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Accounts of partnership firms — Fundamentals

e Partnership firm minimum member—>2

e Maximum member =50

e There should be an agreement among the partners. The agreement may be oral or written.

1. Application of the provision of the Indian Partnership Act, 1932 in the absence of partnership deed:

If there is no partnership deed or when there is no express statement in the partnership deed,
then the following provisions of the Act will apply:

(i)

(ii)

(iii)

(iv)

)

Remuneration to partners
No salary or remuneration is allowed to any partner. [Section 13(a)]

Profit sharing ratio
Profits and losses are to be shared by the partners equally. [Section 13(b}]

Interest on capital

No interest is allowed on the capital. Where a partner is entitled to interest on capital
contributed as per partnership deed, such interest on capital will be payable only out of
profits. [Section 13(c)]

Interest on loans advanced by partners to the firm
Interest on loan is to be allowed at the rate of 6 per cent per annum. [Section 13(d)]

Interest on drawings
No interest is charged on the drawings of the partners.

2. Final accounts of Partnership firm:

The final accounts prepared by partnership firms are:

a) Manufacturing account - if manufacturing activities carried on

b) Trading & Profit and loss account - to ascertain profitability

c) Profit & Loss appropriation account - to show the disposable of profit and surplus

d) Balance sheet = to ascertain the financial status

3. Methods of maintaining capital account of the partners

a.

b.

Fixed capital method

i. Partner’s Capital account
ii. Partner’s Current account

Fluctuating capital method

i. Partner’s capital account

4. Format of partner’s capital account under Fixed capital method:

Dr. Partners’ capital account Cr.
Date Particulars : g Date Particulars J; g
To Cash/Bank A/fc KX | XXX By Balance b/d XXX | XXX
(permanent withdrawal By Cash/Bank A/c XXX XXX
of capital) (additional capital
To Balance c/d X KX introduced)
XXX XXX XXX | Xxx

Please Send Your Answer Keys to our Email 1d: padasalai.net@gmail.com



www.Padasalai.Net

www.CBSEtips.in

5. Format of partner’s current account under Fixed capital method:

Dr. Partners’ current account Cr.
A B A B
Date Particulars 3 z Date Particulars 3 z
To Balance b/d* XXX | XXX By Balance b/d* XXX | XXX
To Drawings A/c O | XXX By Interest on capital Afc | x| xxx
To Interest on drawings Afc | xxx | xox By Salary A/c XXX | XXX
To Profit and loss . o
iation A/ By Commission A/c XXX | XXX
c XXX | XXX
Appropriation By Profit and loss
(share of loss) o
appropriation Afc XK | XXX
To Balance ¢/d** XXX | X (share of profit)
By Balance c¢/d** XXX | XXX
XXX | XXX ANK | XXX
Note: * The opening balance may be either credit balance or debit balance for a partner.
** The closing balance may be either credit balance or debit balance for a partner.
6. Format of partner’s current account under Fluctuating capital method:
Dr. Partners’ capital account Cr.
Date Particulars A B Date A B
Particulars
T 3 T T
To Cash / Bank A/c XXX | XXX By Balance b/d XXX | XXX
(capital withdrawn) By Cash / Bank A/c XXX | XXX
To Drawings Afc XXX | XXX (additional capital introduced)
To Interest on drawings A/c XXX [ XXX By Interest on capital A/c XXX | XXX
To Profit and loss
By Salary A/c XXX | XXX
appropriation A/c XXX [ XXX
(share of loss) By Commission A/c XXX | XXX
By Profit and loss
To Balance c/d XXX | XXX
appropriation A/c XXX | XXX
(share of profit)
XXX | XXX XXX | XXX
7. Interest on capital of partners
a) For providing interest on capital
Date Particulars LF Debit Credit
T T
Interest on capital A/c Dr. XXX
To Partners capital / current A/c XXX
b) For closing interest on capital account
Date Particulars L.E Debit Credit
T kd
Profit and loss appropriation A/c Dr. XXX
To Interest on capital A/c XXX
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8. Calculations of interest on capital:

Interest on capital = Amount of capital x Rate of interest per annum x Period of interest
Note: a) if capital at the beginning is not given, then it can be calculated as below

b) If the date of 1OC is not given the average period is 6 months.

Particulars 3 4
Capital at the end XXX
Add: Drawings during the year (if fluctuating capital) XXX
Capital withdrawn during the year XXX XXX
XXX
Less: Profit credited during the year (if fluctuating capital) XXX
Additional capital introduced during the year XXX XXX
Capital at the beginning XXX

9. Interest on Drawings

a) For charging interest on drawings

Date Particulars L.E. | Debit | Credit
3 <
Partner’s capital/ current A/c Dr. XXX
To Interest on drawings A/c XXX

Note: Interest on Drawing is due from the partner to the firm and hence partner’s capital /Current
account is debited and interest on drawings account is credited.

b) FEor closing interest on drawings account

Date Particulars L.E | Debit | Credit
3 <
Interest on drawings A/c Dr. XXX
To Profit and loss appropriation A/c XXX

10. Calculation of interest on drawings (10D)
a) Direct method

IOD = Amount of Drawings x Rate of interest x Period of interest
b) Product method:

Product method is based on the principle that interest on the amount for a number of days/
months is the same as interest for one day/month on the sum of the products of amount
withdrawn and the period of interest.

IOD= sum of products x Rate of interest p.a x 1/12 (one month)

IOD= sum of products x Rate of interest p.a x 1/365 (one day)
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¢) Average period method:

Total amount of drawings
made during the year

Average period
12

[Rate of interest
per annum

Interest on drawings = X

Number of months from
the date of last withdrawal
to the end of the year

Number of months from
the date of first withdrawal

i to the end of the year
Average period = 3

d) Average period is computed as follows:
The following table shows the average period in months for withdrawal made at the beginning, in

the middle and at the end of every month, quarter and half year of the year.

Average period (in months)
Frequency of withdrawal Time of withdrawal
At the beginning In the middle At the end

Monthly (12+1) =6.5 (11.5+0.5) =6 (11+0) =5.5

2 2 2
Quarterly (12+3) =7.5 (10.5+1.5) =6 (9+0) =4.5

2 2 2
Half-yearly %)‘ =9 9;3 =6 L(’ZLOJ =3

11. Salary and commission to Partners:

a) For partner’s salary and commission due

Date Particulars L.E Debit Credit
T 3
Partner’s salary A/c Dr. XXX
Partner’s commission A/c Dr. XXX
To Partner’s capital / current A/c XXX
b) For closing partner’s salary and commission account at the end of the accounting year
Date Particulars L.F. Debit Credit
T 3
Profit and loss appropriation A/c Dr. XXX
To Partner’s salary A/c XXX
To Partner’s commission A/c XXX

Note: Partners are entitled to remuneration only if there is a profit in the firm. Hence, Profit and
loss appropriation account is debited. As the remuneration is due to the partner’s Capital /
Current account of partners is credited

)] Commission as a percentage of net profit before charging such commission

% of commission
100

= Net profit before commission x

i) Commission as a percentage of net profit after charging such commission
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. . % of commission
= Net profit before commission x

100 + % of commission

12. Interest on loan from partners:

a) For providing interest on partner’s loan

Date Particulars L.E. | Debit | Credit
L4 L4
Interest on partner’s loan A/c Dr. XXX
To Partner’s loan A/c XXX

b) For closing interest on partner’s loan account

Date Particulars L.E | Debit | Credit
3 i
Profit and loss A/c Dr. XXX
To Interest on partner’s loan A/c XXX

Note: Interest on partner’s loan being expenses to the firm is debited in the firm’s book. It is a
charge against profit, that is, whether there is profit or loss for the firm, this interest is to be
provided. Hence interest on partner’s loan is transferred to profit and loss account.

