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PROVISIONS AND RESERVES

Short Answer Questions

1. Given any four points of distinction between

Provisions and Reserves.

Watch Video Solution

https://doubtnut.app.link/lkek2J5wfhb
https://doubtnut.app.link/MVcbJvrhfnb
https://doubtnut.app.link/MVcbJvrhfnb
https://dl.doubtnut.com/l/_BVISKeXUtUvl


2. Di�erentiate between Provision and Reserve

on the basis of 

(i) Appropriation or Charge 

(ii) Financial Position 

(iii) Distribution

Watch Video Solution

3. Given �ve examples of Capital Reserve.

Watch Video Solution

https://dl.doubtnut.com/l/_BVISKeXUtUvl
https://dl.doubtnut.com/l/_tTy7qZHPvbIH
https://dl.doubtnut.com/l/_mjG6A8q7Xhd1


Very Short Answer Questions

4. Distinguish between Revenue Reserves and

Capital Reserves.

Watch Video Solution

5. Explain Capital Reserve and give its any two

examples.

Watch Video Solution

https://dl.doubtnut.com/l/_mjG6A8q7Xhd1
https://dl.doubtnut.com/l/_8yy1jqQrAR8c
https://dl.doubtnut.com/l/_N3Sw4Slmbqnu


1. Give two examples of provisions.

Watch Video Solution

2. What are Reserves ?

Watch Video Solution

3. Give two examples of reserves.

Watch Video Solution

https://dl.doubtnut.com/l/_WAyCopQtf6HJ
https://dl.doubtnut.com/l/_0tG9lQSQJvgF
https://dl.doubtnut.com/l/_YPhgSrd7Pwfp


4. Given two di�erences between provisions

and reserves.

Watch Video Solution

5. Di�erentiate between reserve and provision

on the basis of charge or appropriation.

View Text Solution

https://dl.doubtnut.com/l/_YPhgSrd7Pwfp
https://dl.doubtnut.com/l/_oYivvQ4CWOxg
https://dl.doubtnut.com/l/_BeykRdW07k3o


6. Given two examples of Speci�c Reserves.

View Text Solution

7. Name the reserve that can be used in

distribution of dividend.

View Text Solution

8. Where will you transfer pro�t on sale of a

�xed asset ?

https://dl.doubtnut.com/l/_plq1W0WYBMLp
https://dl.doubtnut.com/l/_CF8kBpOWa94Q
https://dl.doubtnut.com/l/_LxbES2QhLlTT


Objective Type Questions A

View Text Solution

1. Provison' is a charge against profts.

View Text Solution

2. Provision is made to meet an unknown

liability. '

View Text Solution

https://dl.doubtnut.com/l/_LxbES2QhLlTT
https://dl.doubtnut.com/l/_Zz8zDIvzjHTL
https://dl.doubtnut.com/l/_FSoKmHXR7EVK


3. Creation of reserves reduces taxable pro�ts

of the business.

View Text Solution

4. Creation of reserves is discretionary.

View Text Solution

https://dl.doubtnut.com/l/_FSoKmHXR7EVK
https://dl.doubtnut.com/l/_bYAU6VC9MMps
https://dl.doubtnut.com/l/_XpaNxO1RqzIc


5. Dividend equalisation reserve is an example

of general reserve.

View Text Solution

6. General reserve can be used only for some

speci�c purpose.

View Text Solution

https://dl.doubtnut.com/l/_UhKZ0Qs3ZSe7
https://dl.doubtnut.com/l/_oOQ3feGMisEU


7. Capital reserves are normally created out of

free or distributable pro�ts.

View Text Solution

8. Making excessive provision for doubtful

debts builds up the secret reserves in the

business.

A. False

B. True

https://dl.doubtnut.com/l/_oL27g7P2skpr
https://dl.doubtnut.com/l/_5M6dPc9gdxtL


C. Cannot be determined

D. Both

Answer: B

View Text Solution

9. Reserve created for maintaining a stable

rate of dividend is treated as secret reserve.

A. False

B. True

https://dl.doubtnut.com/l/_5M6dPc9gdxtL
https://dl.doubtnut.com/l/_OdVrth9jHLc0


C. Cannot be determined

D. Both

Answer: A

View Text Solution

10. Usually, capital reserves are not available

for distribution as each dividends.

View Text Solution

https://dl.doubtnut.com/l/_OdVrth9jHLc0
https://dl.doubtnut.com/l/_wz29Ch1r4zYE


Objective Type Questions B

1. If the amount of any known liability cannot

be determined accurately.

A. Provision should be created

B. De�nite liability should be created

C. Reserve should be created

D. Should be shown as a contingent

liability

Answer: a

https://dl.doubtnut.com/l/_EgW2tHqEgPZ0


View Text Solution

2. Which of the following is a correct

di�erence between a provision and reserve?

Option1 A provision is created out of a legal

necessity whereas a reserve is created as a

matter of prudence. 

