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Sacrificing Ratio

Old Ratio- New Ratio

New Ratio

Old Ratio - Sacrificing
Ratio

* SACRIFICING RATIO- Sacrificing ratio refers to the ratio in
which the old partners surrender their share of profit in favor of
new partner/s



~ GOODWILL AND TREATMENT

* Goodwillis an intangible and not fictitious
asset that accounts for the excess purchase

price of another company.
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Case (a) When goodwill -is-paid privately/ outside busi
/

- Mo entry required

Case (b) When the New partner bring his share of goodwill

OR When the amount of Premium brings in cash and

retained in business.

_ Journal entry
Date Particular

LF

Dr.

Cr.

_—

B If New Partner beings his share of goodwill in cash

Premium for Goodwill Ade (Mew Partner share goodwill) Dr.

Gamning Partner Capital/ Current Ade  (If old partner gam hig share) Dr.
To Sacriticng Partmer Capital/Current Ade
(being the share of New partner in firm's goodwill credited to sacrificing partner in
| their sacnficing Ratio)

Case (c) When goodwill appearin old balance sheet

_ Journal entry
Date Particular

LF

Dr.

Cr.

B of Goodwill Appeared in old B/s
Old Partner Capital/Current Ao .,
To Goodwill Alc-— (old partner old ratio)
{being the existing goodwill written off in old Ratio)

B’ Cash/Bank AJc (with capital & share of goodwill) Dir.
To new Parmer Capital A/e (If capital brings in cash)

To Premium for Goodwill Adc (Tf good will of new parter share brings in cash)

i(being the amount brought in by New parter)




Case (d) If New Partner does not brings his share of Goodwil g
e e T B L e on s et I ALY

Journal entry

Date Particolar L.F Dr. Cr.

New Partner's Capital /Current A/c (only New Partner share goodwill) Dr.
(raming Parmer Capital /Current A/ (T old partner gain his share] Dr.
To Sacrificing Partner Capital /Carrent Afc
(being the share of New parmer in firms goodwill credited to sacrificing partners in their
sacrificing Ratio)

Case (e) If New Partner brings in only Part of share of Goodwill

_ Journal entry
Date Particular L.F Dr, Cr,

Premium for Goodwill A/e (whatever brings in cash) Dr.
New Partner Capital /Current Al (with unpaid share of goodwill)  Dr,
(Faining Partners Capital /Current Ade (If old Partner Gain his share)  Dir,

To Sacrificing Parter Capital/Current Alc
(being the share of New partner in firm's goodwill credited to sacrificing partners in
their sacrificing Ratio)

Case (f) If Goodw1 | withdrawn by sacrificing Partners

Journal entry

Date | Particular LF | Dr Cr.
Sacificing Partner Capital'Current Afe (To the extent of withdrawn) Dr,
To Cash /Bank Afc
(Being the goodwill brought n by New partner withdiawn by
sacrificing partner sacrificing Ratio)




Case (g) When the New Partner brings his goodwill in kind

Journal entry

Date Particular L.F | Dr. Cr.

1% Record Assets brought by Incoming partner
Assets Alc Individually) Dir.
To New Partner’s Capital A/c (with the amount of capital bronght in)
_ | To Premium for Goodwill Afc (with the share of goodwill brought in)
24 Give credit for Incoming Partner’s full share of goodwill to sacrificing partner in sacrificing Ratio.

_ Journal entry
Date Particnlar LF | Dr. Cr,

Premium for Goodwill A/c (with the share of goodwill brovght in ) 1o,
Ciaining Partner Capital/Current Alc (If old partner Gain his share) Dr.
To Sacrificing [artners Capital/Current Alc

Case (h) When goodwill is hidden

when value of the goodwill of the firm is not given then the value of goodwill
has to be calculated on the basis of the Net worth of the firm as under

| (A) Net Worth (Including Goodwill):- on the basis of the contribution mode by New partoer
(B) Net Worth (Excluding Goodwill) Capital of all partner (lacluding New)
OR
Sunday Assels (al Revalued Figures)- Oul side Liabilities (Al Revalued Figure)
OR
Capital of All Partmer (Total Including New) (+) Accumulated Profit (+) Rev Profit (<) Accumulated Loss (-) Rev Loss
{(C) Value of Goodwill = A-B



is a nominal account, also known as
Profit & Loss Adjustment Account,
prepared to record the re-valued figure of
assets and liabilities at the time of change
in profit sharing ratio among the existing

‘ r \A/ partners.

Particular

To Decrease in Assets
To Increase in Liability
To Depreciation

To O/S Expense

To Income Received in Advance
To Reserve Fund & Provision
{made or created or Increased)

To Provision for Discount ion Debtors
To unrecorded liability

To provision for contingencics
Or unforeseen Liability
To Profit on Rev Afe [B.F.]

