year. Interest at 10% p.a. is included in these instalments. Vijay charged depreciation on the Motor Car at 20% p.a. on the diminishing balance. You are required to prepare necessary accounts in the books of Vijay and show the interest calculation.
13. On 1st January, 2001 Sharma purchased a colour T.V. on instalments system. Payment is to be made in 5 half yearly installments of Rs.6,000 each. First Instalment falls due on 1st July, 2001 Rate of interest is 10% p.a. Find out the cash price of the T.V. and prepare T.V. account, Interest Suspense account and Vendor account in the books of Sharma. Assuming that he writes off depreciation at 10% p.a. under reducing balance method.
14. X purchased a machinery from Y on Instalment System on 1st January, 2001. Its cash price3 is Rs.50,000, Rs.20,000 were paid immediately. Balance of the amount was payable in three yearly installments of Rs.10,000 each. The instalment due on 31st December each year is paid on 1st January of the next year. Y charges 10% provision of 10% for bad and doubtful debts. Prepare necessary accounts in the books of Y.
15. On 1.1.2001 A Ltd. purchase a Truck from Ashok Leyland Ltd. under instalment system. The cash price of the Truck was Rs.5,96,000 and the payment was to be made as follows:
Rs.1,60,000 on signing the agreement and the balance in 3 annual instalments of Rs.1,60,000 each payable at he end of each year. The rate of interest charged was 5% p.a. A Ltd. decided to depreciate it at 10% p.a. under diminishing balance method. Assuming that the accounting year as calendar year pass journal entries in the books of A Ltd. for 3 years.
