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FOREWORD

The National Curriculum Framework (NCF), 2005, recommends that children’s
life at school must be linked to their life outside the school. This principle marks a
departure from the legacy of bookish learning which continues to shape our system
and causes a gap between the school, home and community. The syllabi and textbooks
developed on the basis of NCF signify an attempt to implement this basic idea. They
also attempt to discourage rote learning and the maintenance of sharp boundaries
between different subject areas. We hope these measures will take us significantly
further in the direction of a child-centred system of education outlined in the National
Policy on Education (1986).

The success of this effort depends on the steps that school principals and
teachers will take to encourage children to reflect on their own learning and to
pursue imaginative activities and questions. We must recognise that, given space,
time and freedom, children generate new knowledge by engaging with the
information passed on to them by adults. Treating the prescribed textbook as the
sole basis of examination is one of the key reasons why other resources and sites
of learning are ignored. Inculcating creativity and initiative is possible if we perceive
and treat children as participants in learning, not as receivers of a fixed body of
knowledge.

These aims imply considerable change in school routines and mode of functioning.
Flexibility in the daily time-table is as necessary as rigour in implementing the annual
calendar so that the required number of teaching days are actually devoted to teaching.
The methods used for teaching and evaluation will also determine how effective this
textbook proves for making children’s life at school a happy experience, rather than
a source of stress or boredom. Syllabus designers have tried to address the problem
of curricular burden by restructuring and reorienting knowledge at different stages
with greater consideration for child psychology and the time available for teaching.
The textbook attempts to enhance this endeavour by giving higher priority and space
to opportunities for contemplation and wondering, discussion in small groups, and
activities requiring hands-on experience.
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Accounting for Not-for-Profit Organisation

1

<l ST
G2 ST SGAE 2F (SN
WQf“Q‘Cﬂ:

o S-S AfSHITTT A
R YIS ¥ FCO |
age 47 wifds Kgderen
wifersl (ot FaCo |

« 21fe) 32 2w 23119, o @R
5 219 2ige e |

. ave AifY «3g o 2R
RIS RRUEE [GERETISRUER
Tasolq age A0S |

o T @I T e foy
T 2 @ T (AT
v, fRoaw wfee,
TeRifasia e wfere Tife
Tonfi ATAAT 4= A
FACS |

G FeFYTEl TS 2D AT @A OF AT @3]
NG SN CRI AT &) Afow=oho 20 | 9L
TSR SRS Ze1 FI, Wy AfSTI, Fat, 37 FRa1oe, GO
T, Tiel AR GaR el @ FRFOT AT Ty AR |
€3 ISR T ST 202 (T eI 1 GRS
ARAITS ARSI TS JAF G o 7T | HALRS: 43
FRAGTYTHA! (@I AT PP T2 FC TR O
AT G5 7131 27, T =Sl s T ere 2ifo miRaw
2T 3R AT 2R TN G9! IR &) a2
T 2| GG WA G005 2K TR (KT (GTiaEere:
G5 =NfE =) 2o @3k Wi Rl age 40 28 @9
7o ofifed @R e 23719 (Receipts and payment Account),
I @R A 2K (Income and Expenditure Account) €%
T@$sig (Balance Sheet).

@ft @3 BT THTFO! @R GT ST GIR AT
sifSTITEE Goie o7y FIICS AR 0, A 2GS Swyiey RS
TR (ATF 72T 2T |

1.1 SRS afeoitTa g @z (aM5iaeT (Meaning

and Characteristics of Non-for-Profit Organisation) :

SRFIFITSIN AT IS @ FAET HRAITYTHAE (R
(T FTRICST 140 AT Gy A9ZS T =R o) AGITTZ




2 G-FARCE IR SO I3 AR 2077

&R afesifore = Tt Sare SreitTa Srmeay Sifbifers 2@l | g 345 Sl 29 @3l TS
(SNB A FEST TANCE G 2RI A, ALNS G BeAW I A, ANGEIPTZ T A Keww
FEA GIR AT GTA0 FCEN | GG GO 724 AR 32 (@0 001 HFE) AR F9-RS7
IR FS-THfod R e T ARGT! & Al | G2 L@ MRAGAYE [l <fere w2fe
e W2f<e (capital fund) A1 NLRE €T (general fund) &1 1 2 | GO SN 2
TeA9ITE 2o Sl AT SWTwE WIS (subscriptions from their members donation), Sieris
(grnats-in-aid), RGNS (ATF = (Income from investment) 3EN7 | €7 FRANFTYTET T(AATZ
TG AN o1 TTel] 21 SN2l SIRFS! 57 T 3R Sl ORI AR o21ge] F00 A=y
T | AT AR I=CET I GRS @3 SNffF 729) amwaes wfds Raaaen age
FACS T R TR SN - A 3R S Sl foiefsy w00 27, AfRfzam Fo0, S g
NS &1l 2 | GO IR 99T Sl oo 23 |