13. Division of profits among partners:

Date Particulars L.E. | Debit | Credit
< 3
Profit and loss appropriation A/c Dr. XXX
To Partner’s capital/current A/c XXX

Note: if there is a loss, the reverse entry is made.

14. Profit and loss appropriation account:

Format of profit and loss appropriation account

Dr. Profit and loss appropriation account Cr.
Particulars T Particulars L4
To Interest on partners’ capital A/c xxx | By Profit and loss A/c* XXX
To Partners’ salary A/c xxx | By Interest on partners’
To Partners’ commission A/c XXX drawings A/c XXX
To Partners’ capital/current A/c (Profit) XXX
XXX XXX

*Amount of profit transferred from profit and loss account.
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15. Point to remember

¢ Profits and losses are shared among the partners of a firm in the profit sharing ratio. In
the absence of agreed ratio, the profits and losses are to be shared by the partners equally.

-

<+ In the absence of agreement, no interest is allowed on capital, no interest is charged on
drawings and no salary or other remuneration is given to the partners.

%

*

Partners are entitled to interest on the loans advanced by them to the firm at a rate
agreed by them. If the rate of interest on partners’ loan is not agreed, the partners are
entitled to interest on loans at 6% per annum.

%

*

When fixed capital method is adopted by a firm, current accounts are opened for each

partner apart from the capital account of each partner.

% When fluctuating capital method is followed, all the adjustments regarding additional
capital introduced, share of profit, interest on capital, interest on drawings, etc. are
done in the capital account.

<+ In Profit and loss appropriation account, adjustments are made for interest on capital,

interest on drawings and partners’ remuneration, the resultant profit is shared by the

partners in their profit sharing ratio.

BOOK EXERCISE
1. There is no partnership deed, we must be follow Indian Partnership act 1932

) As per Indian partnership act 1932 section 13(c) No interest is allowed on the capital. So the
claim of Aakash is invalid.

i) As per Indian partnership act 1932, No interest is charged on the drawing of the partner. So
bala did agree to pay 10D is invalid.

1)) As per Indian partnership act 1932 section (b), the profit or loss divided in equal ratio. So the
claim of Aakash is invalid.

iv) Daniel demanded salary is not valid, because as per Indian partnership act 1932 section (a)
the salary is not allowed to partners.

V) Chandru demanded Interest on loan 12% is not valid, because as per Indian Partnership act
1932 section(d), the rate of interest on loan to the Partner’s loan is 6% only.

2. Fixed capital method

Partner’s Capital a/c

Dr Cr

Particulars | Rooban | Deri Particulars Rooban | Deri
Balance b/d 70000 50000
Cash/bank a/c | 18000 16000

Balance c/d | 88000 66000

88000 | 66000 88000 66000
Partner’s current a/c
Dr Cr
Particulars Rooban | Deri | Particulars Rooban | Deri
Drawings 10000 6000 | Balance b/d 25000 15000
Interest on drawings | 500 300 Interest on capital | 3500 2500
Salary - 18000
Commission 12000 -
Balance c/d 65000 | 55000 | Share of profit 35000 25800
75500 61300 75500 61300
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Partner’s capital a/c

Dr Cr
Particulars | Arun Selvam | Particulars Arun Selvam
Balance b/d 220000 150000
Balance c/d | 220000 220000 | Cash/bank a/c | - 70000
220000 220000 220000 220000
Partner’s Current a/c
Dr Cr
Particulars Arun Selvam | Particulars Arun Selvam
Balance b/d 4250 - Balance b/d - 10000
Drawings 10000 20000 Share of profit 22000 15000
Interest on 750 600 Interest on capital | 1100 750
drawing
Commission 6900 -
Balance c/d 15000 12000 Salary - 6850
30000 32600 30000 32600
4. FEluctuating capital method
Partner’s capital account
Dr Cr
Particulars Padmini | Padma | Particulars Padmini | Padma
Balance b/d 500000 | 400000
Drawings 70000 40000 | Share of profit 52000 40000
Interest on drawings | 2000 1000 Interest on capital | 30000 24000
Commission - 21000
Balance c/d 555000 | 444000 | Salary 45000 -
627000 | 485000 627000 | 485000

5. Calculation of IOC(Interest on Capital)

Interest on capital = Opening Capital x Rate of Interest x period of interest
Mannan : 150000 x 6/100 = %9000
6. Calculation of 10C:

Ramesh: 10000 x 6/100=%6000

Prakash

Supria

Capital =300000 x 6/100 =18000

Additional Capital =60000 x 6/100 x 9/12 =2700

Capital =200000 x 6/100=12000
Additional capital =200000 x 6/100x6/12=900

20700

12900

Note: The date of additional capital is not given. The average period is 6 months.
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7. Calculation of 10C:

Begam Fatima
Capital =50000 x 4/100 =2000 Capital =40000 x 4/100=1600
Additional Capital =10000 x 4/100 x 3/12 =100 | Additional capital =9000 x 4/100x8/12=240
2100 1840

8. Calculation of 10C:
Subha Sudha
Closing capital 40000 Closing capital 60000
Add:Drawing 8000 Add: Drawing 10000
48000 70000
Less: Profit 12000 Less: Profit 18000
Opening capital 36000 Opening capital 52000

Subha Sudha
36000X5/100 =1800 52000X5/100 =2600
9. Calculation of 10C:

Rajan Devan

Closing capital 100000 Closing capital 80000

Add: Drawings 20000 Add: Drawings 10000
120000 90000

Less: Profit (-)20000 Less: Profit 10000
100000 80000

Add: Additional Capital (-)40000 Add: Additional Capital 30000

Opening capital 60000 Opening capital 50000

Rajan Devan

Capital 60000X6/100 =3600 Capital 50000X6/100 =3000

Additional capital 40000X6/100X9/12 =1800 Additional capital 30000X6/100X4/12 =600
2400 3600

10. Compute the amount of interest on capital in each of the following situations:

i) If the partnership deed is silent, the interest on capital is not allowed to partner’s capital
i) If IOC @4% is allowed as per the partnership deed
Ahamed Basher
I0C =60000X4/100 =2400 10OC =40000X4/100 =1600
(2400+1600=4000)
iii) If the partnership deed allows interest on capital @ 6% per annum.
Ahamed Basher
I0C =60000X6/100 =3600 I0OC =40000X6/100 =2400
(3600+2400=6000) Note: if the IOC is greater than the profit. Profit will be distributed to the partners in their capital ratio 3:2.
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Interest on Drawings = Amount of Drawings x Rate of interest x Period of interest
Mani:10D = 30000 x 6/100 x 4/12 =600
12. Calculate the amount of IOD

13. Calculate the amount of IOD

Date DrawingsZ | 10D calculation 10D
February 1 | 2000 2000 x 6/100 x 11/12 | 110
May 1 10000 10000 x 6/100 x 8/12 | 400
July 1 4000 4000 x 6/100 x 6/12 | 120
October 1 | 6000 6000 x 6/100 x 3/12 | 90
720
Date Drawings | 10D calculation 10D
March 1 4000 4000 x 6/100 x 10/12 | 200
June 1 4000 4000 x 6/100 x 7/12 | 140
September 1 | 4000 4000 x 6/100 x 4/12 | 80
December 1 | 4000 4000 x 6/100 x 1/12 | 20
440

14. Calculate 10D of Mathew:

10D= Amount of Drawing X Rate of Interest x period of Interest
IOD= 20000 x 10/100 x 6/12 =%1000

Note: If the date of Withdrawal is not given. The average period is taken as 6 months.

