CHAPTER -2

RECONSTITUTION OF PARTNERSHIP
ADMISSION OF A PARTNER

NUMERICAL PROBLEMS

10.Singh, Gupta and Khan are partners in a firm sharing profits in 3:2:3 ratio. They admitted
Jain as a new partner. Singh surrendered 1/3 of his share in favour of Jain: Gupta surrendered
1/4 of his share in favour of Jain and Khan surrendered 1/5 in favour of Jain. Calculate new
profit sharing ratio?
Answer Old profit sharing ratio of Singh, Gupta and Khan=3:2:3
Singh's sacrifice =1/3 of 3/8 =1/3 x 3/8 = 3/24
Gupta's sacrifice =1/4 of 2/8 =1/4 x 2/8 = 2732
Khan's sacrifice =1/5 of 3/8 =1/5 x 3/8 = 3/40

Singh's new share = 3/8 — 3/24 = 8-3 = 6
24 24
Gupta's new share = 2/8 - 2/32 = 8-2 = 6
32 32
Khan's new share = 3/8 — 3/40 = _1.§__3 = lg,
40 40
Jain's share = 3/24 + 2/32 + 3/40 = 8O+ 30+ 36 _ 126
480 480

Hence, new share of Singh : Gupta: Khan: Jain
6.6 12 126
243240 480
120:90:144:126
480
or 120:90:144:126

or 20:15:24: 21

11.Sandeep and Navdeep are partners in a firm sharing profits in 5:3 ratio. They admit C into
the firm and the new profit sharing ratio was agreed at 4:2:1. Calculate the sacrificing ratio?

Answer Sacrifice ratio = Old ratio — New ratio
_New profit sharing ratio of Sandeep : Navdeep : C=4:2:1
Old profit sharing ratio of Sandeep : Navdeep=5:3

Sacrifice of Sandeep = 5/8 - 4/7 = 355-332 = 35/56
21-16
56
TR
Hence, sacrificing ratio= —: — =3
) 5656 00

Sacrifice of Navdeep = 3/8 - 2/7 =

=5/56



12.Rao and Swami are partners in a firm sharing profits and losses in 3:2 ratio. They admit
Ravi as a new partner for 1/8 share in the profits. The new profit sharing ratio between Rao

and Swami is 4:3. Calculate new profit sharing ratio and sacrificing ratio?
Answer Ravi's share :%

Combine share of Rao and Swami=1- e %
3

Mew ratio between Rao and Swami=4:
Rao's new share -t ® 8§ i
8 7 5B
i 7 3 A
Swami's new share =E x? =
New profit sharing ratio of Rao : Swami : Ravi
2821 1
56 56 8
B 28:12:7
' 56
28:21:7
4:3:1
Rao’s sacrifice = - — 2 = gL
; 5 8 40

Swaml's sacrifice = 2_3_16-15
5 8 40

Sacrificing ratio of Rao and Swami =4 :1

13.Compute the value of goodwill on the basis of four years’ purchase of the average profits
based on the last five years? The profits for the last five years were as follows:

Year Amt. (%)
2002 40,000
2003 50,000
2004 60,000
2005 50,000
2006 60,000

Answer Goodwill = Average profit x Number of purchase years

Average profit of last 5 years
_ 40,000 + 50,000 + 60,000 + 50,000 + 60,000

5

= 152,000
Goodwill = 52,000 x 4 =% 2,08,000

14.Capital employed in a business is Rs. 2,00,000. The normal rate of return on capital
employed is 15%. During the year 2002 the firm earned a profit of Rs. 48,000. Calculate

goodwill on the basis of 3 years purchase of super profit?



Answer Super profit = Actual profit - Estimated profit
Goodwill =Super profit x Number of purchase years
Normal profit = 2,00,000 x 15100 =¥ 30,000
Super profit = 48,000 — 30,000
=T 18,000
Goodwill - =18,000 x 3
=¥ 54,000

15.The books of Ram and Bharat showed that the capital employed on 31.12.2002 was Rs.
5,00,000 and the profits for the last 5 years : 2002 Rs. 40,000; 2003 Rs. 50,000; 2004 Rs.
55,000; 2005 Rs. 70,000 and 2006 Rs. 85,000. Calculate the value of goodwill on the basis of 3
years purchase of the average super profits of the last 5 years assuming that the normal rate
of returnis 10%?

Answer Normal profit = 500,000 x10/100 = ¥ 50,000

Average profit of last 5 years

o 40,000 + 50,000 + 55,000 + 70,000 + 85,000
5

Actual profit =¥ 60,0800 :
Super profit = 60,000 = 50,000 = ¥10,000
Goodwill = 10,000 x 3 = ¥ 30,000

16.Rajan and Rajani are partners in a firm. Their capitals were Rajan Rs. 3,00,000; Rajani Rs.
2,00,000. During the year 2002 the firm earned a profit of Rs. 1,50,000. Calculate the value of
goodwill of the firm assuming that the normal rate of return is 20%?
Answer Capital employed =Rajan's capital + Rajani's capital
= 250,000 = 3,00,000 + 200,000 =% 5,00,000

Capitalised value = Actual profit x 100/ Normal Rate of Return

100
; =150,000 % 122
* 30

=7,50,000 .
Goodwill = Capitalised value - Capital employed

=7,50,000 - 5,00,000

= 2,50,000

17.A business has earned average profits of Rs. 1,00,000 during the last few years. Find out
the value of goodwill by capitalisation method, given that the assets of the business are Rs.

10,00,000 and its external liabilities are Rs. 1,80,000. The normal rate of return is 10%?
Answer Capital employed = Assets — External liabilities
=10,00,000 —1,80,000 = 8,20,000 _
Estimated capital required to earn average profit 1,00,000 @ Normal return
10%

=1,00,000 x % =%10,00,000

Goodwill = Estimated capital — Actual capital {Capital employed)
=10,00,000 - §,20,000 =% 1,80,000

18. Verma and Sharma are partners in a firm sharing profits and losses in the ratio of 5:3. They
admitted Ghosh as a new partner for 1/5 share of profits. Ghosh is to bring in Rs. 20,000 as
capital and Rs. 4,000 as his share of goodwill premium. Give the necessary journal entries:

a) When the amount of goodwill is retained in the business.

b) When the amount of goodwill is fully withdrawn.