Revaluation A/fc
Dr. Amount | Particular Cr. Amount
By Increase in Assets
By Decrease in Liability
By Appreciation

By O/S Income or Accrued Income
By uncxpired Or prepaid Exp

By Reserve & Fund & Provision
(Reduced Or Decreased)

By Provision for Discount on creditors

By unrecorded Asscts

By Loss on Rev Ade [B.F.]




! Date ‘ Particular Cr. |

2

-

#  For Increase in the value of Assets

Concerned Asscts Alc D,
To Revaluation AJc
(being the Tnerease in the value of an assets recorded)

#  For Decrease in the value ol Assels

Revaluation AJc Dir.
To Concerned Assels Afc
(Being the decrease in the value of An Assets recorded)

#  For Increase in the amouant of Liability
Revaluation Adc Dir.

To Conceimed Liability Ade
(being the decrease in the amount of a Liability recorded)

# For Decrease in the amount ol a Liability
Concerncd Liability AJc Dr.

To Revaluation Alc
(being the decrease in the amount of a Liability recorded)

# For Recording an unrecorded Assets
Unrecorded Assets Adc o,

To Revaluation A/c
(being an agreed value of an unrecorded assets brought into AJc)

# For Recording an Unrecorded Liability
Revaluation AJfc .
To unrecorded Liability AJc
(being an agreed amount of unrecorded Liability brought into A/c)

# If Loss

Old partner’s capital/ current Adc Dir.
To Revaluation Afc
(being Loss on Rev. Ade T/T to partnet capital/current Afc in old Ratio)
= If Profit
Revaluation A/C Dir.

To Old Partner™s Capital / Current ASC
{Being profit on Rev A/C T/F to partneis capital/ current a‘c in old ratio)




- —Accounting Treatment of Reserve,

Accumulated Profit /Losses

OLD
PARTENERS
(OLD

OLD
BALANCE

SHEET RATIO)




 ACCUMULATED PROFIT

For T/f of Heaewe'and Accumulated Profit(Given in Balance Sheet Liabilities Side)
| ¢ Distributed in Old Partners — Old Ratio

Journal entry

Date Particular - L.F Dr. = Cr
Reserve Or Reserve Fund or General Reserve Dir.
Or Reserve for Contingencies AJc Dr.
Profit & Loss A/c or Accumulated Profit Alc Dr.
Investment Fluctuation Fund Ade Dr,
Workman Compensation Fund AJc Dr.
Joint Life Policy Reserve or Fund AJe Dr,
To old Partner's Capital/Current Alc
(bemg the reserve & Profit T/1 to old Parmer in their old ratio)

ACCUMULATED LOSS

For T/f nf a::::ur;mla’ted Losses (Given in Balance Sheet Assets Sid;‘e]
¢ Distributed in Old Partners — Old Ratio

Journal entry

Date Particular L.F Dr. _ Cr.
Old Partner capital/current Ao Dr.
To Profit & Loss A/e Or Accumulated Loss

To Loss in Business

To Delerred Revenue Expenditure Alc

To Preliminary expenses Afc

To Mise, Expenditure Alc

To Advertisement Suspense Written off AJc

(being accumulated Losses T/ to old Partner in their old ratio)




: THERE BE PA D B.

THEY ADMIT PARTNER C.

;




PARTNER’S CAPITALACCOUNT

Particular A B C Particular A B
Bal b/d (If capital of old Pariners given in 1% > Balance b/d {capital of old Pariners given
Assets side) in Liabilities side) ="
Goodwill (appeared in old B/s — Assets > > Cash/Bank A/c (If New Partners bring
{old Parimers old Ratio) capital in cash
Premium for Goodwill Afe (If New > »
partners bring capital in cash)
(sacrificing Partners, sacrificing Ratio)
(s Current Afe (If New Partners docs not——a >
bring poodwill in cash
(sacrificing partners sacrificing Ratio)
Cash A/c (Drawings) Sacrificing > >
Partners, sacrificing Ratio
Revaluation A/g (Loss) (old Partners old S > Revaluation A/e (Profit) old Pariners, old
Ratio) Ratio > >
Accumulated loss > > Accumulated ProfitReserve (Given in . .
(Given in B/s — Assets side) B/s-Liabilities) old partmers old Ratio
(old Partners old Ratio)
Assels Ale (If old partners taken the > > Liabilities Afe (If old partners taken the > >
Assets) Liabilities)
Bal ¢/d (B F) » >




DJUSTMENT

PARTNERS CAPITALA/c
Particular Al B |C Particular A B | C
Balance b/d
Cagh A/C (B.F) (Excessive Cash Afe (B.F.) (Shortage/ Deficiencies
Capital - Cash Paid off) of Capital — Cash brought in)
Cash or bank A/c
Particular Dr, T Particular Cr. T
To Bal b/d[ For cash balance IT cash Ale By sacrificing partner capital Ale[Goodwill
prepare] withdrawn]
To Bank A/e [For Bank Balance] By Bank Af¢ [If Loan paid]
To Bal b/d [For Bank Balance If Bank Afe By partner capital A/¢[Lf capital Adj -
preparc] surplus]