15. Calculate 10D by using Product method:

IOD = Total product amount x Rate of Interest x 1/12

Date Drawing X | Period of interest | Total product

February 1 | 2000 11 22000

May 1 10000 8 80000

July 1 4000 6 24000

October 1 | 6000 3 18000
144000

10D= 144000 x 6/100 x 1/12 = 720
16. Calculate 10D using Average Period Method:

Total amount of drawings = Drawings per month x 12 (Every Month Drawing)

I0D = Total amount of Drawings x Rate of Interest x Average Period/12

Total amount of drawings = 2500 x12 =30000

)] At the beginning of every month:

i) In the middle of every month:

i) At the end of every month:

IOD = 30000 x 4/100 x 6.5/12 = 650
10D = 30000 x 4/100 x 6/12 = 600
IOD = 30000 x 4/100 x 5.5/12 = 550
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The following table shows the average period in months for withdrawal made at the beginning,
in the middle and at the end of every month, quarter and half-year of the year.

Average period (in months)

Frequency of withdrawal Time of withdrawal
At the beginning In the middle At the end
Monthly {%} =6.5 jl].i+0.5; =6 1;+0 =55
Quarterly {%1 =75 jl().iH.SJ =6 [92+_01 =45
Half-yearly tasel =9 G =6 (010 =3
17. Calculate 10D (Kevin)
Total amount of Drawings=Amount draws in every month x 4
Total amount of Drawings= 5000x4=20000
I0D = Total amount of Drawings x Rate of Interest x Average Period/12
IOD = 20000 x 6/100 x 4.5/12 = Y450
18. Calculate 10D (Ram)
Total amount of Drawings=Amount draws in every month x 2
Total amount of Drawings= 18000x2=36000
I0D = Total amount of Drawings x Rate of Interest x Average Period/12
10D = 36000 x 10/100 x 9/12 = ¥2700
19. Journal entries:
Date Particular L.F | Debit | Credit
31" March | Kamali’s salary a/c Dr 10000
2018 To Kamali’s capital a/c 10000
(Kamali’s salary transfer to their capital account)
31" March | Janani’s Commission a/c Dr 40000
2018 To Janani’s capital a/c 40000
(Janani’s Commission transfer to their capital account)
31" March | Profit & Loss Appropriation a/c Dr 50000
2018 To Kamali’s Salary a/c 10000
To Janani’s Commission a/c 40000
(salary & commission Transfer to Profit & Loss
Appropriation a/c)
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20. Find the commission of Sibi and Manoj (Prepare P&L Appropriation account)

Profit & Loss Appropriation a/c

Dr
Particular 4 % Particulars < <
Sibi’s commission 12000 Profit 60000
Manoj’s commission 80000 | 20000
Partner’s Capital a/c
Sibi’s capital 20000
Manoj’s capital 20000 | 40000
60000 60000
21. Prepare journal entries and Profit & L oss Appropriation account
Dr Profit & L oss Appropriation a/c Cr
Particulars 4 3 Particulars 3 4
Interest on capital: Profit 35000
Ananth 3000 Interest on drawings
Narayanan 1800 | 4800 | Ananth 1000
Partner’s capital a/c Narayanan 800 | 1800

Ananth’s capital a/c 20000
Narayanan’s capital a/c | 12000 | 32000

36800 36800
Journal entries in the book of Partnership firm of Ananth & Narayan
Date Particular L.F | Debit | Credit
31 March 2018 | Interest on capital a/c Dr 4800
To Ananth’s capital a/c 3000
To Narayanan’s capital a/c 1800
(Being IOC Transfer to partner’s capital a/c)
31" March 2018 | Profit and loss appropriation a/c Dr 4800
To Interest on Capital a/c 4800
(Being 10C a/c Closed)
31" March 2018 | Ananth’s capital a/c Dr 1000
Narayanan’s capital a/c Dr 800
To Interest on Drawing a/c 1800
(Being 10D Transfer to Partners capital a/c)
31" March 2018 | Interest on Drawing a/c Dr 1800
To Profit & Loss Appropriation a/c 1800
(Being 10D a/c Closed)
31" March 2018 | Profit & Loss appropriation a/c ~ Dr 32000
To Ananth’s capital a/c 20000
To Narayanan’s capital a/c 12000

(Being Profit distributed among the partners)
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22. Prepare Profit & Loss Appropriation account

Dr Profit & L oss Appropriation a/c Cr
Particulars 4 % Particulars 4 4
Interest on capital: Profit 220000
Dinesh 60000 Interest on Drawing:

Sugumar 48000 | 10800 | Dinesh 3600
Dinesh’s salary 60000 | sugumar 2200 | 5800
Sugumar’s commission 80000

Partner’s capital:

Dinesh’s capital 50000
Sugumar’s capital 25000 | 75000
225800 225800
23. Prepare profit & loss appropriation account
Dr Profit & L oss Appropriation a/c Cr
Particulars 4 % Particulars ¥ |
Interest on capital a/c: Profit 365000
Antony 20000
Ranjith 15000 | 35000
Antony’s salary 90000
Ranjith’s commission 48000

Partner’s capital:

Antony 96000
Ranjith 96000 | 192000
225800 225800
Q . . . .
GASE STUDY Malar and Mani are good friends and wanted to start a business of buying

and selling of sports materials. So, they formed a partnership firm. They
contributed equal amount of capital. Apart from the capital, Mani gave loan to the business.
However, there was no partnership deed. Malar is good at marketing and adds value to the
business with her skills. The firm maintains two separate accounts- capital and current
accounts. The business gained popularity and reputation. But, the business could not
cover its expenses and hence made a loss. At the end of the first year of the business, they
had some misunderstanding on the following:
1) Malar claims salary of ¥ 10,000 per month, for her extra efforts. Mani does not
agree to this.
2) Mani claims interest on the loan. But, Malar does not agree for this saying that the
business made a loss.
3) Mani wants to admit his relative into the existing firm, but Malar does not agree
for this.
They both need your help to solve these issues.
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Malar’s claims is invalid, because according to the Indian Partnership Act 1932 Sec(A) salary is not
allowed to the partners in a firm

Mani’s claims is valid, because according to the Indian partnership Act 1932 Sec (d) Interest on loan
provided to the partners at 6% P.a

Mani want to admit his relative into the existing firm with the agree of other partners.

Arise! Awake! And Stop not until the goal is reached

-Swami Vivekanandar

R. MUTHUKOODALINGA RAJA, M.Com, B.Ed
RKVS HSS, VIRUDHUNAGAR

9142475597, 9842693649
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GOODWILL (AS10) IN PARTNERSHIP ACCOUNTS
FORMULAS, SPECIMENS & BOOK BACK EXERCISE

1. Meaning:

Goodwill is the good name and reputation of the business which brings business benefits to
the business. It is an intangible fixed asset. It is intangible because it has no physical

existence. It cannot be seen and touched.

2. Factors determining the value of goodwill of a partnership firm:

o

- © o o

g.

Profitability of the business

Favourable location of the business enterprises
Good quality of goods and services offered
Tenure of the business enterprises

Efficiency of the management

Degree of competition

Other factors

3. Need for valuation of goodwill of partnership firms:

a.
b.
C.
d.

When there is a change in the profit sharing ratio
When a new partner is admitted into a firm
When an existing partner retires from the firm or when a partner dies

When a partnership firm is dissolved.

4. Classification of goodwill:

a.