¢) When 50% of the amount of goodwill is withdrawn.

d) When goodwill is paid privately



Journal Entries

Date ] Particulars LF | Amt. (Dr) | Amt (Cr)
a i} |CashAde Dr 240001 -

To Ghosh's Capital Ajg 20,000
To Premium for Goodwill Afc | 4,000

(Being caplial T 20,000 and goodwill 24,000 |

brought by Ghosh) E

(i) [ Premium for Goodwal A o | 4,000

To Verma's Capital Ac 2,500
To Sharma's Capltal Afc 1,500

{Baing premium distrbuted among  old
partners in shering ratio)

b. () CashNt: ) T “Or 24,000
To Ghosh's Capital Afc 20,000
To Pramium for Goodwill Afc 4,000

(Being captial T 20,000 and goodwil {
24,000 brought by Ghosh) |

(i) | Premium for Gooetwill e~ Dr 4,000
To Verma's Capital Al 2,500
To Sharma's Cagpital Afe 1.500

{Being premium distributed among  ald
partners in sharing ratio)
(i) |Verma's Capital Alc Dr 2,500
Sharma's Capital A'c Or 1,500
To CashAfc 4,000
[Being share of goodwill withdrawn in full)
c.{l) | CashAfc Dr 24,000 |
To Ghosh's Capital Afc 20,000
To Premium for Goodwill Alc : 4,000
{Being capital ¥ 20,000 and goodwill ¥ 4,000
brought by Ghosh)
(W | Premium for Goodwill Alc Dr | 4,000
To Venma's Capital Afc 2,500
To Sharma's Capital Afc . 1,500
(Being premium distibuted among old
partners in shering ratic)

iy | Verma's Capital Afc Dr 1,250
Sharma's Capital Alc Dr 750
To Cash Alc 2000
{Baing 50% of goodwil with drawn) -
Date Particulars | LF | Amt. (Dr) | Amt. (Cr)
d. () |Cashpjc - * wDr 20,000
To Ghosh's Capital Afc 20,000

{Being capital ¥ 20,000 paid in cash by Ghosh)

{i) |Note No entry, treatment or effect will
be shown for goodwill paid privatety.

19. A and B are partners in a firm sharing profits and losses in the ratio of 3:2. They decide to
admit C into partnership with 1/4 share in profits. C will bring in Rs. 30,000 for capital and the
requisite amount of goodwill premium in cash. The goodwill of the firm is valued at Rs, 20,000.
The new profit sharing ratio is 2:1:1. A and B withdraw their share of goodwill. Give necessary

journal entries?

Journal Entries
Date Particulars LF | Amt. (D) | Amt. (Cr)
) |Cash Alc Dr 35,000
To C’s Capital Alc . 30,000

To Prernium for Goodwill Alc 5,000
{Being C admitted and paid capital 230,000 |
and premium ¥ 5,000 for 1/4 shara)

(i) | Premium for Goodwill Alc Dr 5000

To A's Capital Alc 2,000
To B's Capital Alc 3,000

(Being premium. distributed among old
partners in sacrificing ratio i.e.,2:3)

(i) | A's Capital A'c Dr 2,000
B's Capital Alc Dr 3,000
To Cash Alc 5,000

(Being share of goodwill withdrawn in cash)

Note Sacrificing ratio = Old ratio — New ratio.

20.Arti and Bharti are partners in a firm sharing profits in 3:2 ratio, They admitted Sarthi for 1/4



share in the profits of the firm. Sarthi brings Rs. 50,000 for his capital and Rs. 10,000 for his
1/4 share of goodwill. Goodwill already appears in the books of Arti and Bharti at Rs. 5,000. the
new profit sharing ratio between Arti, Bharti and Sarthi will be 2:1:1. Record the necessary
journal entries in the books of the new firm?

Answer Existing goodwill is to be written off among old partners in old profit
sharing ratio.

Journal Entries
Date Particulars LF | Amt. (D) | Amt. (C)
{) | Adi's Capital Alc Dr 3.000 |
_F Bharti's Capital Afc - Dr 2,000
To Goodwill Afc 5,000 -

|
{Being good will written off among old |
.| partners in ald ratio )

(i) Cash Ac Dr 60,000
To Sarthi's Capital Afc . 50,000
To Premium for Goodwill Alc 10,000

(Being capital ¥ 50,000 and premium
710,000 paid by Sarthi in cash)

(i) | Premium for Goodwill A/c D - 10,000
To Arti's Capital Alc 4,000
To Bharti's Capital Alc 6.000

| (Being premium distributed among old
i partners in sacrificing ratio)

21.X and Y are partners in a firm sharing profits and losses in 4:3 ratio. They admitted Z for 1/8
share. Z brought Rs. 20,000 for his capital and Rs. 7,000 for his 1/8 share of goodwill.
Subsequently X, Y and Z decided to show goodwill in their books at Rs. 40,000. Show
necessary journal entries in the books of X, Y and Z?

Journal Entries

Date Particulars LF| Amt. (Dr} | Amt. (Cr)
(i} Cash Alc Or 2?,000
To Z's Capital Ajc . . 20,000
To Premium for Goodwill Alc 7.000
.| (Being % 20,000 capital and T 7,000
premium paid by Z in cash for 1/8 shara)
{ii) Premiurm for Goodwill Alc Dr 7.000
| To X s Capital Alc 4,000
To Y's Capital Al 3,000
{ (Being premium distributed in sacrificing ratio)

Note /f ne information is provided, then old ratio becomes sacrificing ratio.