To cash Afc [For cash Balance]

To New partner capital [1f brings in cash]

To Premiura A/c [If Goodwill business cash]
To partner's capital [T capital Adjusted By Bal C/d [B.F]
shortage]




PRACTICE QUESTIONS

e RULES FOR LIABLITIES

e RULES FOR ASSETS

e RULES FOR BALANCE SHEET

e RULE FOR UNRECORDED ASSET AND LIABILITY

e RULE FOR OUTSTANDING EXPENSE AND INCOME

e RULE FOR PREPAID EXPENSE AND INCOME

e RULE FORPROVISION/RESERVE/FUND ADJUSTMENT
e RULE FOR PROVISION FOR DOUBTFUL DEBT

e RULE FOR WORKMEN COMPENSATION FUND

e RULE FOR INVESTMENT FLUCTUATION RESERVE




RULES FOR LIABLITIES

PROBLEN—1.

Balance Sheet.
Liabilities T Assets ut
0/8 Expenses 2,000
Sundry Creditor 15,000
Dr. Revaluation Afe Cr.
To Increase in Liability By Decrease in Liability
Balance Sheet
Liabilitics < | Asscts
Concernad Liability
Add: Increasc

Less: Decrease




Ment.lz—mabilitywere proved at 23,000 one bill for

goods purchased having been omitted from books.

Dr, Revaluation Ale

=S
%

To Sundry Creditor 8,000

(r, |

Liabtlties
Sundry Creditor

Balance Sheet

=
%

13,000

Add Omitted Creditor £000 | 23,000

Assets

Adjustment.2:-A Liability for 1,000 included in sundry

creditor was not likely to arise.

Dr,  Revaluation Ale

By sundry creditor

1,000

(r,
4

Lighlite
undry Creditor

Les§ weiten back creditor 1000 | 14000

Balance Sheed
4
13,000

Asielg




/’—
'Adjustment.3:-Anitem of 650 Included in S. creditor was not

likely to be claimed and hence should be written back

Dr. Revaluation Al (r | Balance Sheet
T || Lisblits T Al
By s, creditor | 630 sundry Crodior 15,000
| | Less writien back oredifor 630 | 14350

Adjustment.4:-Good purchased on credit from a supplier had
been admitted the amount being 650

Dr, Revaluation A/c Cr, | Balance Sheet
3 | | Liabilitics < Assels
To s, creditor 630 sundry Creditor 15,000
Add omitted creditor 650 - 15,650




uded a sum

© Adjustment.5:-It was found that t}

of 1,400 which was not to be paid.

Dr, Revaluation Alc Cr, Balance Sheel
| =4 | Liabilities

By s, creditor | 1400 sundry Creditor 15,000
Liss written back creditor 1,400 | 13,600

¥
b

Assets

* Adjustment.6:-Anamount of 2,000 included in creditor is to
be written off as there is no liability to pay the amount

Dr, Revaluation Ale Cr, Balance Sheet

X | |Lisbite T | Ases
By, creditor | 2,000 Sundry Creditor 15,000
Lass writien off creditor 2000 | 13,000




® justment.7:-A Provision of 2% be made for Discount on

creditor

Dr.  Revaluation Ak (r, Balance Shet
T | | Lishiltics < Assets
By dis. On credutor | 300 sundry Creditor 15,000

Less s _ 300 | 14700

* Adjustment.8:-O/S Exp are to be raised by/increased
by/appreciated by 3,000

Dr. Revaluation Ale ., | Balance Sheet
< Lighilities T Assels
To ofs exp 3,000 osexp. 2000
add merease 3,000 5000




© Adjustment.9:-O/S EW

to/appreciated to 3,000

I} Revaluation A/ (T, Balance Sheet
K | | Lishles < Assefs
Toofsexp, 1,000 aserp. 2000
add merease 1000 | 3,000

* Adjustment.10:-O/S Exp are to be written off

Dr, Revaluation A/c Cr. Balance Sheet

< Liahilities < Assets
Byosep. | 2000 | [osexp 2000
less written off 2,000 | NILL




INCASE: LIABILITY TAKE

e
—

PARTNER

Balance sheet (Liabilities Side) Partners Capital A/c Cr.
concemed Liability By Liabilitics

Less: Decrease Dr. Revaluation A/lc Cr.,

Less: Partner Taken Tonre | | DY

* Adjustment.i1:- If Liability of 10,000 taken by Partner

Anurag.
Dr. Revaluation Alc Cr. | Balance Sheet
Liabilitics < Assets
No Fffect Sundry Creditor 15,000
Less Anurag taken 10,000 | 5.000
Dr. Anurag Capital Account Cr.