Acquired goodwill (it can be recorded in the books of accounts & it shown in the assets side
of Balance sheet)
Self generated goodwill (it cannot be recorded in the books of accounts & it not shown in the

balance sheet)

5. Method of valuation of goodwill (Self generated goodwill):

a. Average profit method

i. Simple average profit method

il. Weighted average profit method

b. Super profit method

C.

i. Purchase of super profit method
ii. Annuity method
iii. Capitalization of super profit method

Capitalization method

6. Average profit method:

While computing the average profit, in addition to rectification of errors, the following adjustments

are to be made:
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Adjusted profit = Actual profit

+ Past expenses not required in the future

— Past revenues not likely to be earned in the future

+ Additional income expected in the future

- Additional expenses expected to be paid in the future

The average profit may be either simple average profit or weighted average profit.

7. Simple average profit method:

Goodwill = Average profit x No of years of purchase

Total Profit
No of years

Average profit =

8. Weighted average profit method:

This method is used when the profit show an increase or decreasing trend. More weight is generally
given to the profit of the recent year.(Ex: Year 1=1; Year 2=2; Year 3=3; Year 4=4;.... Year n=n;)

Goodwill = Weighted Average profit x No of years of purchase

Total of weighted Profit

Average profit = Total of weight

9. Super profit method:

Super profit = Average profit — Normal profit

Total Profit
No of years

Average profit =
Normal profit = Capital employed x Normal Rate of return

Capital Employed = Fixed assets + Current assets - Current Liability

Normal Rate of return = profit earned by the similar business entity in the industry under normal
circumstances.

10. Purchase of super profit method

Goodwill = super profit x No of years purchase
11. Annuity method:

Goodwill = Super profit x Present value of annuity factor

Present value of annuity factor is the present value of annuity of rupee one at given time. It can
found out from annuity table or by using formula

Note: Annuity table download from internet.

(1+)"-1
i(1+)n

The formula is: Annuity factor =

12. Capitalisation of super profit method:

super profit

Goodwill = 100

Normal Rate of Return

13. Capitalisation method:

Goodwill = Total capitalized value of the business — Actual capital employed

Average profit

Capitalized value of the business = x100

Normal rate of return

Actual capital employed = Fixed assets (Excluding goodwill)+Current assets —Current Liabilities
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14. Point to remember:

** Goodwill is the good name or reputation of the business which brings benefit to the
business.

+¢+ Itis an intangible fixed asset. Following are the circumstances that require valuation of
goodwill of partnership firms in order to protect the rights of the partners:

*» When the profit sharing ratio is changed, when a new partner is admitted into a firm,
when an existing partner retires from the firm or when a partner dies and when a
partnership firm is dissolved

*» Goodwill may be classified into acquired goodwill and self-generated goodwill.

*+ Following are the methods generally followed to value goodwill:

Average profits methods, super profit methods and capitalisation method

BOOGK EXERCISE

1. Short answer question 4 Compute average profit

Total Profit
No of years

Average profit =

Average prOfIt — 8000+10000+9000 — 27000 = %9000

2. Short answer guestion 5 Compute goodwill using average profit method

Goodwill = Average profit x No of years purchase
Good will = 15000 x 2 =X30000

EXERCISE SOMS

Simple Average Profit Method:

1. Calculate the value of goodwill Under Average profit method:

Goodwill = Average profit x No of years purchase

Total Profit
No of years

Average profit =

10000+11000+12000+13000+14000 _ 60000

=312000
5 5

Average profit =

Goodwill = 12000 x 2 = ¥24000

2. Calculate the value of goodwill Under Average profit method

Goodwill = Average profit x No of years purchase

Total Profit
No of years

Average profit =

. 5000+8000—-3000+6000 16000
Average profit = == =34000

4

Goodwill = 4000 x 3 =%12000

3. Calculate the value of goodwill Under Average profit method:

Particular 2015 2016 2017 2018
Profits 10000 | 12500 | 12000 | 11500
Less: Remuneration (-)1500 | (-)1500 | (-)1500 | (-)1500
Profit after adjustment 8500 | 11000 | 10500 | 10000

Goodwill = Average profit x No of years purchase

Total Profit,
No of years’'

Average profit =
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8500+11000+10500+10000 _ 40000
4

Average profit = =<10000

Goodwill = 10000 x 3 = Z30000
(Or)

10000+12500+12000+11500 _ 46000
4 4

Less: Remuneration = 31500
= 10000

=<11500

Average profit =

Adjusted average profit
Goodwill = 10000 x 3 =%30000

. Calculate the value of goodwill Under Average profit method:

2016 2017 2018
175000 | 150000 | 200000
(-)45000 - -
(-)30000 -
(+)30000
230000

Particulars
Profit

Less: Non recurring income
Less: Over valuation of closing stock -
Add: over valuation of opening stock - -
130000 | 120000

Adjusted profit

Goodwill = Average profit x No of years purchase

Total Profit,

. 130000+120000+230000 __ 480000
; Average profit = =

3

Average profit = =3160000

No of years

Goodwill = 160000 x 4 = 640000

. Calculate the value of goodwill under Average profit method:

Particulars 2016 2017 2018

Profit

Less: Non recurring income
Add: stock destroyed by fire

Less: Insurance Premium in future

25000
(-)2500

(-)250

23000

(+)3500
(-)250

26000

(-)250

Adjusted profit

22250

26250

25750

Weighted Average profit method:

. Calculate the value of goodwill under Weighted average profit method:

Year | Profits (A) | Weight (B) | Weighted profit (AxB)
2015 10000 1 10000
2016 12000 2 24000
2017 16000 3 48000
2018 18000 4 72000

Total 10 154000

Goodwill = Weighted Average profit x No of years of purchase

Average profit =

Total of weighted Profit _ 154000

Total of weight

Goodwill = 15400 x 3 = 46200

= 15400
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Purchased Super profit method:

Calculate the value of goodwill under purchased super profit method:

Super profit = Average profit — Normal profit

Total Profit
No of years

Average profit =
Normal profit = Capital employed x Normal Rate of return

Capital Employed = Fixed assets + Current assets - Current Liability
Capital employed= 500000-200000=%300000

Normal profit = = 300000 x 12.5/100 =X 37500

Super profit = 60000 -37500 = %22500

Goodwill = 22500 x 2 = 345000

Calculate the value of goodwill under super profit method:

Super profit = Average profit — Normal profit

Total Profit
No of years

Average profit =
Normal profit = Capital employed x Normal Rate of return

Capital Employed = Fixed assets + Current assets - Current Liability
Average profit = 20000+17000+230000/3 = 60000/3=3%20000
Normal profit = = 80000 x 15/100 =%¥12000

Super profit = 20000 -12000 = 8000

Goodwill = 8000 x 2 =316000

Annuity method

Calculate the value of goodwill under Annuity method

Goodwill = Super profit x Present value of annuity factor
Super profit = Average profit — Normal Profit

= 14000 — 4000 =10000
Goodwill = 10000 x 3.352 =%33520

Capitalisation of super profit method

Calculate the value of goodwill under capitalisation of super profit method

super profit

Goodwill = 100

Normal Rate of Return
Super profit = Average profit — Normal profit

Average prOflt — Total Profit — (30000—-3000)+40000+50000+45000 = 162000/4 = F40500

No of years 4

Note: A non recurring income of Rs.3000 is included in Rs.30000 profit. So it was deducted from
Rs.30000. Normal profit = capital employed x NRR (Normal rate of return)

= 300000 x 10/100 =%¥30000
Super profit = 40500 — 30000 =%10500; Goodwill = 10500/10x100 = ¥105000
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Capitalisation method