22 Aditya and Balan are partners sharing profits and losses in 3:2 ratio. They admitted
Christopher for 1/4 share in the profits. The new profit sharing ratio agreed was 2:1:1.
Christopher brought Rs. 50,000 for his capital. His share of goodwill was agreed to at Rs.
15,000. Christopher could bring only Rs. 10,000 out of his share of goodwill. Record necessary

journal entries in the books of the firm?
Journal Entries

Date Particulars L | Amt. (D) | Amt. (Cr)

{i) Cash Afc Dr 60,000
To Christopher’'s Capital Alc 50,000
To Premium for Goodwill Afc - 10,000

(Being cash T 50,000 capital and T 10,000 as :

premium paid by Christopher)

{ii) Premium for Goodwill A/c Dr 10.000

Christopher's Capital Ajc Dr 5,000

; To Aditya's Capital Alc 6,000

To Balan's Capital Alc 9,000

{Being premium T 10,000 and remaining
¥ 5,000 unpaid adjusted frorm new partner's
capital and distnbuted in sacrificing ratio)

Note In case new partner does not give his full share of goodwill in cash, i
the balance will be adjusted from his capital account. :



23.Amar and Samar were partners in a firm sharing profits and losses in 3:1 ratio. They
admitted Kanwar for 1/4 share of profits. Kanwar could not bring his share of goodwill
premium in cash. The Goodwill of the firm was valued at Rs. 80,000 on Kanwar's admission.
Record necessary journal entry for goodwill on Kanwar’s admission.

Journal Entries

Date Particulars LF | Amt. (Dr) | Amt. (Cr)
i) Kanwar's Capital Alc Dr 20,000 | -

To Amar's Capital Afc 15,000

To Samar's Captial Alc 5,000

(Being 1/4 share of goodwill of Kanwar not
paid in cash adjusted from his capital and
distributed in sacrificing ratio among old
partners)

Working Note Goodwill of firm =% 80,000
Kanwar's profit share ratio =1/4

‘Kanwar's sharing of goodwill = 80,000 x -} =% 20,000
Note Old ratio will be considered as sacrificing ratio.

24 Mohan Lal and Sohan Lal were partners in a firm sharing profits and losses in 3:2 ratio.
They admitted Ram Lal for 1/4 share on 1.1.2003. It was agreed that goodwill of the firm will
be valued at 3 years purchase of the average profits of last 4 years which were Rs. 50,000 for
2003, Rs. 60,000 for 2004, Rs. 90,000 for 2005 and Rs. 70,000 for 2006. Ram Lal did not bring
his share of goodwill premium in cash. Record the necessary journal entries in the books of the
firm on Ram Lal's admission when:

a) Goodwill already appears in the books at Rs. 2,02,500.

b) Goodwill appears in the books at Rs. 2,500.

c¢) Goodwill appears in the books at Rs. 2,05,000.

Journal Entries
Date | Particulars LF | Amt (Dr) | Amt. (Cr)
a. (i) | Mohan Lal's Capital Alc Dr 121,500
 Sohan Laf's Capital Alc Dr 81,000
To Goodwill Alc '2,02.500
(Being existing goodwill written off among old
partners in old ratio)
(i) | Ram Lal's Capital Alc Dr 50,625
To Mohan Lal's Capital Al . 30,375
To Sohan Lal's Capital Afc 20,250
(Being share of goodwill of new partner not paid ]
in cash adjusted from his capital and distributed
amang old partners in sacrificing ratioj

b. (i} | Mohan Lal's Capital A/c Dr 1,500
Sohan Lal's Capital Alc Dr 1,000
To Goodwill Alc 2,500

{Being existing goodwill written off among old
partners in old ratio)




Date | _ Particulars LF | Amt. (0f) | Amt (G

@) |RamlalsCapitalAlc Or . 50625
To Mohan Lal's Capital Afc | 30,375
| To Sohan Lal's Capital Alc | 20,250

(Being share of goodwill of new partner not paid
' in cash adjusted from his capital and distributed
i among old partners in sacrificing ratio)

c.()  MohanLal's Capital Alc Dr | 1,23,000
| Sohan Lal’s Capital Alc Dr | 82,000
| To Goodwill Alc - 2,05,000:
| {Being existing goadwill written off among oid
J | partners in old profit sharing ratio) ;
i) |RamlalsCapitalAlc Dr 50625
i ToMohan Lal's Capital Alc 30,375
| ToSohan Lal's Capital Afc 20,250

| (Being share of goodwill of new partner
| not paid in cash adjusted from his capital
\and distributed among old partners in

| sacrificing ratio)
Working Note
70000 270,000
O 50,000 + 60,000 + 90,000 + 70000 _ 2, 67500

4
Goodwill of firm = 67,500 x 3 =¥ 2,02,500

Share of new partner = 202,500 x %:'\' 50,625

25.Rajesh and Mukesh are equal partners in a firm. They admit Hari into partnership and the
new profit sharing ratio between Rajesh, Mukesh and Hari is 4:3:2. On Hari's admission
goodwill of the firm is valued at Rs. 36,000. Hari is unable to bring his share of goodwill
premium in cash. Rajesh, Mukesh and Hari decided not to show goodwill in their balance
sheet. Record necessary journal entries for the treatment of goodwill on Hari's admission.

Answer
Journal Entries
Date Particulars [ F [ amt 09 ] Ame e
() Har's Capital Al Dr 8,000 i
| ToRajesh's Capital Alc 2,000
To Mukesh's Capital A/c ; 6,000
(Being 2/9 share of goodwill of new partner
| adjusted from his capital and distributed
i amang old partners in sacrificing ratio)
Working Note

Goodwill of firm =% 36,000
Hari's share of profit = S_

Hari's share of goodwill = 36,000 x ng 8,000

Sacrificing ratio = Old ratio — New ratio
Rajesh =1/2 - 4/9 = 21—;3 -8

Mukesh =1/2 - 3/9 =21_3_6 =3/18

Sacrifice of Rajesh and Mukesh =1: 3
26.Amar and Akbar are equal partners in a firm. They admitted Anthony as a new partner and
the new profit sharing ratio is 4:3:2. Anthony could not bring this share of goodwill Rs. 45,000

in cash. It is decided to do adjustment for goodwill without opening goodwill account. Pass the
necessary journal entry for the treatment of goodwill?