By Sundrv Creditor 10,000




© Adjustment.12:- If sundry creditor taken by Anurag at 13,000 |

= Dr. Revaluation A'c Cr. Balance Sheet
= Liabilities < Assels
By Sundry Creditor | 2,000 Sundry Creditor 15,000
Less Decrease 2,000
13,000
Less Anurae taken 13.000 [ NIL
Dr. Anurag Capital Account Cr.
=
™
By Sundry Creditor 13,000

* Adjustment.13:- If Sundry creditor taken by Anurag at 16,000

Dr. Revaluation Ale Cr. Balance Sheef
< | | Liabilities < Assets
To Sundry Creditor | 1,000 Sundry Creditor 5,000
Add Increase 1.000
16,000
Less Anurag taken 16,000 | NIL

Dr. Anurag Capital Account Cr.

By Sundry Creditor 16,000




/X/

/ RULES FOR ASSETS

Balance Sheet,
Liabilities T Assels 4
Plantd Mechinery 100,000

1

Dr, Revaluation Al (r. | Balance Sheet
2 Liahilitics < Asgcls
To Decrease in Assets By Increase Concerned Asscls
In Asscts Add: Appreciation
Less: Depreciation




/
Adjustment.1:- value of P & M bevalued at 1,25,0‘0f

Value of P&M be Increased/Appreciated to/raised to 1,25,000
Value of P&M Appreciated to/AT 125%

Dr., Revaluation A/e Cr, | Balance Sheet |
. < | Liabilitics Assels 3
By P&M Al 25,000 Plantd& Machinery 1,00,000
Add Appreciation 25,000 | 1,25,000

Adjustment.2:- value of P&;M be Increased/Appreciated
/raised by 1,25,000

Value of P&M be valued at 125% More

r, Revaluation Ale O Balance Sheet
|| Liabilties Assets 3
By PEM Ale | 125,000 Plant& Machinery 1,00,000
Add Appreciation 1,25,000 | 2,25,000




¢ Adjustment.3:-value of P&M is 25,000

Dr, Revaluation A/c

By D&M Ale

(r,
T | Liohiliis
2500

Balance Sheet

Plantd Machinery 100,000

Asscls

Add Appreciation 25,000 | 1,25,000

Adjustment.4:- Value of P&M is over valued by 40,000

3
!

To PEMAG | 40,000

Dr, | Revaluation Alc

Cr,
| Liabilities

Balance Sheet

Assets

3
e

Plantde Machinery 1,00,000 |

Liess Dep.

40000 | 6001




Wnt.sz—valueof P&M va s/ decreased

D,  Rovaluation AVe (r, |  Balance Shect
| < Liahlite | Assels X
To P&M Al | 20,000 Planid Machinery 100,000
' Less Dep, 20,000 | 80,000

Adjustment.6:- Value of R 8 M be depreciated to 20%

r,

To PAM AR

Revaluation Al

80,000

(T,

Ll

Balance Sheet
Assets

Plantf Machinery 100,000
LessDep. 40000

.




/

¢ Adjustment.7:- P&M written off
Dr. Revaluation Alc (r. | Balance Sheet
< Liabilities | Assels <
To PEM Alc 100,000 Plant& Machinery 100,000
Less dep. L0000 | NILL

o ASSETS TAKEN BY PARTNER

Rule:-ASSETS TAKEN BY PARTNER

Dr. Revaluation A/fc
To Decrease 1n Assets

‘ By Increase mm Assets

Cr.

To Asscts

Partners Capital Afc Dr.

|

Balance sheet (Assets Side)
Concerned Asscts

Add: Appreciation

Less: Depreciation

Less: Partners Taken




RULES FOR BALANCE SHEET

Balance Sheet,

Liabilities < Assets <

Plani& Machinery 100,000

Adjustment.1:- 30% If total P & M were taken by a partner Anurag at a Discount of 10%,
ANSWER:- 100,000 X30/100 =30,000- 30,000X10/ 1E_Jﬂ {E,D'D'D} =27,000

Dr. Revaluation Ale Cr. Balance Sheet
+ Liabilities Assets T
ToP&M 3,000 P& M 1,000,000

Less Depreciation 3,000
Less A taken 27,000 | 70,000




Adjustment.2:- 30% &amp; total P&M were taken by/
partnerAnuragata profit of 10%.:-

1,00,000 X30/100 =30,000 + 30,000X 10/100(3,000) =33,000

Balance Sheet Dr, Revaluation Ale ~ Cr,
Liabilitics Asscts ~ =
P&M 100,000 ByP&M | 3,000
Add Appreciation 3,000
|.03.000
Logs A, taken 33,000 | 70,000
Dr. Anurag Capital Account Cr.
Particular . < Particular 2
To Plant & Machimery Adc | 33,000

Adjustment.3:- 20% If total P&M were taken by partner
Anurag and vivek in Profit sharing Ratio 3:2.