11. Calculate the value of goodwill under capitalisation method

Goodwill = Total capitalized value of the business — Actual capital employed

Average profit

Capitalized value of the business = x100

Normal rate of return
Actual capital employed = Fixed assets (Excluding goodwill)+Current assets —Current Liabilities
Capitalisaton value of the business = 20000/10 x 100 = 200000

Goodwill = 200000 — 150000 = €50000

Arise! Awake! And Stop not until the goal is reached

-Swami Vivekanandar

R. MUTHUKOODALINGA RAJA, M.Com, B.Ed
KVS HSS, VIRUDHUNAGAR

91442475597, 9842693649
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Admission of a partner (Sec 31(1) of Indian Partnership Act 1932

Formulae, Specimens and Exercise sums

1. Adjustment required at the time of admission of a partner

On admission, the new partner may bring capital in cash or in kind or both. The following journal

entry is passed to record the capital brought in
Date | Particulars LF | Debit | Credit
Cash or Bank a/c Dr XXXX
Assets a/c Dr XXXX
To New Partner Capital a/c XXXX
The following adjustments are necessary at the time of admission of a partner
a. Distribution of accumulated profits, reserves and losses
b. Revaluations of Assets and Liabilities
c. Determinations of new profit sharing ration and Sacrificing ratio
d. Adjustment for Goodwill
e. Adjustment of capital on the basis of new profit sharing ratio (if so agreed)
2. Distribution of accumulated profits, reserves and losses
For transferring accumulated profits and reserves
Date | Particulars LF | Debit | Credit
Profit and loss appropriation a/c  Dr XXXX
General Reserve a/c Dr XXXX
Workmen compensation fund a/c* Dr XXXX
Investment fluctuation fund a/c*  Dr XXXX
To Old Partner’s Capital /Current a/c XXXX
('in old ratio)
For transferring accumulated losses
Date | Particulars LF | Debit | Credit
Old partner’s Capital / Current a/c  Dr XXXX

To Profit & Loss a/c (in old ratio) XXXX

Note: In case of WCF*, the excess amount after providing for anticipated claim is the

accum

In case

(book value and market value of investment) is to be subtracted from the IFF and the balance of IFF is to be

ulated profit to be transferred.

of IFF* if the market value of investments is less than the book value, then the difference

transferred to the old partners capital a/c / current a/c in their old profit sharing ratio.

3. Revaluation of assets and liabilities

a) Revised value of assets and liabilities are show in the book

b) Revised value of assets and liabilities are not show in the book
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4. Revised value of assets and liabilities are show in the book

Date Particulars L.E Debit | Credit
T T
1. For increase in the value of asset
Concerned asset Afc Dr. XK
To Revaluation Afc KK
2. For decrease in the value of asset
Revaluation Afc Dr. XXX
To Concerned asset Afc KK
3. For increase in the amount of liabilities
Revaluation Afc Dr. KKK
To Concerned liability Alc XXX
4. For decrease in the amount of liability
Concerned liability A/c Dr. XK
To Revaluation Afc XXX
5. For recording an unrecorded asset
Concerned asset Afc Dr. XK
To Revaluation Afc KKK
6. For recording an unrecorded liability
Revaluation Afc Dr. XXX
To Concerned liability A/c XXX
7. For transferring the balance in revaluation A/c
(a) If there is profit on revaluation
Revaluation Afc Dr. XXX
To Old partners’ capital A/e (individually in old ratio) XX
(b} If there is loss on revaluation
Old partners’ capital A/c (individually in old ratio) Dr. XXX
To Revaluation Afe XX
5. Format of revaluation account
Dr Revaluation a/c Cr
Particulars 4 z Particulars z z
To Increase in Liabilities xxxx | By Decrease in Assets XXXX
To Decrease in Assets xxxx | BY Increase in Liabilities XXXX
To Unrecorded Liabilities xxxx | By Unrecorded Assets XXXX
To old Partner’s Capital a/c (Profit on revaluation xxxx | xxxx | To old Partner’s Capital a/c (Profit on revaluation XXXX | XXXX
shared in old ratio)* shared in old ratio)*

Note: There will be either Profit or Loss on revaluation.

When revised value of assets and Liabilities are not shown in the book:

Under this method, the assets and liabilities are shown at their original values and not at the revised

value in the books and in the balance sheet which is prepared immediately after the admission of a

partner.

A memorandum revaluation account which is a temporary account is opened when the revised values

are not to be shown in the books of accounts.
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Sacrificing ratio = Ratio of share sacrificed by the old partner (Existing partner)

Share Sacrificed = Old share — New share

b. When new profit sharing ratio is not given

1) when share sacrificed is given

New share of old partner = Old share — Share sacrified

Share of New partner = Sum of shares sacrificed by old partners

ii) When proportion of share sacrificed is given

a) when share sacrificed is given as a proportion on old partners’ share

Share sacrificed by old partner = old share x Proportion of share sacrificed
New share of old partner = Old share — share sacrificed

Share of new partner = Sum of share sacrificed by old partners

b) When proportion of share sacrificed on new partner’s share is given

New share of old partner = Old share — Share sacrificed

Share sacrificed = New partner’s share x Proportion of share sacrificed

¢) When share sacrificed and proportion of share sacrificed is not given

Share sacrificed = old share of old partners
Total share of firm is considered as = 1

Remaining share = 1- New partner share

New share of old partners = Remaining share x old share

7. Adjustment for goodwill

a. Accounting Treatment for goodwill

i. When new partner brings cash towards goodwill

ii. When the new partner does not bring goodwill in cash or in kind

iii. When the new partner brings only a part of the goodwill in cash or kind

iv. Existing goodwill

i. When new partner brings cash towards goodwill

For the goodwill brought in cash

Date Particulars LF|Dr¥| Cr¥
Cash a/c Dr XXXX
To Goodwill a/c XXXX
(Being amount received from new partner for goodwill)
Goodwill a/c Dr XXXX
To Old partners Capital /Current a/c XXXX
To sacrificed partners Capital /Current a/c XXXX
(Being goodwill transferred to existing partners capital/ current a/c)
For the goodwill brought in Kinds (Assets)
Date Particulars LF|Dr¥ | Cr¥
Respective assets a/c Dr XXXX
To Goodwill a/c XXXX

(Being Assets received from new partner for goodwill)
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Goodwill a/c Dr XXXX
To Old partners Capital /Current a/c XXXX
To sacrificed partners Capital /Current a/c XXXX
(Being goodwill transferred to existing partners capital/ current a/c)

For withdrawal of cash received for goodwill by the old partners

Date Particulars L.F|Dr¥| CrX
Old partner’s capital/current a/c Dr XXXX
To Cash / Bank a/c XXXX
(Being amount withdrawal from the firm for new partner goodwill)

ii. When new partner does not bring goodwill in cash or in kind

Date Particulars LF|DrX | CrX
New partner’s capital a/c Dr XXXX
To Old partner’s capital/current a/c XXXX
(in sacrificing ratio)

iii. When the new partner bring only a part of the goodwill in cash or in kind

Date Particulars LF|DrX | Cr¥
Cash/Bank a/c Dr XXXX
New partner’s capital a/c Dr XXXX

To Old partner’s capital/current a/c
(in sacrificing ratio)

iv. Existing Goodwill

Date Particulars LF|Dr¥| CrX
Old partner’s capital/current a/c Dr XXXX
To Goodwill a/c XXXX
(in sacrificing ratio)

8. Adjustment of capital on the basis of new profit sharing ratio:

Sometimes, it may be agreed by the partners that their capitals in the reconstituted firm be in the
proportion of their new profit sharing ratio. There can be two situations

1. The new partner may be required to bring proportionate capital for his share of profit.

2. The old partners may be required to make their capital in proportion to their new profit sharing ratio

9. Points to remember:

% On admission of a new partner, the firm is reconstituted with a new agreement and
the existing agreement comes to an end.