T ATV ITENT T (AT T -
1. @ @ ARG G, 39 2R 45 RTama =Ioiz @< f WS (i) At Fieet STl ts
G AR &) 913 2 | (s~ Rt =i, R, Siet 2w | @31 avstig Sl
200 RAI4ATE ST FIING LA G 2V 1 G I S o 1 |

2. QYT MRy GivG /S Rt ikalfos 23 432 3 TR SIS 7o Fe 2 |

3. G FIERBE TR aidl fifbe ifsies/ MR st am #fsifre =)

4. @ QTR FRAGVTA ST J2 SATEN T4 (i) APTR (ATF 2N B, (i) iy, (i)
eI 10a WIfere 71fG (iv) Swie «3% (v) i (2o s e |

5. QR RIS e R SR M 95 71 3% S w2 e 1 e w2
G A2 |

6. I (AT SN ST, TN TF6 R0 ol 27 ©f Ao ) 366+ a1 2 1, «@fo
AT T4 SR Sl 1 27 |

7. SEFIRRICSIaN AfSDINeET AT A MR 53 ARRITS, AIs eyt fREea e
7IfS o |

8. & (AR FRAITYCHIA AN 2AVG A TRIHFe] 2 TGN 2R HSILY SRMIAPI Grely
RRITCA 2% @38 R TSR] 2J=es e SN & |

1.2 SEFETe afsmeten R ez

(Accounting Records of Not-for-Profit Organisation) :
{14 T FRR, G2 G AT AETS I <1 1 A PRGN T A




SR O L (A L A IOE (S E R P SRS S 3

T | GO SR [ AN 2 TOTWR (ATF Sl 7, ST (AF ST A2wet @
TR 2T ST | G TN SRR 28 oIt gl AR S | A foafammiasget
TFAPTZ TG TS TR TR 2R AT 72 3% TGN Ty SNBCTR ATNG 2 | Gy
TYRNS: 2 ASD G F9W 72 AL @A FeT 2FIF A G2 AT ATt fefsiam
T3 2| @3t 3 WSS IT AT @R A& BT, TF, 716 G 77 WEes AT Al
I T2 T Wi KMo age F90e AR I | TAG, I GF0 Tge o
(Stock register) TG A ATIAISH 2 TS 7}efSITa 76eT R 377ifE @3 Toiretansitet foifsiam
<1 IR

G (I A TRAR TSR A 1 | 97 #IRRTS Gt ot w2 et T&RT AT [ A 0=l
e AR5 | TR 19 = A G AW 7w 17, Wi, SeAfEIPILa 2l 116 2epifn afifess
Ty Tg@ 5 21 @R S2fRTER #JfE 3 (oIt AT | ke, G AT oI AR ARG [ite
SR G S R (LT A1 ST AR G2 O 7| G 3 1 A |

5Ol RA1YZ It i [Aaa @9z (Final Accounts or Financial Statements):
AT R TR (KT SR[IRPICS 1A AfSDITofeT i ReFaTz 25 Tl o< 27 | Ifre
% AT I I TSI TG IR TS - 2N A1 o7 3 6 TR 2o a1
YRG! 2 A 5 GO S 2ATNG 27 (@ (I G I I3 A Sy A ATl =N
TR SN [Tl | %4 O 3, AT LTS ST 2, A, RPN AR SR ZOFAN T
@R AR R Aipe 2wl 00 2 | G2 ST GUiF TS R 205 2T e (it
24 FACS T 3R TS Il et omafammiaae Mooz 2egred Ty T~jeita 2raey &7 |
G ST ATV 9T OIS AR TIeT AT |

i) aife 3k e e

i) ST @R 5 TR @R

iii) T7EAT |

21 @R AR A 267 79I 9% I (FTCAT TSR AT SN =R A% T2 3 g
5 2GS S AR S0 | G ARNAR GG G Srizet wimii<re] il 2ife) qag o & @<
S G A RN A AR T Aqrps Afuifox s ol fare 23|

T 3R T A, A R 6 AN gt | S-S wIreiaN ARSIt e 24ife) «g
AT AR AR T oI @32 I oI @R G TFe A AWe I | A28, ©f 9ol
ARIF I @ G @eRE age 36 a1 | Wfone R gdel AbREe o) @2 afeumeE
@eTifiet ¢ ogs I3 A et aife @3z amie 2o, =1 @R I 2o @k Tas o @
T AR I |
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AT, M @ 2AfSDIN 13 TFww kel A=l SEpRe I, G SR @eHIiE
YRge FACO 2(F | AT oA AT 3210l AHiE T A7 @3 «fb 2l @3k 2o 2o, =i
GR IF AR 432 Teiq &S FACO AR F(H |
1.3 2iife @3z 2w 219 (Receipt and Payment Account) :