Journal Entry

Date Particulars J_ LF | Amt. (D) | Amt. (Cr)
Anthony's Capital Alc “or 45000 | '
To Amar's Capital Al |' 11,250
To Akbar's Capital Alc | 33,750

(Baing Anthony's share of goodwill not paid i in
cash adjusted among old parners in '
sacrificing ratio) !

Note Sacrificing ratio= Old ratio - New ratio

27 .Given below is the Balance Sheet of A and B, who are carrying on partnership business on
31.12.2006. A and B share profits and losses in the ratio of 2:1.

Balance Sheet of A and B

as on December 31, 2006
Liabilities Amt. (3) Assets Amt. (%)
Bills Payahie 10,000 | Cash in Hand 10,000
Creditors 58,000 | Cash at Bank 40,000
Outstanding ) 2,000 | Sundry Debtors 60,000
Expenses Stock 40,000
Capitals Plant 1,00,000
A 1,80,000 | Buildings 1,50,000

B 1,50,000 | 3,30,000
4,00,000 4,00,000
s i il | |

C is admitted as a partner on the date of the balance sheet on the following terms:

(i) C will bring in Rs. 1,00,000 as his capital and Rs. 60,000 as his share of goodwill for 1/4
share in the profits.

(ii) Plant is to be appreciated to Rs. 1,20,000 and the value of buildings is to be appreciated by
10%.

(iii) Stock is found over valued by Rs. 4,000.

(iv) A provision for bad and doubtful debts is to be created at 5% of debtors.

(v) Creditors were unrecorded to the extent of Rs. 1,000. Pass the necessary journal entries,
prepare the revaluation account and partners’ capital accounts, and show the Balance Sheet
after the admission of C.

Journal Entries -
Date | Partioulars. LF | Amt.(On) | Amt. (C)
0] Hevaluanm Ao Dr gooo|
| ToStock Al 4000
To Provision for Doubtful Debts Alc 3,000
| ToCreditor's Afc 2 1000

(Being decrease in stock provision for
doubtful debls created and creditors

increased)
{ii) Plant Alc Dr 20,000
Building A/c j Dr 15,000
To Revalualion Afc 35,000
(Being plant and building increased in valug)
(iii) Revaluation Alc Dr 27,000
To A's Capital Alc 18,000
To B's Capital Alc 9,000

(Being gain on revaluation distributed among
old partners in old ratio)

{iv) Cash Alc Dr | 1,860,000
To C's Capital Alc 1,00,000
To Premium Afc 60,000
| (Baing new partner paid capital and his share
1.of goodwill in cash)
(v) Premium A/c Dr | 60,000
To A's Capital Ao | . 40,000
_To B's Capital Alc 20,000

{Bemg pnsmium distributed among  old
partnérs is sacrificing ra.tLO) :




Dr hﬁijfaluaiion Account Cr

Partioylars .- - | AmL(T) Pariculars . | Amt(3)
Stock 44000 | By Plant : © 20,000
Prigvision for- - 3oboeq 2| By Building : 15,000
Doubtful Debts : 3,000
Craditors/ ) 1,000
Urirecorded) | i
ToA'sCeptal -~ ' 18000 .

To B'sCapital " 9000 27,000
35,000 ) 35,000
Dr Partners’ Capital Account B ¢
Particulars | A B C | Particulars | A B c
By Balance | 1,80,000| 1,50,000
b/d
By Gain in 18,000{ 9,000
Revaluation
To Balance By Cash 1,00,000
cid 2,38,000 | 1,79,000 | 100,000
By Premium | 40,000 20,000
2.33[)00 1,785,000 | 1,00,000 238,000 1,79,000 | 1,00,000
Balance Sheet

thiIMBs Amt. (T) { Assets Amt. ()
Bills Payable 10,000 | Cash in Hand 10,000
Creditors 58,000 Cash at Bank 2,00,000
(+) Provision 1,000 59,000 | Sundry Debtors 60,000
Outstanding Expenses 2,000 | (-} Provision for

Doubtful Debts (3.000) 57.000
Capital Stock 40,000
A 238,000 (=) Depreciation (4,000) 36,000
B 1,79,000 Plant 1.00,000
C 1,00,000 | 5,17,000 | (+)Appreciation 20,000 | 1,20,000
Building 150,000 |
{+) Appreciation 15000 | 1,65,000
5,88,000 - 5,88,000

28.L eela and Meeta were partners in a firm sharing profits and losses in the ratio of 5:3. On Is
Jan. 2007 they admitted Om as a new partner. On the date of Om’s admission the balance
sheet of Leela and Meeta showed a balance of Rs. 16,000 in general reserve and Rs. 24,000
(Cr) in Profit and Loss Account. Record necessary journal entries for the treatment of these
items on Om’s admission. The new profit sharing ratio between Leela, Meeta and Om was
5:3:2.

Journal Entries
Date - Particulars LF | Amt.: (Dr) | Amt. (Cr)
(i) General Reserve Alc Dr 16,000 ) .
To Leela's Capital Ajc . 10,000
To Meeta’s Capital Alc 6,000

{Being general reserve written off amaong old
parrers in old profit sharing ratio)

(i) | Profit and Loss Ao Dr 24,000
To Leela's Capital Afc 15,000
To Meeta's Capital Alc 9,000

{Being profit and loss account credit balance
written off among old partners in old profit
sharing ratio)

Note One single compound eniry can be passed in place of above two
entries,

29. Amit and Viney are partners in a firm sharing profits and losses in 3:1 ratio. On 1.1.2007
they admitted Ranjan as a partner. On Ranjan’s admission the profit and loss account of Amit
and Viney showed a debit balance of Rs. 40,000. Record necessary journal entry for the
treatment of the same.



