
   Class Notes 
Class: XI  

 

Topic: Provisions and Reserves 

 

Subject: ACCOUNTANCY 

 

 

There are many risks and uncertainties in business and in order to protect the business from the strong impact 

of such untoward incidences, it is necessary to make provisions and reserves in every business. 

Provisions: It means any amount written off or retained by way of providing depreciation, renewals in the  

value of assets or retained by way of providing for any known liability the amount of which may not be  

determined with substantial accuracy. Thus, a provision may be created either for a known reduction in the  

value of an asset or for a known liability, the amount of which cannot be ascertained accurately. It is a charge  

against profit.  

Some examples of provisions are: 

Provision for depreciation, provision for bad and doubtful debts, provision for taxation etc. 

 

Treatment of Provision in the Financial Statement: 

1. It is shown by way of deduction from the concerned asset on the asset side. For example: provision for  

doubtful debt is shown as deduction from the debtors and provision for depreciation as a deduction from the  

concerned fixed assets. 

2. On the liability side of the balance sheet along-with current liabilities, for example provision for taxes and  

provision for repairs and renewals. 

 

Reserves: It is the part of profit, which is set aside and retained in the business to meet future contingencies. 

Reserve is created to strengthen the financial position of the business. It is the appropriation of profit. 

Appropriation of profit means breakdown of profits for different purpose or use. Retention of profit in the  

form of reserve reduces the amount of profits available for distribution among the owners of the business. 

It is shown on the liability side of the Balance Sheet. 

 

                                                                        Types of Reserve:  

On the basis of the purpose, Reserves are classified as: 

1. General Reserve                                                                           2. Specific Reserve 

On the basis of the nature of the profit, Reserves are classified as: 

1. Revenue Reserve                                                                          2. Capital Reserve  



➢ General Reserve: It is the type of Reserve, the purpose of which is not specified. The amount of this  

reserve can be used for any purpose.  

➢ Specific Reserve: It is the reserve, which is created for some specific purpose and can be utilized for  

that purpose only. Some examples of specific reserves are: 

Dividend Equalization Fund, Workmen Compensation Fund, Investment Fluctuation Fund, Debenture  

Redemption Reserve etc.  

➢ Revenue Reserve: It is created from revenue profit which arise out of the normal operating activities 

of the business. These reserves are available for distribution as dividend. Some examples are: 

General reserve and specific reserve 

➢ Capital Reserve: It is created out of the capital profits which do not arise from the normal operating  

activities of the business. Such reserves are not available for distribution as dividend. These reserves can be  

used for writing off capital losses. 

 

                                             Difference between Provisions and Reserves 

                              Provision                                     Reserve 

1. It is a charge against profit. 1. It is an appropriation of profit. 

2. A provision must be made irrespective of 2. It is not possible to make reserve, when there is loss. 

whether there is a profit or loss in a particular year.  

3. A provision is made for a known reduction in the  3. It is created to meet any unknown contingencies and 

value of an asset or for a known liability, the  to strengthen the financial position of the business. 

amount of which cannot be ascertained accurately.  

4. It reduces taxable profits. 4. It has no effect on taxable profits. 

5. It is shown on the asset side by way of deduction 5. It is shown on the liability side of the balance sheet 

from the particular asset or on the liability side of   

the balance sheet.  

6. A provision is not available for distribution as  6. A reserve is available for distribution as dividend as it  

dividend as it is a charge against profit. is created out of profit. 

7. Creation of provision is necessary to ascertain  7. Creation of reserve is at the discretion of the 

true and fair profit and loss in compliance with management. It cannot be created unless there are  

‘prudence’ concept profits. 
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