&I TR (T 79w I3 Ao F9itr i g3z o emices Sof fofe wea «fb age
91 27 | 9fb 2vz Riew MRMIGR SRR T9 93 T GETEm=9TER AT | SRderwg7,
o for OifiTe sl (2t 2l bivl 3 F9m I3 (TRt e emie 27«3k aifes facs aife
8 &vie AT @3 (I I S F G0 AR (I 2 | Sgeitd, (@od, ©iel, Ryje
o1 eI A AN I T4 T O 9l IR (66 e i1 w1 23 g GMib (ow awi,
G ©Tet @vie, (N6 RyyfRe e A IeE@a I 91 29 o 2l «3% 20 =1 aor e
emife 23 | @3eIrE, AfY @32 e 2o Rfer aifes aak e, R o 38T,
SRS A TSI Al Yo A AP 2AFoT 28 1l (T OIF G0 7R g 2 7 |
@Bl A O 2@ (@, G2 BN (I F-F9% oW (T-SROACE WA 1 | 2 @3 e
fotaTe ARfEF (o 2Te Tom SL/ICE T WL AT e v T3 @R @ BoAEa
G (G, T IR (<ITF FO 79 I @R [T (AT A @R 20w A &Fes e
vl 3 | SRIIf, Tt TR (I IS Tifofig S AE, O @ (Ol e T o1 f2atiea
SRE (FRITS 20 | SUIZATH (ST (9IS R I 19l 20T be1 (R, @G &Alfey @3
AR ATSTRL A (6 S AT (TSI JIRIT 11 2CACR O (R FRCZ |

Example 1

Golden Cricket Club
Cash Book (Columnar)

Dr. Cr.
Date Receipts LE Bank| Office |Date Payments L.E Bank | Office
Amount | Amount Amount | Amount
(Rs.) (Rs.) (2014 (Rs.) (Rs.)
2014 2014
April 1 Balance b/d 35000 20,000 JApril 15 |Insurance premium 15,000
April 10 | Subscriptions 1,20,000 May 12 |Printing and 10,750
stationery
April 10 | Entrance fees 13,000 May 20 [Postage and 430
May 20 | Life membership 12,000 courier fees
fees June 16 |Telephone 810
June 12 | Lockerrent 42,000 expenses
July 23 Life membership 8,000 July 10 [Wages and salaries 22,000
fees July 15 [Rates and Taxes 17,000
Aug.20 | Donation for 60,000 July 30 |Govt. securities 1,00,000
building Aug. 13 |Printing and 15,000
Sept. 13 | Subscriptions 30,000 stationery
(2013-14) Aug. 15 |[Postage and 480
Sept. 13 | Subscription 45,000 courier service
Sept. 10 |Lighting 12,250




F-AIFICSIR aAfSvita R 5
Sept. 14| Entrance fees 10,000 Sept 13 Telephone expenses 830
Nov. 9 | Subscription 35,000 Oct. 1 |Wages and salaries 10,000112,000
Oct. 18| Printing and 13,000
Nov. 9 | Subscription 10,000 stationery
(2015-16) Oct. 31 | Govt. securities 1,00,000
2015 Dec. 31| Wages and Salaries 22,000
Feb. 07| Subscription 25,000 2015
Jan. 21 | Courier charges 240
Mar. 28| Interest on 18,000 Feb.2 |Telephone 960
government expenses
securities Mar. 10| Postage and 850
Courier fees
Mar. 27| Lighting 14,000
Mar. 27| Wages and Salaries 22,000
Mar. 31| Balance ¢/d 70,000 | 23,400
4,21,000162,000 4,21,000 (62,000

Part A

Item wise Aggregation of various Receipts

Subscriptions (2014-2015)

Date Amount (Rs.)
April 10,2014 1,20,000
Sept. 13,2014 45,000
Nov.9,2014 35,000
Feb.7,2015 25,000
Total 2,25,000

Subscriptions (2013—14)

Date Amount (Rs.)
Sept. 13,2014 30,000
Total 30,000

Subscription (2015-16)

Date Amount (Rs)
Nov.9,2014 10,000
Total 10,000

Entrance Fees

Date

Amount (Rs)

April 10,2014
Sept.14,2014

13,000
10,000

Total

23,000
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Locker Rent
Date Amount (Rs)
June 12,2014 42,000
Total 42,000
Life Membership fee
Date Amount (Rs)
May 20,2014 12,000
July 23, 2014 8,000
Total 20,000
Donation for Buildings
Date Amount (Rs)
Aug. 20,2014 60,000
Total 60,000
Interest on Government securities
Date Amount (Rs)
March 28,2015 18,000
Total 18,000
Part B

Item wise Aggregation of various Payments

Insurance Premium

Date Amount (Rs)

April 15,2014 15,000

Total 15,000
Printing and Stationery

Date Amount (Rs.)