Journal Entry

. Date Particulars LF | Amt. (Dr) | Amt, (Cn)
) Amit's Capital Alc Or 30,000
Vinay's Capital A/c Dr 10,000
To Profit and Loss Alc g 40,000
(Being debit balance of profit and loss account
transferred to capital account of old pariners)

30.A and B share profits in the proportions of 3/4 and 1/4 . Their Balance Sheet on Dec. 31,
2006 was as follows

Balance Sheet of A and B

as on December 31, 2006
Liabiliti 5 | Amt. (7) Assets Amt. (3)
Sundry Creditors 41,500 | Cash at Bank 26,500
Reserve Fund 4,000 | Bills Receivable 3,000
Capital Accounts Debtors 16,000
A 30,000 | Stock 20,000
B 16,000 | Fixtures 1,000
Land and Building 25,000
91,500 - 91,500

On Jan. 1,2007, C was admitted into partnership on the following terms:

(a) That C pays Rs. 10,000 as his capital.

(b) That C pays Rs. 5,000 for goodwill. Half of this sum is to be withdrawn by A

and B.

(c) That stock and fixtures be reduced by 10% and a 5%, provision for doubtful debts be
created on Sundry Debtors and Bills Receivable.

(d) That the value of land and buildings be appreciated by 20%.

(e) There being a claim against the firm for damages, a liability to the extent of Rs. 1,000
should be created.

(f) An item of Rs. 650 included in sundry creditors is not likely to be claimed and hence should
be written back.

Record the above transactions (journal entries) in the books of the firm assuming that the
profit sharing ratio between A and B has not changed. Prepare the new Balance Sheet on the
admission of C.

Journal Entries
Date | Particulars 'LF | Amt. (D) | Amt. (C)
) | Resena Fund Afc Dr 4,000 |
| TaA's Capital Alc 3,000
To B's Capital Ac ) | 1,000
| (Being transfer of reserve fund to old partners in 5
'i.f'd ratio) - . .
(i) | Revaluation Ale Dri | 4,050 !
To Stock Al . | | 2,000
To Fixture Afc { 100
| ToProvision for Doubtful Debls Afc . 800
| To Liability for Damages A/c . looo
To Bills Receivable Al i 150
| (Being reduction of assets and provisions and
| iability adjusted) | i
(i) Land and Building Alc Dr | 5,000 |
| Sundry Creditor's Afc Dr 850
, To Revaluation A/c 5,650
: (Being increase in value of land and building !
{ and creditors adjusted)
W) | Revaluation Alc ] ori | 1800
| ToA's Capital Alc | 1200
. ToB's Capital Alc | 400
| (Being profit on revaluation credited to old
{ partners in old ratio) |




(v |BankAfc : . Dr 15,000
To C's Capital Ale i 10.000
To Prernium Ajc i 5,000
i (Being capital ¥ 10,000 and goadwill 5,000
: paid in cash by new partner)

{vi) Premium Afc Dr 5,000
To A’s Capital Alc 3,750

To B's Capital Alc 1,250
(Being goodwill distributed among old partners '
in sacrificing ratio)

(vi) | A's Capital Alc Dri | 1,875
i B's Gapital Alc . "Dr 625 |
| ToBankAlc 2,500
(Being half the amount of goodwill withdrawn in |
cash) ) | |
Dr Revaluation Account Cr
Particulars | Amt. (3) Particulars Amt. (3)
To Stock | 2,000 | By Land-and Building 5,000
To Fixture : ! 100 | By Sundry Creditors 650
To Provision for [ 800 |
Doubtful Debts i
To Provision on Bills ' 150 i
Receivable H
To Liability for Damage 1,600 |

To Profit on Revaluation
Account Transfered to

A'sCapital Alc. ., 1,200
B's Capital Alc 400 1,600 |
5,650 | 5.650
Dr Partners' Capital Account Cr
Date| Particulars | A B C | Particulars | A B c
To Bark 1875 | 625 By Balance  |30,000 |16,000
' bid
! .
| (Goodwil ' | By Reserve | 3,000 | 1,000
| Withdrawn) | | -Fund
|To Balance 36,075 |18,025 |10.000 | By Profit on 1,200 400
| oofd Revaluation
| By Bank 10,000
_ , By Goodwill | 3,750 | 1,250
| 137,950 | 18,650 |10,000 187,950 |18,650 | 10,000

Balance Sheet of A,Band C
as on 31 December, 2006

Liabilities Amt @ Assets Amt. [2)
Sundry Creditors | 40,850 | Cash at Bank 39,000
Liability for Damage 1,000 | Bills Receivable 3,000
Capital Account {—) Provision (150) 2,850

A 36,075 D=btors 16,000
B 18,025 () Provision _(800)| 15200
C 10,000 64,100 | Stock 18,000
Fixtures - 900
Land and Building 3 30,000
1,056,950 1,05,950
Working Note
br Cash at Bank Account Cr

Liabilities Amt. @) * Assets CAMLE)
To Balance b/d 26,500 | By A's Capttal | 1875
To C's Capital 10,000 | By B's Capital I B25
To Premium 5,000 | By Balance ¢/d | 39,000

41,500 {41,500

Note Write off's and revaluation is fo be done before entry of admission otherwise
new partner becomes entitied far share in such itemns.

31. A and B are partners sharing profits and losses in the ratio of 3:1. On Ist Jan. 2007 they
admitted C as a new partner for 1/4 share in the profits of the firm. C brings Rs. 20,000 as for
his 1/4 share in the profits of the firm. The capitals of A and B after all adjustments in respect



of goodwill, revaluation of assets and liabilities, etc. has been worked out at Rs. 50,000 for A
and Rs. 12,000 for B. It is agreed that partner’s capitals will be according to new profit sharing
ratio. Calculate the new capitals of A and B and pass the necessary journal entries assuming
that A and B brought in or withdrew the necessary cash as the case may be for making their
capitals in proportion to their profit sharing ratio?