% On admission of a partner, generally there is a change in the mutual rights of the
partners.The new partner acquires the right to share the future profits and share the
assets of the firm.

%+ The new partner becomes liable for all the acts which are carried out by the firm from
the date of his / her admission into the firm.

% On admission of a partner, the accumulated profits, accumulated losses and reserves
before admission are to be distributed to the existing partners in the old ratio.

%+ When a partner is admitted into the firm, assets and liabilities are to be revalued and

the profit or loss on revaluation is to be distributed to the existing partners in the old
ratio.
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%+ Atthe time of admission of a partner it is necessary to determine the new profit sharing

ratio because the new partner is entitled to share the future profits of the firm.

«¢ If the new profit sharing ratio is not agreed, the partners will share the profits and

losses equally.

¢ The existing partners sacrifice part of their share of profit in favour of the new partner.
To compensate the sacrifice made by the existing partners, goodwill brought by the

new partner is distributed in the sacrificing ratio to the old partners who sacrifice.

«* Sacrificing ratio is the proportion of the profit which is sacrificed or foregone by the

old partners in favour of the new partner.

Exercise sums

Distributions of Undistributed Profits, reserves and losses

1. Journal entries for undistributed General Reserves
Date Particulars LF | Dr.¥ | Cr.X
General reserve a/lc Dr 42000
To Arul’s Capital a/c 24000
To Anitha’s Capital a/c 18000
(Being General reserves distributed to the old partners in old ratio)
2. Journal entry for Undistributed L osses
Date Particulars LF| Dr.¥ | Cr.X
Anjali’s Capital a/c Dr 42000
Nithya’s Capital a/c Dr 24000
To Profit and Loss a/c 18000
(Being Losses distributed to the old partners in old ratio)
3. Journal entries for undistributed Profit, WCF and General Resereves
Date Particulars LF| Dr.¥ | Cr.F
Profit and loss a/c Dr 40000
General Reserve a/c Dr 8000
Workmen Compensation Fund a/c Dr 12000
Oviya’s Capital a/c (25000+5000+7500) 37500
Kaviya’s Capital a/c(15000+3000+4500) 22500
(old partners Profit, General reserves & WCF distributed in old ratio)
Workings: 1),Profit 40000x5/8=25000 (Oviya) 40000x3/8=15000 (Kaviya)
2) general reserve  8000x5/8=5000 (Oviya) 8000x3/8=3000 (Kaviya)
3) WCF: 12000x5/8=7500 (Oviya) 12000x3/8=4500 (Kaviya)
Revaluations of Assets and Liabilities
4. Journal entries for Revaluation account:
Date Particulars LF| Dr.¥ | Cr.X
Premises a/c Dr 60000
To Revaluation a/c 60000
(Being Premises Revalued)
Revaluation a/c Dr 9500
To Stock a/c 5000
To Furniture a/c 2000
To Machinery a/c 2500
(Being Assets are revalued)
Revaluation a/c Dr 500
To outstanding Liabilities a/c 500
(being outstanding liabilities revalued)
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Revaluation a/c

Particulars 4 4 Particulars 4
Stock 5000 | Premises 60000
Furniture 2000
Machinery 2500
Outstanding liabilities 500
Revaluation profit
Hari’s Capital 5/10 25000
Mathavan’s capital 3/10 | 15000
Kesavan’s Capital 2/10 | 10000 | 50000

60000 60000
5. Journal entries for Revaluation account
Date Particulars LF | Dr.¥ | Cr.X
Building a/c Dr 40000
To Revaluation a/c 40000
(Building Revalued)
Investment a/c Dr 10000
To Revaluation a/c 10000
(Investment Revalued)
Revaluation a/c Dr 26000
To Furniture a/c 14000
To Machinery a/c 12000
(Being Assets Revalued)
Creditor alc Dr 16000
To Revaluation a\c 16000
(Creditor revalued)

Revaluation a/c

Particulars ] 4 Particulars 3
Furniture 14000 | Buildings 40000
Machinery 12000 | Sundry Creditors | 16000

Investment 10000

Revaluation profit
Seenu’s Capital 5/8 | 25000
Siva’s capital 3/8 15000 | 40000

66000 66000
6. Journal entries for Revaluation account
Date Particulars LF | Dr.R Cr.X
Building a/c Dr 16000
To Revaluation a/c 16000
(Building Revalued)
Investment a/c Dr 6000
To Revaluation a/c 6000
(Investment Revalued)
Revaluation a/c Dr 3500
To Furniture a/c 1000
To Provision for Bad & doubtful a/c 2500
(Being Assets Revalued)
Revaluation a/c Dr 2500
To Unrecorded Liability a\c
(Creditor revalued) 2500
Revaluation account
Particulars 4 4 Particulars 4
Furniture 1000 | Buildings 16000
Provision for bad & doubtful 2500 | Investment 6000
Unrecorded Liablities (Creditor) 2500
Revaluation Profit
Sai’s Capital 5/8 10000
Sankar’s Capital 3/8 6000 | 16000
22000 22000
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Particulars | Sai Sankar | Shanmugam | Particulars Sai Sankar | Shanmugam
Balance b/d 48000 | 40000 -
Bank/cash a/c 12000
Balance c/d | 58000 | 46000 12000 | Revaluation profit | 10000 6000
58000 | 46000 12000 58000 | 46000 | 12000
7. Prepare Revaluation account and Partner’s Capital of Amal, Vimal and Nirmal
Revaluation a/c
Particulars 4 4 Particulars 4
Stock 5000 | Building 20000
Provision for bad & doubtful debt 3000
Revaluation Profit
Amal’s Capital 7/12 7000
Vimal’s Capital 5/12 5000 | 12000
20000 20000
Partners Capital a/c
Particulars | Amal | Vimal | Nirmal | Particulars Amal | Vimal | Nirmal
Balance b/d 70000 | 50000 -
Cash/ Bank a/c 30000
Balance c/d | 91000 | 65000 | 30000 | Revaluation profit | 7000 | 5000
Profit & Loss a/c | 14000 | 10000
91000 | 65000 | 30000 91000 | 65000 | 30000

8. Calculate sacrificing ratio:

Old profit sharing raito = 7:3 (or) 7/10:3/10
New profit sharing ratio = 5:2:3(or) 5/10:2/10:3/10
Sacrificing share = Old Share — New Share

Praveena = 7/10-5/10 = 2/10

Dhanya = 3/10-2/10 = 1/10
Malini = 2/10:1/10 or 2:1

Calculate New profit sharing ratio and sacrificed ratio

Old profit sharing ratio = 3:2 (or) 3/5:2/5

Sacrificed by Ananth = 1/5
Sacrificed by suman= 0
Sacrificed share = 1/5:0/10 or 1:0
New share = Old share — Sacrificed share
Ananth = 3/5-1/5=2/5
Suman= 2/5-0/5 =2/5

Saran = 1/5

New ratio = 2:2:1 (or) 2/5:2/5:1/5

10.

share of New partner(saran) = 1/5

Calculate New profit sharing ratio and sacrificed ratio

Old profit ratio = 3:2(or) 3/5:2/5
Sacrificed share by Raja= 1/4x1/20=1/80

Sacrificed share by Ravi = 1/4x4/20 =4/80
Sacrifice ratio = 1/80:4/80 or 1:4
New share = old share — sacrificed share
Raja = 3/5-1/20=1 2/20-1/20=11/20
Ravi = 2/5-4/20 =8/20-4/20 =4/20

Ram = 1/4 x5/5=5/20
New Ratio = 11:4:5 (m) 11/20:4/20:5/20
Calculate New profit sharing ratio and sacrificed ratio

11.