1,00,000 X20/100 =20,000 3:2 12,000: 8,000

Dr. lh'valum_iun Ale Cr. | Balance Sheet _
| Liabilities Assets | =
No Elfect P&M 100,000
_ Less I, taken 20,000 1 80,000 ]
Dr. Partner Capital Account Cr.
Particular Anurag Vivek | Particular Anurag Vivek

To Plant & Machinery Alc 12,000 | 8,000




UNRECORDED ASSET

Revaluation Afc

Balance Sheet

Cr.

Liabilities

Assets

Problem :- B/s — no information
Adi.:- Typewriter worth = 1,000 not mentioned in the B/s was to be taken into Afc

By unrecorded azsets

Concerned asscts
Add unrecorded assets

Dr. Revaluation Afe Cr. Balance Sheet
< | Liabhilities Asscts L
By unrecorded typewriter | 1,000 Unrecorded typewriter | 1,000

UNRECORDED LIABILITY

Revaluation Afc Balance Sheet
Dir. Cr, Liabilities Assels
To Unrecorded Liability Concemed Liability
| Add Unrecorded Liability

Problem :- B/s — no information

Adj.:- there was a There was a unrecorded Liability = 5,000
~ Ans:-

Dr. Revaluation Ale Balance Sheet

Cr.
| - | Liabilities * Assels

To Unrecorded liabilitics 5,000 Unrecorded liabilitics 5,000




,,,,,,,, .
RULE FOR OUTSTANDING EXPENSE

Revaluation Afe Balance Sheet
Dr. Cr, Liabilities Assets
To O/S Expens O/S Expenses
Problem:- B/s - no information

Adj. :- 0/S exp.are = 2,000

Ans:-
Dr. Revaluation Alc Cr. Balance Sheet
< Liabilitics < Assets
To O/s exp. 2,000 08 exp. 2,000
Revaluation Afe Balance Sheet
Dr. Cr. Liabilities Assels
By accrued income or o/s income Accrued income or ofs income

Problem :- B/s — no information

Adj.:- that unaccounted accrued Income of < 100 be accounted for

Ans:-

Dr. Revaluation A/¢ Cr. Balance Sheet

T | Liabilities Assets =
By o/s income 100 o/s income 100




ULE FOR PREPAID EXPENSE

Revaluation Ale Balance Sheet
Cr. . Linbilities

By prepaid exp,

Problem :- B/s — no information

Adj.:- Insurance Premium unexpired = 1,000 or that out of Insurance which was earlier debited to Profit & Loss

Afc = 1,000 be carried forward as unexpired Insurance.

Dr. Assels

Prepaid exp.

Ans:-
Revaluation Afe Balance Sheet
Dr. [ Cr. [ ’ Liabilities [ Assels [ =
| | unrecorded insurance | 1,000 | | unrecorded insurance | 1,000 |
Revaluation Afe Balance Sheet
Dr. Cr. Liabilities Assels
To income received in advance meome received in advance

Problem :- B/s — no information
Adj.:- Income Or Commission of = 500 received in Advance

Ans:-
Dr. Revaluation Ale  Cr. Balance Sheet

= | Liabilities ol | Assets
Commission received 1n advance 500 Commission received in advance 500




\D DLC O\ LE-
R y— | ' EERw é et ‘. R . — =
Revaluation Afe Balance Sheet
Dr. Cr. Liabilities Assels
To Reserve Provision/ By Reserve/ Provision/ Fund | Reserve/ Provision/ Fund—Present Yalue
Fund Made/created OR. | Reduced OR Decreased
Increased

PROBLEM:- B/s — No. Information
Adjustment.1:- There being a claim against the firm for damage Liability to the extent of = 1,000 should be

created
ANSWER:-
D, Revaluation Afe Cr. | Balance Sheet
= Liabilities = Assets
To Provision for Damage Liability | 1,000 Provigsion for Damage Liability | 1,000
Adjustment.2:- Create a Provision for Legal Damage = 900
ANSWER:-
Dr. Revaluation A/e  Cr. Balance Sheet
=< Liabilities < Assets
To Provision for Legal Damage | 900 | Provision for Legal Damage | 900

Adjustment.3:- A Liability to the extent of = 2,000 be created in respect of a claim for Damage against the firm
and one other Liability toward Provident Fund also be created by = 3,000. WCF is created for < 5,000.