Answer New profit sharing ratio and total capital of firm will be calculated
on basis of new partners share in profit and his capital.

Total share =1
. C's share =1/4
Remaining share of A andB=1-1/4=3/4
A's new share = 3/4 x 3/4 = 916
B's new share = 3/4 x1/4'=3/16
* C'snewshare=1/4x4/4=4/16
Thus, niew profit sharing ratio = 9/16:: 3/16 : 4/16
or 9:3:4
C' s capital =% 20,000
Hig share =1/4 :
Hence, capital of firm = 20,000 x 41 =% 80,000

and i " Capital of A = 80,000 x 9/16 =¥ 45000
, B = 80,000 x 3/16 =215,000

C=80,000x 416=% 20,000
A's capital after all adjustments =3 50,000 (given in question)

A's capital required =¥ 45,0000
Theretore, he withdraws =% 5,000

B's capital after all adjustments =%12,000
B's capital required =7 15,000
Therefore, he deposits =¥ 3,000
Journal Entries

Date Particulars LF | Amt. (D7) | Amt. (Cr)
i} | A's Capital Afc Dr 5,000
| ToCashAlk 5,000
E_{Bemg excess capital withdrawn)
A icash Al Dr 3,000
To B's Capital A/c ) 3,000
| (Being deficiency in capital deposited in
| cash) ;

32.Pinky, Qumar and Roopa partners in a firm sharing profits and losses in the ratio of 3:2:1. S
is admitted as a new partner for 1/4 share in the profits of the firm, whichs he gets 1/8 from
Pinky, and 1/16 each from Qmar and Roopa. The total capital of the new firm after Seema'’s
admission will be Rs. 2,40,000.Seema is required to bring in cash equal to 1/4 of the total
capital of the new firm. The capitals of the old partners also have to be adjusted in proportion
of their profit sharing ratio. The capitals of Pinky, Qumar and Roopa after all adjustments in
respect of goodwill and revaluation of assets and liabilities have been made are Pinky Rs.
80,000, Qumar Rs. 30,000 and Roopa Rs. 20,000. Calculate the capitals of all the partners and
record the necessary journal entries for doing adjustments in respect of capitals according to
the agreement between the partners?

" Answer New profit sharing ratio of

. . 12-3 - 9
Pinky = 3/6 /8= YWY

i " 16-3 13
Qumar =2/ -6 =— == —
% : 48 48
B-3 5

Roopa=1/6 -1{l6=——=—

pa=1/6-1A



&lo
N

G0

4 T48°

18 .13 5 12

or — == —

48 48 48 48

or 8:13:5:12
Capital =% 240,000

; 9
Hence, new ratio = 2— X

Each partner's new capital
Pinky = 240,000 x g ~%90,000

Qumar = 2,40,000 x l—:- ~265000

Roopa = 2,40,000 x % ~225,000

Seema = 240000 x = =X 60,000

Adjustment in cash if any

: Actual Capital After Alll New Capital Difference
Adjustments  Required Excess/Short
Pinky St . 280,000 - 790,000 | % 10,000 shart
Qumar 230,000 J 2 65,000 | T 35,000 short
Roopa o 220,000 ¥ 25,000 | ¥ 5,000 short
Seema ! T 60,000 | ¥ 60,000 (his share)
‘Journal Entry
Date Particulars LF | Amt. (D} | Amt. (Cr)
) |CashAwc ' Dr 1,10,000
To Pinki's Capital Alc 10,000
To Qumar's Capital Aje i 35,000
. “To Roopa's Capital Ajc 5,000
To Seema's Capital A/c 50,000
(Being capital T 60,000 paid by Seema and |
adjustment of deficiency paid by exsting | *
partners) |
Alternatively
Journal Entries
Date ~ Particulars LF | Amt (D) | Amt. (Cr) -
0] Bank Afc Or 60,000
' To Seema's Capital Alc 60,000
(Being Seema bring her share of capital for
1/4 share of profit)
{iy | BankAfc Dr 50.000
To Pinky's Capital Afc | 10,000
To Qumar's Capital Afc 35,000
To Roopa’s Capital Afc 5,000
{Being amount brought by Pinky, Qumar and
Roopa to move capital equal to their
propartion)

33.The following was the Balance Sheet of Arun, Bablu and Chetan sharing profits
and losses in the ratio of

Liabilities |Amt, (%) Assets {Amt. (3)
Creditors 9,000 | Land and Buildings 24,000-
Bills Payable 3,000 | Furniture 3,500
Capital Accounts Stock 14,000

Arun 19,000 Debtors ' 12,600
Bablu 16,000 Cash 900
Chetan 8,000 | 43,000

55,000 55,000

They agreed to take Deepak into partnership and give him a share of 1/8 on the following
terms: a) that Deepak should bring in Rs. 4,200 as goodwill and Rs. 7,000 as his Capital; (b)
that furniture be depreciated by 12%; (c) that stock be depreciated by 10% (d) that a Reserve of
5% be created for doubtful debts: (e) that the value of land and buildings having appreciated



be brought upto Rs. 31,000 ;(f) that after making the adjustments the capital accounts of the
old partners (who continue to share in the same proportion as before) be adjusted on the basis
of the proportion of Deepak’s Capital to his share in the business, i.e., actual cash to be paid
off to, or brought in by the old partners as the case may be. Prepare Cash Account, Profit and
Loss Adjustment Account (Revaluation Account) and the Opening Balance Sheet of the new

firm.
Dr Revaluation Account Cr
Particulars Amt. ) Particulars Amt. )
Ta Fumniture 420 | By Land and Building 7,000
Ta Stack 1,400
To Reserve for Bad Debt 630
To Profit on Revaluation J
Transferred to
Arun 1,950
Babiu 1,625
Chetan 975 4,560
7,000 7,000
Dr Partner's Capital Account Cr
Particulars | Arun | Bablu | Chetan| Deepak | Particulars Arun | Bablu | Cheran Deepak
ToBank 1,750 |1.625 " [ByBalance |19.000 {16,000 |8.000 .
{Balanging | bid
FIgLI'E] 1
To Balance |21,000 17,500 10,500 7,000  |By Bank 7 000
o 1
By Goodwill |1,800 |1500 |900
ByProfiton {1950 11625 975
i Revaluation
| By Bank | 825 |-
(Blancing §
Figure) i
22750 (19,125 110,500 | 7,000 22750 {19,125 (10,500 |7.000
_Byl':}.aéanne 21,000 (17,500 10.500- 7,000

