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Financial Accounting

HIRE PURCHASE AND INSTALMENT ACCOUNTS

TERMS FREQUENTLY USED IN HIRE PURCHASE TRANSACTIONS

i)  Hire Purchase Agreement : As per Section 2 of the Hire Purchase
Act, 1972, “hire purchase agreement” means an agreement
under which goods are let on hire and under which the hirer has
an option to purchase them in accordance with the terms of the
agreementand includes an agreement under which —

(a) possession of goods is delivered by the owner thereof
to a person on condition that such person pays the
agreed amount in periodical instalments, and

(b) the property in the goods is to pass to such person on
the payment of the last of such instalments, and

(c) such person has a right to terminate the agreement at
any time before the property so passes.
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vi)

vii)

viii)

Hire Purchaser or Hirer: A Hirer means a person who obtains
or has obtained possession of the goods from an owner under a
hire purchase agreement.

Hire Vendor: Seller of goods in a hire purchase agreement.

Cash Price: Amount for which an article can be purchased
immediately by making a lump sum payment, without there
being any facility of instalments. In other words, it is the price
at which the goods may be purchased by the hirer for cash.

Hire Purchase Price: Total amount which the hirer is required
to pay to the hire vendor under the hire-purchase agreement in
order to complete the purchase of or.acquisition of property in
the goods to which the agreementrelates. It includes the cash
price and interest of the future instalments. Thus, hire-
purchase price = Cash Price + Interest Charged.

Hire Purchase Charges: Hire. purchase charges means the
difference between hire purchase price and the cash price as
stated in the Hire Purchase Agreement.

Down Payment: Amount which is required to be paid by hire-
purchaser to the hire vendor at the time of commencement of
hire-purchase agreement.

Goods Repossessed: Goods taken by the hire vendor from the
hire purchaser. in case the hire purchaser makes any default in
the payment of any instalment.

Interest: Cost of borrowed funds to buy the asset. It is the
excess of hire purchase price over cash price.

Instalments: These are convenient amounts in which hire
purchase price is split. It is the amount which is inclusive of
interest together with the part of principal amount paid
periodically as per agreement.
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Xi)

Xii)

Stock with Customers (or H.P. Stock): Value of goods with the

hire purchasers for which instalments will become due in the
subsequent accounting periods.

Instalments Due (or H.P. Debtors): Instalments which.are due

in the accounting period but not paid by the hire puchaser.

Q: What are the contents of a hire purchase agreement?

Ans.:

(www.prepnext.com)

Form and Contents of the Hire Purchase Agreement:

Every Hire Purchase Agreement has to be in writing and should be
signed by all the parties thereof. A.surety, if any, must sign the
agreement. The agreement should‘state the following:

(i)

(ii)
(i)
(iv)
(v)

(vi)

The Hire Purchase Price of.the goods to which the agreement
relates

Cash Price of such goods

The down payment, ifany

The date of commencement of the agreement.

The number of instalments in which the hire purchase price is
to be paid and the amount of each of those instalments, and
the date or.mode of determining the date, upon which it is
payable, and the person to whom and the place where it is
payable

The rate of interest charged by the hire vendor (optional)

(vii) The description of the goods to which the agreement relates

in.a manner sufficient to identify them

(viii)Where any part of the hire purchase price is to be paid

otherwise than by cash or by cheque, the hire purchase
agreement shall contain a description of that part of the hire
purchase price
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Where any of the above requirement has not been complied with,
the hirer may institute a suit for getting the hire purchase
agreement rescinded, and the court may, if it is satisfied that the
failure to comply with any such requirement has prejudiced the
hirer, rescind the agreement on such terms as it thinks fit in the
circumstances of the case.

Q: What is the limitation on hire purchase charges under the Hire
Purchase Act? (www.prepnext.com)

Ans.:
LIMITATION ON HIRE PURCHASE CHARGES:

In order to prevent levying of exorbitant hire purchase charges by
the owner of the goods, in a contract of-hire purchase, section 7 of
the Hire Purchase Act, 1972 has put a restriction to the levying of
such charges. The limit so put is termed as Statutory Charges. They
are calculated in respect of each of the cash price instalments
corresponding to each of the hire purchase instalment.

The statutory charges should be lower of the following two limits:
(i) The amount calculated at 30 % of each cash price instalment.
(ii)) The amount calculated in accordance with the following
formula
SC=ClI x R xT
100

Where,

SC = Statutory Charges

Cl = Amount of Cash Price Instalment expressed in Rupees or
fraction thereof

R =010 % or such higher rate as may be determined by the
Central Government in consultation with the R.B.I

T= Time expressed in years and fraction of years that elapses
between the date of the agreement and the date of each
hire purchase instalment corresponding to the Cash Price
Instalment as payable under the agreement.
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Q: What do you understand by Repossession? (www.prepnext.com)

Ans.:

In a hire purchase agreement the hire purchaser has an obligation to
pay up to the last instalment so that the ownership of goods passes to
him. If the hire purchaser fails to pay any of the instalments, the hire
vendor has the right to take the asset back in its actual form without
any compensation to the hire purchaser. The amounts received from
the hire purchaser through down payment and-instalments are
forfeited and treated as the hire charges by the hire vendor. This act
of recovery of possession of the asset is termed as repossession.

Depending on the agreement between the parties, there are two
possibilities in repossession of goods, i.e., (i) when the vendor takes
back the complete repossession of the asset and (ii) when the
vendor takes possession of only a part of the total asset sold to the
hire purchaser.

The former is called “Complete Repossession” and the latter “Partial
Repossession”. In case of a partial repossession, only a part of the asset
is taken back by the hire vendoriand other part is left with the hire
purchaser. Of course, in case of partial repossession, only a part of the
amount paid by the hire purchaser will be forfeited by the hire vendor.

N.B.: Assets are repossessed at a mutually agreed value (based on
agreed rate of depreciation which is an enhanced rate).
Repossessed assets are ultimately sold to other customers after
repairing or reconditioning (if necessary).

Q: What are the different ways in which goods can be sold?
(www.prepnext.com)

Ans.:

There are different ways in which goods can be sold i.e. possession

as well ownership of goods will be passed from the seller to the

purchaser:
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(i)

(ii)

(iii)

(iv)

Cash Sales: Goods can be sold for cash, i.e., where ownership
and possession is immediately passed from the seller to the
purchaser and purchaser also makes the payment in cash at
the time of taking the delivery of goods.

Credit Sales: Goods can be sold on credit also where
ownership and possession of goods passes immediately from
the seller to the buyer but the payment is deferred, i.e., made
after sometimes.

Instalment Sale: An instalment sale is a credit sale in which
payments are made in instalments over a period of time. Under
instalment sale system, the possession as well as ownership
passes from the seller to the buyer immediately on entering the
agreement but the buyer agrees.to pay the total price in
instalments. This system is also referred to as 'Deferred payment
system." If buyer defaults in the payment of any instalment, the
seller cannot repossess the goods but he can sue the buyer for
the amount due.

Hire Purchase: Hire purchase means a transaction, for
purchase and sale of goods, under which-

(i) possession of goods is delivered by the owner thereof
to a person on condition that such person pays the
agreed amount in periodical instalments;

(ii) the property in the goods is to pass to such person on
the payment of the last of such instalments The
property in the goods does not pass till the final
payment is paid.;

(ifi) Each instalment is to be treated as hire charges so that if
default is made in the payment of any instalment (even
the last one), the seller will have a right to repossess the
goods from the buyer and forfeit the amount already
received treating it as a hire charge; and

(iv) such person has a right to terminate the agreement at
any time before the property so passes.
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