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Sample Paper – 2011
Class – XII
Subject – Accountancy
 “ADMISSION OF PARTNER”

# SUMMARY: 
Calculation of New Profit Sharing ratio (NPSR).

Calculation of Sacrificing Ratio

Calculation of Goodwill

Treatment of Goodwill

Accounts - 
Revaluation account.

  

Capital accounts = Capital adjustments.

  

Cash A/c.

  

Balance Sheet.

# CALCULATION OF N.P.S.R
· Gaining Ratio – It is the ratio in which the profit sharing ratio of the gaining partner increases. It is calculated by taking out the difference between new profit share and old profit shares. 
Gaining Ratio = New Ratio – Old Ratio

· Sacrificing Ratio – It is the ratio in which the profit sharing ratio of the sacrificing partner decreases. It is calculated by taking out the difference between old profit shares and new profit shares.

Sacrificing Ratio = Old Ratio – New Ratio

· Cases:
1. When a new partner acquires his share from the old partners in their old profit sharing ratio ( Relative ratio of old partners remain unchanged):

· Calculate remaining share i.e. 1 – C’s Share.

· Distribute remaining share between old partners i.e. remaining share x old share.

2. When the new partner acquires his share from the old partners in a particular ratio:

· Here sacrificing ratio is given, hence NPSR = Old – Sacrificing.

3. When old partners surrender a part of their share:

· Calculate sacrificing ratio i.e. Old x Surrendered part.

· Now calculate new ratio i.e. Old – Sacrificing.

4. When new partner gets his share in different ratio from the old partners:

· Calculate sacrificing ratio.

· Calculate new ratio.

5. When entire sacrifice has been made by one of the partners.

6. Calculation of sacrificing ratio if new ratio is given.

7. If relative ratio between old partners changes in the new firm:

· Calculate remaining share.

· Distribute this share between old partners in given ratio.

NOTE:    When “Of his share” is given = Multiply then Minus





 When “from his share” is given = Minus

# TREATMENT OF GOODWILL 

Case I: 
When New partner pays amount of goodwill out and out. (Privately)

No Entry

Case II: 
When Goodwill brought in by New Partner and retained in the business.


     a. 
Cash A/c 
Dr


       

To Premium A/c


  b.
Premium A/c

Dr


Sacrificing Ratio





To Old Partner’s Capital A/c




(Distribution of Goodwill)



 


Case III: 
When Goodwill brought in cash by New Partner and withdrawn by the old partners.

   

a. 
Cash A/c 
Dr


       

To Premium A/c


     
b.
Premium A/c

Dr


Sacrificing Ratio





To Old Partner’s Capital A/c




(Distribution of Goodwill)



 



     
c. 
Old Partner’s Capital A/c
Dr





To Cash A/c




(Goodwill withdrawn)

Case IV:
 When Goodwill is not brought in cash and is valued.

          
New Partner’s Capital A/c
Dr

Sacrificing Ratio





To Old Partner’s Capital A/c

# TREATMENT OF GOODWILL WHEN IT EXISTS IN THE BOOKS:
Case I:  

When Goodwill is brought in cash by the new partner and is already exists in the books – “First of all, write off the goodwill already appearing in the books, between old partners in their old ratio. Now the amount brought by the new partner will be treated as usual.” 

   a.
Old Partner’s Capital A/c

Dr



To Goodwill A/c


(Old ratio)


(Write off amount of Goodwill given in the B/S)

b.
Cash A/c
Dr



To Premium A/c

    c.
Premium A/c

Dr



To Old Partner’s Capital A/c

Case II:  

When Goodwill is not brought in cash and is valued –
a.
Old Partner’s Capital A/c

Dr





To Goodwill A/c


(Old ratio)




(Write off amount of Goodwill given in the B/S)

     
b.
New Partner’s Capital A/c

Dr





To Old Partner’s Capital A/c

Case III:  
When New Partner brings a part of his share of Goodwill.

a.
Old Partner’s Capital A/c

Dr



To Goodwill A/c


(Old ratio)


(Write off amount of Goodwill given in the B/S)


b.
Cash A/c

Dr






To Premium A/c





c.
Premium A/c
Dr





New Partner’s Current A/c
Dr

  




To Old Partner’s Capital A/c





# ACCOUNTS

1.
Revaluation and Memorandum Revaluation Account –

[image: image1.png]                                                               REVALUATION ACCOUNT


   