Note Firstly, calculate total capital of firm through Deepak’s capital and his share in
p.lraﬁr. Then, calculate capital of each partner as per new profit sharing rafio,
Finally, use this capital as balance ¢/d in capital sccount and close the
accounts. The difference, if any, will be cash withdrawn or deposit by the

partner.
Dr Cash Account Cr
Particulars Amit. (7) Particulars | Amt. ()
To Balance bid 900 | By Arun's Capital 1.756'
To Deepak's Capital 7,000 | By Bablu's Capital 1,625
To Goodwil 4,200 | By Balance c/d 9,350
To Chetan's Capital 625
12,725 12,725
) LIabﬂMasm Amt. (T) Assets Amt. ()
Creditors 9,000 | Land and Buildings 31,000
Bills Payable 3,000 | Furniture 3,080
 Capital Accounts Stock 12,600
" Arun 21,000 Debtors 12,600
Bablu 17,500 (~) Reserve (630) | 11,970
Chetan 10,500 : Cash in Hand 9,350
Deepak 7,000 | 56,000
| 68,000 68,
: 000




Let total profit be 1. ;
Deepak’s share = 1

8
3 1 7
Remaining profit=1—— = —
8 8
Arun's new share = Z x 5 T L)
8 14 16
Bablu's new share =1 X i = 5
8 14 16
Chetan's new share = i: x 3_3
8 14 16
Deepak's share = ) % E _2
8 2 18
New profit sharing ratio=6:5:3: 2

Total capital of the new firm = 7,000 x 81=7% 56,000
Arun's capital = 56,000 x 6116 =% 21,000
Bablu's capital = 56,000 x 516 =% 17,500
Chetan's capital = 56,000 x 3/16 =210,500
Deepak's capital =% 7,000

34.Azad and Babli are partners in a firm sharing profits and losses in the ratio of 2:1. Chintan is
admitted into the firm with 1/4 share in profits. Chintan will bring in Rs. 30,000 as his capital
and the capitals of Azad and Babli are to be adjusted in the profit sharing ratio. The Balance
Sheet of Azad and Babli as on December 31, 2006 (before Chintan’s admission) was as

follows:
Balance Sheet of A and B
as on 31.12.2006

Liabilities Amt. (7 Assets’ Amt. (%)
Creditors 8,000 | Cash in Hand 2,000
Bills Payable 4,000 | Cash at Bank 10,000
General Reserve 6.000 | Sundry Debtors 8,000
Capital Accounts Stock 10,000
Azad 50,000 Furniture | 5,000
Babli 321000 82,000 | Machinery 25,000
__| Buildings 40,000

1,00,000 1,00,000

It was agreed that:

i) Chintan will bring in Rs. 12,000 as his share of goodwill premium.

ii) Buildings were valued at Rs. 45,000 and Machinery at Rs. 23,000.

ii) A provision for doubtful debts is to be created @ 6% on debtors.

iv) The capital accounts of Azad and Babli are to be adjusted by opening current accounts.
Record necessary journal entries, show necessary ledger accounts and prepare the Balance

Sheet after admission.



Journal Entries

Date Particulars : LF| Amt (Dr) | Amt. (Cr)
{0 General Reserve Alc Dr 6,000
To Azad's Capital Afc 4,000
To Babii's Capital Alc ) . 2,000
| {Being general raserve written off among old
| partriers in old ratio)
(i) | Revaluation Afc . . Dr 2,480
To Machinery Ajc 2,000
To Provision for Doubtiul Debts Afe "480
{Being decrease in value of asset and
provision created for doubtful debts)
{iif) Building Afc Dr 5,000
To Revaluation Alc 5,000
| {Being increase in value of building) .
(i) Revaluation Ajc Dr 2520
To Azad's Capital Alc 1,680
To Babli's Capital Afc B40
{Being profit on revaluation distributed
amang oid partnarsl} . i
() | Cash Alc Dr 42,000
t To Chintan's Capital A/c 30,000
4 ToPremium Alc . - 12,000
(Being amount of capital and goodwill
birought in by Chintan)
(wi} Premium A/c Cr 12,600
To Azad's Capital Afc 8,000
To Babli's Capital Afc - 4,000
| (Being premium distributed among old
| partners in sacrificing ratio)
i) | Azad's Capital Afc Dr 3,680
To Azad's Cumrent Alc 3,680
(Being excess of capital fransferred for
pariners’ current account)
{wii) Babii's Capital Alc Dr 8,840
| ToBabll's Current Alc 8,840
| {Being excess of capital transterrad to
| partners’ current account)
Dr Revaluation Account Cr
_— Particulars Amt. (3) Particulars Amt. (T)
To Machinery 2,000 | By Building 5,000
To Provision for 480
Deoubtful Debts
To Transfer of Profit on
Revaluation Account
Azad 1,680
Babii 840 | 2520
5,000 5000
Dr Partners’ Capital Account Cr
Particulars | Azad Babli Chintan | Parficulars Azad Babli | Chintan
To Current 3,680 8,840 - |By Balance 50,000 32,000
Alc b/d |
ToBalance | 60000| 30,000 30,000 By General 4,000 2,000/
c/d Reserve |
By Profit on 1,680 840 |
! Revaluation
By Cash | 30,000
By Premium 8ooo| 4000
B3680] - 38840/ 30,000 63BE0] 38840, 30,000
| I oo H o