Old profit ratio = 4:3 (or) 4/7:3/7
Sacrificed by vimala= 1/14
Sacrificed by kamala = 1/14

Share of new partner (Ram)= 1/4
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Sacrificed ratio =1/14:1/14 or 1:1

New share = old share — sacrificed share

Vimala = 4/7-1/14=8/14-1/14=7/14

Kamala= 3/7-1/14=6/14-1/14=5/14

Vinitha =1/14+1/14=2/14

New Ratio = 7:5:2 (or) 7/14:5/14:2/14

Calculate New profit sharing ratio and sacrificed ratio
Old profit ratio = 5:4 (or) 5/9:4/9

Sacrificing ratio = old share x sacrificed share
Sacrificed by Govindan = 5/9x2/9=10/81

Sacrificed by Gopal= 4/9x1/9=4/81

Sacrificing ratio = 10/81:4/81 or 10:4 or 5:2

New share = old share — sacrificed share

Govindan = 5/9-10/81=45-10/81=35/81

Gopal= 4/9-4/81=36-4/81=32/81

Rahim = 10/81+4/81=14/81

New Ratio = 35:32:14 (m) 35/81:32/81:14/81

Calculate New profit sharing ratio and sacrificed ratio
Old profit ratio = 5:3(or) 5/8:3/8

Sacrificing ratio = old share x sacrificed share
Sacrificed by Prema = 5/8x1/8=5/64

Sacrificed by Chandra = 3/8x1/8=3/64

Sacrificing Ratio = 5/64:3/64 or 5:3

New share = old share — sacrificed share

Prema= 5/8-5//64=40-5/64=35/64

Chandra = 3/8-3/64=24-3/64=21/64

Hema = 5/64+3/64=8/64

New ratio = 35:21:8 (or) 35/64:21/64:8/64

Calculate New profit sharing ratio and sacrificed ratio
Old profit ratio= 1:1(or) 1/2:1/2 Sacrificing Ratio= 7:3
Sacrificed ratio = old share x sacrificed share
Sacrificed by karthick = 1/4x7/10=7/40

Sacrificed by kannan = 1/4x3/10=3/40

Sacrificed ratio = 7/40:3/40 or 7:3

New share = old share — sacrificed share

karthick = 1/2-7/40=20/40-7/40=20-7/40=13/40
Kannan= 1/2-3/40=20/40-3/10=20-36/20=17/40
Kailash= 7/40+3/40=10/40

New Ratio = 13;:17:10 (or) 13/40:17/40:10/40
Calculate New profit sharing ratio and sacrificed ratio

Old ratio = 2:3(or) 2/5:3/5  Sacrificed share: 1:1
Sacrificing ratio = old share x sacrificed share
Sacrificed by selvam = 1/5x1/2=1/10

Sacrificed by senthil = 1/5x1/2=1/10

Sacrificed ratio = 1/10:1/10 or 1:1

New share = old share — sacrificed share
selvam = 2/5-1/10=4/10-1/10=3/10

senthil = 3/5-1/10=6/10-1/10=5/10

siva= 1/10+1/10=2/10

New Ratio = 3:5:2 (or) 3/10:5/10:2/10

Calculate New profit sharing ratio and sacrificed ratio

Old ratio = 3:2(or) 3/5:2/5 share of new partner=1/5
Sacrificing ratio = old ratio
Sacrificing ratio = 3/5:2/5 or 3.2
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Total share of profit=1

Remaining share = 1-Share of new partner

New share of old partners = Remaining share x old share
Remaining share=1-1/5=4/5

Mala = 3/5x4/5=12/25

Anitha = 2/5x4/5=8/25

Mercy= 1/5x5/5=5/25

New Ratio= 12:8:5 (or) 12/25:8/25:5/25

Note: if the share of sacrificed and sacrifice share of old partners are not given. we must be considered the
old Ratio of old partner is treated as sacrificing ratio and the total share of profit of the firm is 1.
17. Calculate New profit sharing ratio and sacrificed ratio

18.

Old ratio =5:3:2(or) 5/10:3/10:2/10

Share of new partner = 25% profit = 25/100 =1/4
Sacrificing ratio = Old ratio

Sacrificing ratio = 5/10:3/10:2/10 or 5:3:2

Total share of profit=1

Remaining share = 1-Share of new partner

New share of old partners = Remaining share x old share
Remaining share=1-1/4=3/4

Ambika= 5/10x3/4=15/40

Dharani= 3/10x3/4=9/40

Padma= 2/10x3/4=6/40

Ramya= 1/4x10/10=10/40

New Ratio = 15;:9:6:10 (or) 15;40:9/40:6/40:10/40

Adjustment for goodwill
Sacrificing ratio = Old ratio
Aparna =10000x3/5=6000 priya = 10000x2/5=4000

Date Particular LF| Dr¥ | CrX

Cash/ Bank alc Dr 10000
To Goodwill a/c 10000
(Being received compensation amount for goodwill from new partner)

Goodwill a/c Dr 10000
To Aparna’s capital a/c 6000
To Priya’s capital a/c 4000

(Being goodwill transferred to Partners capital a/c in SR)

SR- denote Sacrificing Ratio

19.

Adjustment for goodwill:

Sacrificin Ratio = Old Ratio

Firm’s Goodwill =45000 Jerald’s goodwill =45000 x 1/3 =15000

Deepak =15000x1/3=5000  Senthil = 15000x1/3=5000 Santhosh = 15000x1/3=5000

Date Particular LF| Dr¥ | CrX
Cash/ Bank alc Dr 15000
To Goodwill a/c 15000
(Being received compensation amount for goodwill from new partner)
Goodwill a/c Dr 15000
To Deepak’s capital a/c 5000
To Senthil’s capital a/c 5000
To Santhosh’s capital a/c 5000
(Being goodwill transferred to Partners capital a/c in SR)

20. Adjustment for goodwil

Calculate sacrificing ratio
Old ratio = 5:4 New Ratio= 3:2:1
Sacrificing share = old share — new share
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Sacrificing ratio = 3/54:6/54 or 3.6
Malathi =6000x3/9=2000  Shobana = 6000x6/9=4000

5/9-3/6=30/54-27/54=3/54  Shobana = 4/9-2/6=24/54-18/54=6/54

Date Particular LF | DrX | CrX
Cash/ Bank al/c Dr 6000
To Goodwill a/c 6000
(Being received compensation amount for goodwill from new partner)
Goodwill alc Dr 6000
To Malathi’s current a/c 2000
To Shobana’s current a/c 4000
(Being goodwill transferred to Partners capital a/c in SR)
21. Adjustment for goodwill
Sacrificing ratio = old ratio
Firm’s goodwill =25000 Mano’s goodwill =25000 x 2/5 =10000
Anu =10000x4/5=8000 Arul = 10000x1/5=2000
Date Particular LF| Dr¥ | CrX
Mano’s capital a/c Dr 10000
To Anu’s current a/c 8000
To Arul’s current a/c 2000
(Being new partner capital transferred to Partners capital a/c in SR
For the purpose of compensation of goodwill)