Option2 A provision is invested whereas

reserve is not invested 

Option3 A provision is an appropriation of

pro�t whereas a reserve is a charge against

pro�t. 

https://dl.doubtnut.com/l/_EgW2tHqEgPZ0
https://dl.doubtnut.com/l/_Z2fGdHW7zUIO


Option4 A provision can be used for

distribution of dividend whereas a reserve

cannot be allowed to be used for distribution

of dividend.

A. A provision is created out of a legal

necessity whereas a reserve is created as

a matter of pruence.

B. A provision is invested whereas reserve

is not invested

C. A provision is an appropriation of pro�t

whereas a reserve is a charge against

https://dl.doubtnut.com/l/_Z2fGdHW7zUIO


pro�t.

D. A provision can be used for distribution

of dividend whereas a reserve cannot be

allowed to be used for distribution of

dividend.

Answer: a

View Text Solution

https://dl.doubtnut.com/l/_Z2fGdHW7zUIO


3. Which of the following is a correct

distinction between a Revenue reserve and

Capital reserve ?

Option1 A revenue reserve is created out of

capital pro�ts whereas a capital reserve is

created out of business pro�ts. 

Option2 A revenue reserve can be used for

distribution of dividend with certain

preconditions whereas a capital reserve can be

used for distribution of dividend without any

preconditions 

Option3 A revenue reserve is created for

https://dl.doubtnut.com/l/_un8dpKq30vB7


strengthening the �nancial position whereas

capital reserve is created for meeting capital

losses or to be used for purposes speci�ed by

the Companies Act. 

Option4 There is no distinction between

revenue reserve and capital reserve.

A. A revenue reserve is created out of

capital pro�ts whereas a capital reserve

is created out of business pro�ts.

B. A revenue reserve can be used for

distribution of dividend with certain

https://dl.doubtnut.com/l/_un8dpKq30vB7


preconditions whereas a capital reserve

can be used for distribution of dividend

without any preconditions

C. A revenue reserve is created for

strengthening the �nancial position

whereas capital reserve is created for

meeting capital losses or to be used for

purposes speci�ed by the Companies

Act.

https://dl.doubtnut.com/l/_un8dpKq30vB7


D. There is no distinction between revenue

reserve and capital reserve.

Answer: c

View Text Solution

4. Which of the following statements are

correct about a "Provitions " ? 

(i) Provisions are a charge against the pro�ts

of and enterpise 

(ii) Provisions are created out of divisible

https://dl.doubtnut.com/l/_un8dpKq30vB7
https://dl.doubtnut.com/l/_Ib8SnLZ7KAS6


pro�ts 

(iii) Creation of provisions are not necessary

for a business 

(iv) Provisions are created to meet a known

liability

A. (i), (ii) and (iii)

B. (ii) and (iv) only

C. (i), (iii) and (iv)

D. (i) and (iv) only

Answer: d

https://dl.doubtnut.com/l/_Ib8SnLZ7KAS6


View Text Solution

5. Which of the following statements is not

appropriate in relation to "Provision"? 

Option1 Provision is a charged against pro�t 

Option2 Provision is created for known liability

Option3 Provision is created for strengthening

the �nancial position of the business. 

Option4 Creation of provision satis�es the

principle of conservatism.

A. Provisiion is a charged against pro�t

https://dl.doubtnut.com/l/_Ib8SnLZ7KAS6
https://dl.doubtnut.com/l/_sMvRMQ5hoSuR


Objective Type Questions C

B. Provision is created for known liability

C. Provision is created for strengthening

the �nancial position of the business.

D. Creation of provision satis�es the

principle of conservatism.

Answer: c

View Text Solution

https://dl.doubtnut.com/l/_sMvRMQ5hoSuR
https://dl.doubtnut.com/l/_RHBIOJsYvLxt


1. ……………… are created in business for rainy day.

View Text Solution

2. …………………are created for speci�c purpose.

View Text Solution

3. …………… are created out of capital gains.

A. Capital Reserve

B. Investment Fluctuation Reserve

https://dl.doubtnut.com/l/_RHBIOJsYvLxt
https://dl.doubtnut.com/l/_dFLDQrCSUeeC
https://dl.doubtnut.com/l/_NZJV9JTYi9bV


C. General Reserve

D. None of These

Answer: A

View Text Solution

4. Is reserve a charge against pro�t or an

appropriating of pro�t ?

View Text Solution

https://dl.doubtnut.com/l/_NZJV9JTYi9bV
https://dl.doubtnut.com/l/_AJ5CDclx9hds


Higher Order Thinking Skills Questions

5. Why 'Dividend Equalisation Reserve' is

termed as Reserve and not a provision?

View Text Solution

1. Eicher Ltd. intentionally made excess

provision for doubtful debts. What term will

be used for excess provision ?

View Text Solution

https://dl.doubtnut.com/l/_bnuo1GGsWhVx
https://dl.doubtnut.com/l/_xH64ONzmHGrT


https://dl.doubtnut.com/l/_xH64ONzmHGrT