Balance Sheet of Azad, Babli and Chintan

_ Liabllities Amt. (3) Assets | Amt, @)
Sundry Creditors 8,000 | Cash in Hand T asp00
Bills Payable 4,000 | Cash at Bank 10,000°
Partriers's Current Account Sundry Debtars 8,000
Azad 3.680 | (-} Provision for 7.520
Babli 8840 12520 |  Doubtful Debis (840) |
Capitals Stock | 10,000
Azad 60000 ~  |Fumiture 5,000
Babli 30,000 Machinary 23,000
Chintan 30,000 | 1,20,000 | Building 46.000
144,520 1,44,520.

Note Calculate mwpthsth ratio. Then, calcuiate full capital of firm on basis of
new partners, capital and finally new capital of exis ting partners.

Capital of Chintan = 30,000
] 1
His share = —

Total capital of the firm = 30,000 x ? =1,20,000

New profit sharing ratio

Chintan’s share = ::—
Remaining profit =1 _1 —E
ap 38
3 2 6
Azad's new 5=.l'1.=,|n=.'-‘—1 3°12
3 -
I =
Babli's new share 4 R5TS
1. 3 3
hi 'sshare=—x==—
Chintan's sha 4>¢3 T
65 3 3
rofit sharin ratro_— ——2:1:1
New profi to] Bigig
or Azad's capital =1,20,000 x % =60,000

Babli's capital =1,20,000 x % = 30,000

Chintan's capital =1,20,000 x 13 = 30,000

35.Ashish and Dutta were partners in a firm sharing profits in 3:2 ratio. On Jan. 01, 2007 they
admitted Vimal for 1/5 share in the profits. The Balance Sheet of
Ashish and Dutta as on Jan. 01, 2007 was as follows:

Balance Sheet of A and B
y as on 1.1.2007

Liabilities | Amt. (2) Assets Amt. (%)
Creditors 15,000 | Land and Building 35,000
Bills Payable 10,000 | Plant 45,000
Ashish's Capital 80,000 | Debtors 22,000
Dutta’s Capital 35,000 |(-) Provision (2,000) | 20,000

Stock 35,000
Cash ) 5,000
1,40,000 1,40,000

It was agreed that:

i) The value of Land and Building be increased by Rs. 15,000.

ii) The value of plant be increased by 10,000.

i) Goodwill of the firm be valued at Rs. 20,000.

iv) Vimal to bring in capital to the extent of 1/5th of the total capital of the new firm.

Record the necessary journal entries and prepare the Balance Sheet of the firm after Vimal's
admission.



Journal Entries

Date

Particulars LF

Amt. (Dr)

Amt. (Cr)

i) Land and Building Alc Dr
Plant Alc

To Revaluation Afc

(Being increase in value of assets)

Dr

(i Revaluation AJe

To Ashish's Capital Alc

To Dutta's Capital Alc

{Being profit on revaluation transterred
to old pariners’ capital in old ratio)

Dr

iy |Cash Al
To Vimal's Capital &/c

(Being 1/5 share in capital contributed
by new partner)

Dr

(i) Vimal's Current Alc Dr
To Ashish’s Capital ¢

To Dutta's Capital Alc

(Being Vimal's share fo goodwil

adjusted thraugh his current account)

15,000
10,000

25,000

36,000

4,000 |

25,000

15,000
10,000

36,000

2,400
1,600

Note Here, gooawill has been ajdusted through current account because Vimal has
not brought his share af goodwill and he is to bring capital is pmporfron fo total
capital of the new firm after adjustment.

Dr Revaluation Account Cr
Particulars Amt. (3) | Particulars | Amt. @)
To Ashish’s Capilal 15,000 | By Land and Building 15,000
By Plant 10,000
To Dutta's Capital (Profit Transfer) | 10,000 -
25,000 25,000
Dr Partners’ Capital Account Cr
Particulars | Ashish ' Dutta | Vimal Particulars | Ashish | Dutta | Vimal
To Balance | 87,400 46,600 36,000 | By Balance bjd 80,000 35,000
oid ;
By Prof  Transler kom 15,000| 10,000
Ravaluation
By Cash 38,000
i By Vimal's Cument Alc 2400, 1600
9?.11005 ﬂ-ﬁﬁm 36,000 97.400| 46600| 36000
Balance Sheet
Liabilities Amt. (7) Assets Amt. (3)
Creditors 15,000 | Land and Building . 50,000
Bills Payable 10,000 | Plant 55,000
Capital Accounts Sundry Deblors 22,000
Ashish 97,400 | () Provision (2000)| 20,000
Dutta 46,600 | Stock 35,000
Vimal 36,000 | Cash 41,000
Vimal's Current A/c 4,000
2.05,000 : 2,05,000

Calculation of new profit sharing ratio

Vimal's share =1§

Remaining share of the fim =1~ JS- =g

Ashish's share = -‘1 * 3 =E

55 25

Dutta's share = ‘_‘ 2 - B

5 5 25

Vimal's share = 1 E B E

5 5 25

MNew profit sharing ratio=12:8:5



Capital of new firm on the basis of old partners adjusted capital
Total adjusted capital of old partners

Ashish's capital = 97,400

Dutta's capital = s
44,000
" Remaining share of Ashish and Dutta (old partners) in the new firm
4
5

Capital of the-new firm = 144,000 x § 180,000

Vmai's shafe[ i the {;apltal of the new fj_rm =1,80,000 x -- 36,000

a

Note Goodwill has been aa;iusfed Ihmugh current account because Vimal has not
brought his share of gooo‘wnﬂ .

Sacrificing rafio = Qh' ratio - New Ratio.