Decrease in Assets



Increase in Assets



Increase in Liabilities



Decrease in Liabilities



Unrecorded Liabilities



Unrecorded Assets



Outstanding Expenses



Accrued Incomes



Profit
: A’s Capital A/c


Loss: 
A’s Capital A/c





  B’s Capital A/c                                       
B’s Capital A/c






Memorandum Revaluation Account 




Decrease in Assets



Increase in Assets



Increase in Liabilities



Decrease in Liabilities



Unrecorded Liabilities



Unrecorded Assets



Outstanding Expenses



Accrued Incomes



Profit
: A’s Capital A/c


Loss: 
A’s Capital A/c





  B’s Capital A/c                                       
B’s Capital A/c







xxx





xxx





Decrease in Assets



Decrease in Assets



Increase in Liabilities



Increase in Liabilities



Unrecorded Liabilities



Unrecorded Liabilities



Accrued Incomes



Outstanding Expenses



Profit
: A’s Capital A/c


Loss: 
A’s Capital A/c





  B’s Capital A/c                                       
B’s Capital A/c




  C’s Capital A/c                                      
C’s Capital A/c







xxx





xxx


2.
 




      Capital Account





To Balance b/d (Dr Balance)


  By Balance b/d (Cr Balance)


To Cash(Drawings/Refund)



  By Cash 


To Old Partner’s Capital A/c


  By New Partner’s Capital A/c     
To P/L A/c (loss)




  By Premium A/c


To Goodwill A/c (Written off)


  By P/L A/c (Profit)


To Revaluation A/c (Loss)



  By Revaluation A/c (Profit)


To Balance c/d




  By Reserves and Funds









  By Interest on Capital & other                       









       Receipts









  By Partner’s Loan A/c


3.
                                                          Cash Account










To Balance b/d
By Old Partner’s Capital A/c


To New Partner’s Capital A/c 
    (Drawings and refund)


To Premium
By Balance c/d)


To Old Partner’s Capital A/c



(Amount brought in)



  4.
Balance Sheet – 

a) 

When Revaluation Account is prepared, the assets and liabilities are shown in the Balance sheet at the new revalued figures.

b)    When Memorandum Revaluation A/c is prepared the assets & liabilities are shown at their original book values. This account is prepared when all the partners including the new partner decided that the values of assets and liabilities of the firm are not to be altered in the books as per revaluation. This account is divided in two parts. In the first part, like the Revaluation A/c, the entries for all increases and decreases in the value of assets and liabilities are made. In the second part, the entries are reversed to complete the double entry.

# JOURNAL ENTRIES

1.
For decrease in the value of an asset:



Revaluation A/c 

Dr




To Asset A/c

2.
For increase in the value of an asset:



Asset A/c 

Dr




To Revaluation A/c 



3.
For unrecorded asset:



Asset A/c
Dr




To Revaluation A/c 


4.
For outstanding expense:




Revaluation A/c 

Dr




To Outstanding expense A/c

5.
For accrued income or prepaid expense:



Accrued income/Prepaid expense A/c
Dr




To Revaluation A/c 



6. 
For increase in some liability:



Revaluation A/c 

Dr




To Liability A/c

7.
For decrease in some liability:



Liability A/c

Dr




To Revaluation A/c 


8.
For some unrecorded liability:



Revaluation A/c 

Dr





To Liability A/c

9. 
For Profit:









Revaluation A/c 

Dr

  




To Old Partner’s Capital A/c

10.
For Loss:



Old Partner’s Capital A/c

Dr




To Revaluation A/c

# ADJUSTMENT OF CAPITAL

1.  Adjustment Of Capital On The Basis Of New Partner’s Capital:


  Steps:
a.     Calculate total capital of the firm on the basis of C’s Capital.

Example- C is admitted for 1/6th share and brings capital worth   Rs.5,000.



When share is 1/6th then capital is 5,000



When share is 1 then capital is = 5,000 x 6/1= 30,000



Now total capital of the firm is 30,000

b. Find out Remaining Capital i.e. Total Capital – New partner’s capital.


     c.
Distribute Remaining Capital in old partners in old ratio. OR


    
      (Alternatively) Distribute total Capital in old partners in new ratio.

d. This calculated capital would be your closing capital (Balance c/d).

e. Now your Balancing Figure is termed as cash. It means excess capital is withdrawn or deficiency is to be brought in by the old partners.

f. Transfer this balancing figure (cash) to the cash a/c. Balancing figure of Dr side in Capital a/c is transferred to the Cr side of the Cash a/c and vice versa.

2. Adjustment Of Capital On The Basis Of Old Partner’s Capital.

         Steps:
a.
Prepare capital a/c of old partners to find out their closing Balance (i.e.    Balance c/d).

b.
Calculate total capital of the firm on the basis of capital of A & B.

            Here,  Total Capital of the firm = Combined Capital of A & B x Reciprocal of Remaining share.



Remaining share = 1 – C’s Share.

c. Now find out C’s Capital (Total Capital x C’s Share). 
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