ANSWER:-
D, Revaluation A/fc Cr. | Balance Sheet
_ = | Liabilities = Assets
To Provision for Damage Liability | 2,000 Provision for Damage Liability 2,000
To Provigion for Provident Fund 3,000 Provigion for Provident Fund 3,000
To WCF 5.000 | WCF 5.000




\_

Adjustment.2:- Provision for Bad Debts is not required as all Debtor are good. >
ANSWER:-
Dr. Revaluation Afe Cr, Balance Sheet
T Linbilities Assets T
By Provision for B/D 4,000 Sundry Debtor 50,000
Less New Reserve for B/D NILL | 50,000
Adjustment.3:- Provision for Bad Debts be brought up by/Increased by < 6,000
ANSWER:-
Dr. Revaluation Afe Cr. Balance Sheet
o Liabilitics Assels <
To Provision for B/D 6,000 Sundry Debtor 50,000
Less New Reserve for B/D 10,000 | 40,000
Adjustment.4:- Provision for Bad Debts be brought up to/Increased up to = 6,000
ANSWER:-
Dr. Revaluation Ale Cr. Balance Sheet
< Liabilities Assets T
To Provision for B/D 2,000 Sundry Debtor 50,000
Less New Reserve for B/D 6,000 44,000
Adjustment.5:- Provision for Bad Debts are to be reduced by/Decrease by < 2,500
ANSWER:-
Dr. Revaluation Afe Cr. Balance Sheet
< Liabilities Assets x
By Provision for B/D | 2,500 Sundry Debtor 50,000
Less New Reserve for B/D 1,500 | 48,500
Adjustment.6:- Provision for bad debts are to be reduced to / decreased to = 2,500.
ANSWER:-
Dr. Revaluation Afc Cr. Balance Sheet
<X | Liabilities Assets -~
By Provision for B/'D | 1.500 Sundry Debtor 50,000
Less New Reserve for BT 2,500 47,500




W

S\

Adjustment.7:- Write off bad debts amounting to < 5,000.
ANSWER:-
Dr. Revaluation Ale Cr. Balance Sheet
= Liabilities Assets T
To bad debts 1,000 Sundry Debtor 50,000
Less New Reserve for B/D 5.000 | 45,000
Adjustment.8:- X an Old customer whose A/c was written off Bad Debts has promised to pay = 3,500 in
settlement of his Debt.
ANSWER:-
Dr. Revaluation Alc Cr. Balance Sheet
= | Liabilities Assels =
By X's Afc 3,500 Sundry Debtor 50,000
Less New Reserve for B/D 500 | 49,500
Adjustment.9:- Provision for Bad Debts are found to be in excess by = 3,000
ANSWER:-
Dr. Revaluation Ale Cr. Balance Sheet
L4 Liabilitics Assets T
By Provigion for B/D | 3,000 Sundry Debtor 50,000
Less New Reserve for B/D 1,000 | 49.000
Adjustment.10:- Debtors be valued at = 40,000
ANSWER:-
Dr. Revaluation Alc Cr. Balance Sheet
F Liabilitics Assets "
To Provision for B/D | 6,000 Sundry Debtor 50,000
ess New Reserve | ) 10 40,000
Adjustment.11:- 95% Debtor are good
ANSWER:-
Dr. Revaluation Alc Cr. Balance Sheet -
T Liabilities Assels T
By Provision for B/D | 1,500 Sundry Debtor 50,000
Less New Reserve for B/D 2,500 | 47,500




et

Adjustment.12:- Provision for Bad Debts be made up to 6% on Debtors

ANSWER:-
Dr. Revaluation Ae Cr. Balance Sheet
< | Liabilities Assets <
By Provision for B/D | 1,000 Sundry Debtor 50,000
Less New Reserve for B/D 3,000 | 47,000

Adjustment.12 A:- Debtor be valued at Book value Less 5%.

ANSWER:-
Dr Revaluation Ale Cr. Balance Sheet
. < Liabilities Assets o
To Provision for B/D 2,300 Sundry Debtor 50,000
_ Less New Reserve for B/D 6,300 | 43.700
Balance Sheet.
Liabilities = Assets =
Debior 35 000
B/R 7000
Adjustment.1:- A Provision of 5% to be created for Doubtful Debts on Debtor and B/R
AMNSWER:-
Dr Revaluation AJle Cr. Balance Sheet
= Liabilities Asgseis <
To Provision for B/D 1,750 Sundry Debtor 35,000
Less New Reserve Tor B/D 1750 33,250
To Provizion for B/R 350 B/E 7000
Less provision for B/ 350 G650




s T e S E S

B Balance Sheet. B
Liabilitics = Assets =
Debtor 26,460

Adjustment.1:- An old customer whose account was written off as bad has Promised to pay = 2,000 in full
settlement of his full Debts

AMNSWER:-

Dr. Revaluation Alc Cr. Balance Sheet

= | Liabilities Asgels =
By Provision for B/D 2,000 Debtor 26,460
Add bad debtzs 2.000 28 460

Balance Sheet.