22. Adjustment for goodwill

Calculate sacrificing ratio

Old ratio = 5:4 New ratio = 1:1:1
Sacrificing share = old share — new share

Varun = 5/9-1/3=5/9-3/9=2/9 Bharath = 4/9-1/3=4/9-3/9=1/9

sacrificing ratio = 2/9:1/9 or 2:1

Varun; =6000x3/5=3600 Bharath = 6000x2/5=2400
Date Particular LF| Dr¥ | CrX
Cash/ Bank alc Dr 10000
To Goodwill a/c 10000
(Being received compensation amount for goodwill from new partner)
Goodwill alc Dr 10000
Dhamu’s Capital a/c Dr 5000
To Varun’s capital a/c 10000
To Bharath’s capital a/c 5000
(Being goodwill transferred to Partners capital a/c in SR)
23. Existing goodwill distributed to the old partners in old ratio*
Sam =30000x3/5=18000 Jose = 30000x2/5=12000
a) Write off the entire amount of goodwill
Date Particular LF| Dr¥ | CrX
Sam’s Capital a/c Dr 18000
Jose’s Capital a/c Dr 12000
Goodwill a/c 30000
(Existing goodwill Transferred to old partners capital a/c in old ratio)
b) Write off Rs.20000 of the existing goodwill.
sam =20000x3/5=12000 Jose = 20000x2/5=8000
Date Particular LF| Dr¥ | CrX
Sam’s Capital a/c Dr 12000
Jose’s Capital a/c Dr 8000
Goodwill a/c 20000
(Existing goodwill Transferred to old partners capital a/c in old ratio)
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24. Prepare revaluation a/c , Partner’s Capital a/c & Balance sheet

Old Ratiois 3:1 Revaluation a/c
Particulars 3 I | Particulars | ¥
Stock 2000 | Buildings 5000
Furniture 100
Provision for bad & doubtful 800
Revaluation profit
Raja’s Capital % 1575
Selva’s Capital Y% 525 | 2100
5000 5000
Partner’s Capital a/c
Particulars Raja | Selva | Ganesan | Particulars Raja | Selva | Ganesan
Profit and loss a/c | 7500 | 2500 Balance b/d 30000 | 16000 -
Cash/ bank a/c 10000
Balance c/d 27075 | 15025 10000 | Revaluation profit | 1575 525 -
General reserve 3000 | 1000
34575 | 17525 10000 34575 | 17525 10000
Balance sheet as on 1.4.2017
Liabilities 4 4 Assets 4 4
Capital a/c Buildings 25000
Rajan 27075 Add: Appreciation 5000 | 30000
Selva 15025 Furniture 1000
Ganesan 10000 | 52100 | Less: Depreciation (-)100 900
Creditors 37500 | Stock 20000
Less: Decrease stock (-)2000 | 18000
Debtors 16000
Less: Provision for bad & doubtful | (-)800 | 15200
Bills receivable 3000
Cash at bank 12500
89600
89600

Prepare revaluation a/c . Partner’s Capital a/c & Balance sheet

25. Old ratio 3:2 sacrificing ratio 3:2

Note: Share of sumar’s goodwill was not bringing in cash. So that amount deducted from their

Capital account
Sundar = 15000x3/5=9000
Suresh = 15000x2/5=6000

Revaluation a/c

Particulars || X Particulars 3 3
Stock 5000
Furniture 2000 | Revaluation Loss
Building 8000 | Sundar’s Capital 3/5 | 9000
Suresh’s Capital 2/5 | 6000 | 15000
15000 15000
Partner’s Capital
Particulars Sundar | Suresh | Sugumar | Particulars Sundar | Suresh | Sugumar
Revaluation loss 9000 6000 - | Balance b/d 30000 | 20000 -
Sundar’s capital 3000 | Cash/ Bank a/c 30000
alc
Suresh’s Capital 2000 | Sugumar’s capital a/c 3000 2000 -
alc
Balance c/d 39000 | 26000 25000 | General reserve 6000 4000 -
Workmen compensation 9000 6000 -
fund
48000 | 32000 30000 48000 | 32000 30000
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Balance sheet as on 1.1.2017

in

Liabilities T i Assets T T
Capital a/c Buildings 40000
Sundar 39000 Less: depreciation (-)8000 | 32000
Suresh 26000 Furniture 13000
Sugumar 25000 | 90000 | Less: Depreciation (-)2000 | 11000
Creditors 50000 | Stock 25000
Less: Decreasing stock (-)5000 | 20000
Debtors 15000
Bills receivable 14000
Cash at bank (18000+30000) 48000
140000 140000
Prepare Revaluation, Partner’s Capita a/c and Balance Sheet
26. Old ratio 1:1 Share of new partner 1/5 Sacrificing Ratio=1:1
Balan’s bring goodwill ¥10000
James = 10000x1/2=5000
Justina = 10000x1/2=5000 Revaluation a/c
Particulars 4 4 Particulars 4
Provision for baddebt 2000 | Buildings 10000
Revaluation profit Stock 3000
James’s capital 5500
Justina’s capital 5500 | 11000
13000 13000
Partner’s Capital a/c
Particulars | James | Justina | Balan | Particulars James | Justina | Balan
Balance b/d 40000 | 50000 -
Cash/Bank a/c 25000
Goodwill 5000 5000 -
Balance c/d | 58000 | 68000 | 25000 | Reserve fund 7500 7500 -
Revaluation profit | 5500 5500 -
58000 | 68000 | 25000 58000 | 68000 | 25000
Balance sheet as on 1.1.2017
Liabilities 4 4 Assets 3 3
Capital a/c Buildings 70000
James 58000 Add: Appreciation 10000 | 80000
Justina 68000 Stock 30000
Balan 25000 | 151000 | Add: Appreciation 3000 | 33000
Creditors 35000 | Debtor 20000
Less: Provision for baddebt | 2000 | 18000
Insurance paid in advance 5000
Bank (15000+25000+10000) 50000
186000 186000
27. Prepare Revaluation a/c, Partner’s Capital a/c and Balance sheet
Old Ratio 3:2 Share of new partner 1/5 Sacrificing ratio 3:2
Firm’s goodwill 75000 Rajesh’s goodwill=75000x1/5=15000
Anbu = 15000x3/5=9000
Sankar = 15000x2/2=5000 Revaluation a/c
Particulars 3 3 Particulars | ¥ 4
Stock 20000 | Premises 40000
Provision for bad & doubtful 10000 | Investment 5000
Revaluation profit
Anbu’s Capital 3/5 9000
Sankar’s Capital 2/5 6000 | 15000
45000 45000
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Partner’s Capital a/c

Particulars | Anbu | Sankar | Rajesh | Particulars Anbu | Sankar | Rajesh
Balance b/d 400000 | 300000 -
Bank/ cash a/c 150000
Goodwill 9000 6000 -
Balance c/d | 520000 | 380000 | 150000 | Profit and loss a/c 72000 | 48000
Workmen compensation fund | 30000 | 20000 -
Revaluation profit 9000 6000 -
520000 | 380000 | 150000 520000 | 380000 | 150000
Balance sheet as on 1.4.2008
Liabilities 4 4 Assets 4 4
Capital a/c Computer 40000
Anbu 520000 Vehicle 160000
Sankar 380000 Add: Appreciatioin 40000 | 200000
Rajesh 150000 | 1050000 | Stock 400000
Creditors 120000 | Less: Decrease in stock 20000 | 380000
Workmen compensation 10000 | Debtors 360000
fund
Less: Provision for DD 10000 | 350000
Investment 5000
Cash at 205000
bank(40000+150000+15000)
1180000 1180000

DD —Denote --= Doubtful debt

Arisel Awake! And Stop not until the goal is reached  -swami vivekanandar

R. MUTHUKOODALINGA RAJA, M.Com, B.Ed,
KVS HSS, VIRUDHUNAGAR
9442475597, 9842693649
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