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ACCOUNTING FOR CONSIGNMENT 

 Consignment 

Consignment is the process of sending of goods by one person to another person for the 

purpose of sale on commission basis at the sole risk of the sender. In other words, when goods 

are sent by one person to another to be sold by the latter on behalf and at the risk off the 

former, the transaction is known as consignment.  

Consignor 

In consignment, the person who sends the goods to be sold on his behalf is called the 

‘consignor’.  

Consignee 

The person to whom the goods are sent to be sold is called ‘consignee’.  

Consignment outward means that goods have been sent to some person on 

consignment basis while consignment inward implies that good have been received to be sold 

on behalf of some other person on consignment basis .The goods consigned to the agent cannot 

be treated as sales at the time of consignment, they are treated as sales only when these goods 

are sold by the consignee. 

The legal relationship between consignor and the consignee is that of a principal and 

agent; consignor being the principal and the consignee is being the agent. Hence, when the 

consignor sends goods, the title to the goods does not pass from the consignor to the consignee 

and the consignee does not become liable to pay for the goods so sent. 

 Features of Consignment 

On the basis of what has been stated above, the salient features of the consignment 

transactions may be summarized as follows; 

(I) Consignment of goods is not a sale .it is mere transfer of possession of goods. 

(II) The relationship between the consignor and the consignee is that of principal and 
agent, not of seller and buyer, the goes never become the property of the consignee.  

(III) The consignee does not become the debtor of the consignor until he has sold the 
whole of portion of the consignment. When the goods have been sold he becomes 
liable for the payment of the proceeds. 

(IV) Bad debts in respect of goods consigned are borne by their consignor unless the 
consignee expressly assumes liability for such losses. In such case he is known as 

Del credere agent and receives an extra rate of commission for the risk involved in 
credit sales affected by him. 

(V) The consignor has to pay all the expenses incurred by the consignee in taking the 
delivery of the goods when they reach the consignee’s place and also storage charges 
and other, expenses until the goods are sold. 

(VI) The consignee is liable to account for the goods he receives from the consignor until 
they are sold. 

(VII) The consignee is paid by the commission which is generally based on the total value 
of sales affected by him. 

(VIII) Consignee is liable for payment on the sale proceeds after deducting his commission 
and the expenses incurred by him. 
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Distinguish Between Sale and Consignment 

Sl. 
No. 

         Points        SALE    CONSIGNMENT 

1 Ownership 

In case of sale, ownership in goods is 
transferred to the buyer along with 
the transfer of goods. 

In case of consignment, goods 
remain the property of the consignor 
until the time they are sold by the 
consignee. 

2 Goods return 

Goods once sold cannot be returned 
to the seller except when they are 
defective or the sellers aggress to 
take these back. 

Unsold goods on the consignment 
are the property of the consignor and 
can be returned to him. 

3 
Relation 
between 

parties 

When goods are sold on credit the 
buyer becomes the debtor of the 
seller. The relationship between the 

buyer and seller is that of debtor and 
creditor. 

When goods are sold on credit, the 
buyer becomes debtor of the 
consignor. The relationship between 

the consignor and the consignee is 
that of a principal and agent. 

4 Loss of good 

When goods are lost after the 
delivery to the buyer, it is the buyer 
who will bear the loss. 

When the goods are lost on 
consignment, it is the consignor who 
will bear the loss. 

5 Expense 

The expenses incurred by the buyer 
are to be borne by the buyer itself 
after the delivery of goods. 

Expenses borne by the consignee to 
receive the goods and to store it 
safely is borne by the consignor. 

Pro-Forma Invoice 

Pro-forma invoice is a statement usually forwarded by the consignor to the consignee, 

which consists the description of the goods consigned, the weight, quantity, price and other 

relevant details. Pro-forma invoice is like ordinary invoice which is used at the time of normal 

buying and selling transactions.  

Statement of Account Sales 

     This is a statement of accounts showing the gross and net proceeds of the consigned goods 

sold by the consignee for the account of the consignor. When the consignee has sold the goods 

at periodical intervals, the consignee submits to the consignor a statement showing:  

- The gross proceeds of the goods sold by him. 
- The charges or expenses incurred by him. 
- His commission. 
- The net amount due to the consignor and the mode of remittance i.e. cash, cheque, 

draft, bill receivable, etc. 
 

Consignee’s Commission 
Commission is defined as the remuneration payable by the consignor to consignee. There are 

three types of commission  

1. Ordinary commission  

Ordinary commission is the fixed percentage of commission paid by the 

consignor to consignee, calculated on the total sales made by the consignee.  

2. Del-Credere Commission 

Del-Credere Commission is an extra commission pad by the consignor to 

consignee to cover the risk of bad debts, if any, arising out of the credit sale made by 

the consignee. 

3. Overriding/special commission  
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Commission is an extra commission pad by the consignor to consignee for extra 

efforts made by the consignee to improve the sales. 

Accounting Treatment in the Books of Consignor 

In order to ascertain profit or loss on consignment to a particular consignee, consignor 

maintains an account called consignment accounts. 

Consignment accounts are in nature of trading and profit and loss account. on the debit 

side of consignment account, cost of goods sent, expenses incurred in respect of goods so sent 

including commission payable to consignee on sales made by him and expenses incurred by 

him are recorded ,the deference between the two sides represents profit earned or loss incurred 

and it is transfer to profit and loss account. 

Consignor also maintains the account of the consignee which shows the amount due from 

consignee after the various transactions with him have been recorded.  