Liabilities = Assels <

Debitor 20,000

Adjustment.1:- < 2,000 out of Debtor ore bad and a provision of 5% is to be made for Bad Debts and 2% for
Discount on Debtors

ANSWER:-
Dr. Revaluation A/c Cr, Balance Sheet .
- Liabilities Assets =
To Further B/D 2.000 8. debtor 20,000
Less Further B/d 2,000
18,000
Less new reserve for B/D - 900
L7100
Less dis, on debtor (342 | 16,758
To Provision for B/D 900
To Discount on debtor 342




! Balance Sheet.

< Assets <
— General Reserve 10,000 Sundry Debtor 50,000
Less Provision for Bad Debts 4,000 46,000
Adjustment.1:- 30% General Reserve is to remain as a provision against Bad and doubtful Debts
ANSWER:-
Dr, Pariner Capital Ale Cr, Balance Sheet
< | Liabilities Assets =
By General Reserve 7,000 Sundry Debtor 50,000
(Old Partner, Old Ratio) Less Provision for B 7000 | 43,000
Balance Sheet.
Liabilitics < Assets s
Sundry Debtor 6,500
Less Provision for Bad Debt 500 6,000

Adjustment.1:- A Debtor whose due for = 500 were written off as bad debts paid = 400 in full settlement,

ANSWER:-
Dr. Revaluation Ale Cr. Balance Sheet
< Liabilities Assets <
By Bank Afc /Bad Debts Debtor 6,500
Recovered 4,00 Less Provision for B/D - 500 | 6,000

Entries for Bad Debts Recovered:

Bank A/c  Dr.

To Bad Debts Recovered A/fc

4,00

Bad Debts Recovered A/fc Dr. 4,00

To Revaluation Afe

e *THERE IS NO EFFECT OF BAD DEBT RECOVERED ON DEBTORS IN BALANCE SHEET

4,00

4,00



RULE N FOR D
DEBT

Balance Sheet

Liabilities = Assels =
Sundry Debtors 50,000
Less Provision for Bad Debits 4,000 | 46,000
OR
Balance Sheet
Liabilities < Assets =
Provision for Bad Debts 4.000 Sundry Debtors 50,000
RULE FOR PROVISION FOR BAD DEBTS:-
D, Revaluation Afc Cr, Balance Sheet
< Liabilities Assels =<
To Provision for B/D By Provision for B/D Sundry Debtors
(Created/ Made) Reduced! Decreased 1.Less: Further B/D
Balance
2.Less: New Reserve
Balance
3.Less: Discount on Debtor
To Provision for further B/D
To Discount on Debtors

Adjustment.1:- Provision for Bad Debts should be 10% on Debtors and Provision for Discount should also be mai
on Debtor at 2%.

ANSWER:- .
D, Revaluation Afc Cr. . _ Balance Sheet
< Liabilities Assels <
To Provigion for B/D 1,000 Sundry Debtor 50,000
To Discount on Debtor 200 Less New Reserve for B/D 5,000
45,000
| Less Discount on Debtor 900 | 44,100




R FOR WORKMEN

COMPENSATION FUND

XY and Z are partner sharing profits & losses in the ratio of 5:3:2, They decide to admit W into partnership for 1/5"
share. Show the acconnting treatment in each of the following alternative cases on W’s admission:{ WCF-720)
Case L. If there is no other information.
Case [L I a ¢laim on account of workman compensation is estimated at = 90 only.
Case I1L If a claim on account of workman compensation is estimated at < 1,350,
Case. I
Workman Compensation Reserve Adc D, 720
To X's Capital Afc 360
To ¥'s Capital Afc 216
To £ Capital Afc 144
(being the WCR ¢f to partners in their old profit sharing ratio)
CASE.IT
Workman compensation reserve AJc Dr, 90
To provision for workman compensation claim AJjc 90
{being the provision made for workman compensation claim)

Workman Compensation Reserve Adc Dre. 630
To X's Capital Afc 15
To Y s Capital A/c 189
To £ Capital Adc 126

(being the WCR v 1o partners in their old profit sharing ratio)

Case 111

Workman compensation reserve Afc Dr, 720

Revaluation AJc Dr. 630

To provision for workman compensation claim AJc 1,350
(being the provision made tor workman compensation claim)
being the provision made for workman compensation clain)

X's Capital A/c Dr. 315
Y s Capital Ade Dr. 189
Z' Capital Afc Dr. 126
To Revaluation Afc 630

(beine the teanster of loss on revaluation to partners capital accounts in their old profit sharing ratio)




RULE F
FLUCTUATION RESERVE

X.Y and Z are partners sharing profit & losses in the ratio of 5:3:2. They decide to admit W into partnership for 1/5%
share. )
Liabilities = Assets =
Tnvestment Floctuation Reserve 1.500 Investments (at cost) 20,000
Show the accounting treatment in each of the following alternative cases on W*s admission:
Case. L If there is no other information.
Case, 1L If the market value of investments is = 20,000,
Case. TII. Tf the market value of investments is = 19,000.
Case. IV, If the market value of investments is =< 18.000.
Case. V. If the market valoe of investments is < 20,500.