                                  JOUNRAL ENTRIES 

Accounting Treatment in the Books of Consignor. 
 

(I) On dispatch of goods to consignee. 
                                Consignment account           dr 
                                     To goods sent on consignment account. 
(ii) For expenses incurred by consignor in respect of the goods consigned. 
                               Consignment account           dr 
                                      To cash/bank account 
(iii)  (a) For acceptance given by the consignee.  
                               Bills receivable account                dr 
                                      To consignee 
      (b) If consignee pays cash in advance. 
                              Cash /bank account      dr 
                                     To Consignee  
 (iv)       On consignee reporting sale. 
                              Consignee account     dr 
                                     To consignment account. 
(v) For the expenses incurred by consignee and reported in account of sales. 
                              Consignment account        dr 
                                      To consignee. 
(vi) For commission payable to the consignee. 
                        Consignment account      dr 
                                  To consignee. 
(vii) For closing stock with the consignee. 

                          Stock on consignment account    dr 
                                     To consignment account. 
 
 
 

Accounting Treatment in the Books of Consignee. 

 Consignment is not the equivalent to a sale with the result the consignee is not be debtor 

until the sales are made to him .thus no entry is made when goods are received by him on 

consignment .he may however, record the details of the goods received in a separate book, 

called consignment inward book. the scheme of journal entries in consignee’s books is as 

under; 

(i) For advance made to the consignor. 
                         Consignor account                     dr 
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                               To bank /bills payable account. 

(ii) For payment of expenses in respect of consignment. 
                                       Consignor account               dr 

                                               To cash /bank account. 

(iii) For cash sale of goods. 
                       Bank              dr  

                          To consignor. 

(iv) For credit sales. 
                       Consignment  debtors account        dr 

                           To consignor. 

(v) For commission earned by him. 
                         Consignor.                                    Dr 

                              To commission. 

(vi) For bad debts when no del credere is paid. 

                          Consigner               dr 

                               To consignment debtors account. 

(vii) Bad debts arising when he is entitled to del credere commission. 
                         Bad debts account                      dr 

                              To consignment debtors account. 

(viii) For payment to consignor. 
                          Consignor                                          dr 

                                 To cash/bank account. 

Valuation of Stock. 

The unsold stock remained with the consignee has to be valued at cost (plus eatable 

share of non – recurring expenses) or market price whichever is lower .non-recurring expenses 

are the expenses which is incurred to bring the goods to the go downs of the consignee. for 

example, packing and forwarding charges, railway freight, octroi duty, insurance in transit, 

cartage of goods from railway station to the godwons of the consignee etc. but the expenses 

incurred thereafter, for example godown rent, insurance charges to cover risks of loss while 

goods are in godown, salesman’s salary, advertising expense, etc., are not considered for 

determining cost of goods remaining unsold. Cost of stock is not affected whether a particular 

expense is paid by the consignor or by the consignee. However, the question does not give 

details of various expenses incurred, it should be assumed that expenses paid by the consignor 

of non-recurring nature whereas those paid by the consignee are not so. 

      However, if it is assumed that the unsold stock will realize less than cost, the net realizable 

value (i.e. realisable value minus estimated expense including consignee’s commission) is to 

be considered for the purpose. If the net realisable value is found to be less than cost, the 

stock must be written down accordingly since it is based on the principle of conservation i.e. 

anticipated losses must be provided for in the books. 

Loss of Goods on Consignment 

               A part of the goods sent on consignment may be lost or destroyed or damaged either 

in transit or in the consignee’s godown. Such loss may be either normal loss or abnormal loss.  

                             Types of Losses    
1) NORMAL LOSS 
2) ABNORMAL LOSS 

Normal Loss. 
Any loss which is unavoidable, inherit and due to natural causes, such as evaporation,      

leakage, drying etc is known as normal loss. No effort either by the consignor or by the 
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consignee can prevent this loss. Since normal loss is a part of the coast of goods, no additional 

adjustment for this purpose. While calculating the value of stock on consignment, the cost is 

inflated to cover the normal loss .this thus, value of stock on consignment: 

           

            =                    Cost of goods consigned                    X unsold quantity  

                                Actual quantity available for sale 

 

Abnormal Loss. 

  Abnormal loss of stock in consignment is caused by theft, accident, fire, pilferage, abnormal 

breakage ,carelessness etc. abnormal loss is calculated just in the same way as the valuation 

of stock on consignment after taking into consideration the proportionate expenses incurred 

on it and it is credited to consignment account and debited to the profit and loss account. In 

case the stock in insured, consignment account is credited with the full cost of the goods so 

lost and abnormal loss   account is debited. Any amount realized on account of damage goods 

s should be credited to abnormal loss account. The amount of claim receivable from the 

insurance company is debited to insurance company account and credited to abnormal loss 

account and the balance of the abnormal loss is debited to profit and loss account. Later, 

when the amount is received from the insurance company, cash account is debited and 

insurance company account is credited .the journal entries will be as follows: 

 

(i) if not covered by insurance company 
                                           Profit and loss a/c                   dr 

                                                         To consignment a/c. 

(ii) (a) if covered by insurance company 
                                                   Abnormal loss a/c          dr 

                                                      To consignment a/c. 

(b) For amount received from their insurance company. 

                         Insurance company a/c                            dr 

                                  To abnormal loss a/c. 

(c) Balance of loss not covered by insurance company. 

                Profit and loss a/c                                          dr 

                            To abnormal loss a/c.          

                                         

 