CASE.L 1¥ Alternative
Assuming that the firm maintaing Investment Fluctation Reserve exactly equal to difference between Cost & Market price.
No further entry s required,

2" Alternative

Assuming that the market value of investment is =< 20,000

Investment Fluctuating Reserve Alc Dir, 1.500
To X’s Capital Afc 750
To ¥'s Capital Alc 450
To Z* Capital Adc 300

{being the transfer of cxcess Investmenis Fluctuation Reserve {o partners capital accounts in their old profit sharing ratio)

CASE. II.

2" Alternative

Assuming that the market value of investment is =< 20,000

Investment Fluctuating Reserve Alc Dr. 1.500
To X’s Capital Alc 750
To ¥'s Captal Alc 450
To £* Capital Adc 300

{being the transfer of excess Investmenis Fluctuation Reserve (o partners capital accounts in their old profit sharing ratio)




\

CASE. III
Investment Fluctuation Reserve A/c Dy, 1,000

To Investment Ade 1,000
(being the value of investment brought up to market value)
Investment Fluctuating Reserve Afc Dr. 500
To X’z Capital Alc 250
To Y's Capital Afc 150
To Z* Capital Afe 100

(being the transfer of excess investments fluctuation reserve to partners capital accounts m their old profit sharing ratio)

CASE. TV,
[nvestment Fluctuation Reserve Ade D, 1,500

Revaluation Afg D 500
To Investment Afc 2,000

(being the value of investment brought up to market value)
X's Capital Aj/c Dr 250
Y's Capital Afc Dr. 150
Z" Capital A/c Dr, 100

To Revaluation Ale 500

(being the transfer of loss on revaluation)

CASE. V.

Investment Fluctuating Reserve Afc Dr, 1.500
To X’s Capital Alc 750
To Y's Capital Alc 4350
To Z* Capital Ale 300

(being the transfer of excess Investments Fluctuation Reserve to partners capital accounts in their old profit sharing ratio)
[ovestment Ale  Dr. 500
To Revalvation Alc 500
(being the value of investment brought upto market value)
Revaluation Aie Dr. 500

X's Capital Afe Dr 250
Y's Capital Afc Dr. 150
L' Capital A/e D, 100

(being the transfer of profit on revaluation )
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CAPITAL ADJUSTMENT

Adjusted the capital of old partners on the basis of
capital of new partner share capital.

Capital of old partners/ all partners adjusted in profit
sharing ratio/ new profit sharing ratio.

Fixed Capital is Given

When new partner brings capital on the basis of old
partner capita.



CALCULATE TOTAL CAPITAL OF NEW FIRM

NEW PARTNER CAPITAL IN EXTENDED PARTNER CAPITAL A/C X RECIPROCAL
SHARE OF NEW PARTNER.

TOTAL CAPITAL OF NEW FIRM DISTRIBUTED

TOTAL FIXED CAPITAL DISTRIBUTED IN ALL PARTNERS, NEW RATIO.

ADJUSTMENT

AFTER CAPITAL ADJUSTMENT THERE IS SURPLUS/ EXCESS CAPITAL OR SHORTAGE/
DEFICIENCY OF CAPITALWHICH IS ADJUSTED BY JOURNAL ENTRY.




P

1, In Case of Shortage/ Deficiency of Capital.

Particulars

L.k,

Cash A/c OR Concered Partner's Current Alc Dr.
To Concerned Partmer's Capital Alg
(Being shortage of cash brought in by concerned partner )

2. In Case of Surplus/ Excess Capital.

Particulars

LF,

Concerned Parner’s Capital Ale Dr.

To Cash A/e OR Concerned Partner's Current Afc
(Being the excess amount withdrawn by concemed partner )




QUESTION FOR-PROPORTINATE CAPITALADJUSTMENT:-

m in partnership sharing profit and losses in the ratio of 3:2. The
Capital of A and B remaining after adjustment are 80,000 and 60,000
respectively. Calculate incoming partner’s proportionate capital in the
following alternative cases:-

Case (a):-If C is to proportionate capital for his 1/5 th share OR If C is to contribute 1/5 th of
the total capital of the new firm.

Solution

Let the Total Firm Capital =1

New partner share capital ( C’s share Capital ) =1/5

Remaining Capital = 1- 1/5=4/5

4/5 th Capital = Combined Capital of old partners after all adjustment( 80,000 +60,000)
Then total firm Capital =1,40,000 X 5/4

Then C’s Share Capital = 1,40,000 X 5/4 X1/5 =35,000

Case (b):- If Cis to contribute 1/5 th of the combined capital /Total Capitals of the existing
/ old partners.

Solution

C’s Share Capital =1/5

Combined Capital / Total Capital of A and B. =80,000 + 60,000 =1,40,000

(’s Share Capital = 1,40,000 X 1/5 =28,000