May 12,2014 10,750

Aug. 13,2014 15,000

Oet—+8204H4 +3-000

Total 38,750
Lighting

Date Amount (Rs.)

Sept. 10,2014
March 27,2015

12,250
14,000

Total

26,250




S-S 2SRt RARfRewe

Telephone Expenses

Date Amount (Rs.)
June 16, 2014 810
Sept. 13,2014 830
Feb. 2, 2015 960
Total 2,600
Rates and Taxes
Date Amount (Rs.)
July 15,2014 17,000
Total 17,000
Government Securities
Date Amount (Rs.)
July 30, 2014 1,00,000
Oct. 31, 2014 1,00,000
Total 2,00,000
Wages and Salaries
Date Amount (Rs.)
July 10, 2014 22,000
Oct. 1, 2014 22,000
Dec. 31,2014 22,000
March 30, 2015 22,000
Total 88,000
Postage and Courier Service
Date Amount (Rs.)
May 20, 2014 430
Aug. 15,2014 480
Jan. 21, 2015 240
March 10, 2015 850
Total 2,000

TART ToArETAIE @SR RS RAReETs (il @Ts 7t 1 o 1 @ aiifem «aar
IR fge Snizgefe e Afa 2Meften (e 2R |
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Figure 1
Receipts Payments
1. Donations 1. Purchase of Fixed Assets
(a) General 2. Purchase of Sports Material
(b) Specific purpose 3. Investment in Securities
2. Entrance Fees 4. Printing and Stationery
3. Legacies 5. Postage and Courier Charges
4. Sale of Investments 6. Advertisements
5. Sale of Fixed Assets 7. Wages and Salary
6. Subscriptions from Members 8. Honorarium
7. Life Membership Fees 9. Telephone Charges
8. Sale of old Newspapers 10. Electricity and Water Charges
9. Sale of Old Sports Material 11. Repairs and Renewals
10. Interest on Fixed Deposits 12. Upkeep of Play Ground
11. Interest/ Dividend on Investments 13. Conveyance Charges
12. Proceed from Charity Shows 14. Subscription for Periodicals
13. Sale of Scrap 15. Audit Fees
14. Grant-in-aid 16. Entertainment Expenses
15. Interest/Dividend on Specific 17. Municipal Taxes
Fund Investments 18. Charity
16. Miscellaneous Receipts. 19. Insurance
1 G AT 2T T (rer =ee -
Receipt and Payment Account for the year ending
Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d Balance b/d (Bank overdraft) XXX
Cash in Hand xxx | Wages and Salaries XXX
Cash at Bank xxx | Rent XXX
Subscriptions xxx | Rates and Taxes XXX
General Donations xxx | Insurance XXX
Sale of newspaper/ xxx | Printing and Stationery XXX
periodicals/waste paper Postage and courier XXX
Sale of old sports materials xxx | Advertisement XXX
Interest on fixed deposits Sundry expenses XXX
Interest/Dividend on general xxx | Telephone charges XXX
investments Entertainment expenses XXX
Locker Rent xxx | Audit fees XXX
Sale of scraps xxx | Honorarium XXX
Proceeds from charity show xxx | Repair and Renewals XXX
Miscellaneous receipts xxx | Upkeep of ground XXX
Grant-in-aid xxx | Conveyance XXX
Legacies xxx | Newspapers and Periodicals XXX
Specific Donations xxx | Purchases of Assets XXX
Sale of Investments xxx | Purchase of Investments XXX
Sale of Fixed Assets xxx | Balance c/d XXX
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Life membership fees XXX Cash in hand XXX
Entrance fees XXX Cash at Bank* XXX
Receipts on account of XXX

specific purpose funds

Interest on specific funds' XXX

investments
Balance b/d (Bank Overdraft)* xxx

5@ 1.1 2iife) =2 2w e ==
* QAT (@~ 12 i PAfRIeR o @-@ e @3 2@ widie e wam =g qt e
eifefie o, g ez |
<O BT @, 2iife @3 2 f2oTtas efes uss it Alfste (Srote, T8 «3 Sfire
SR &) AT AT AT oA AT (IR | SIgereica 2ifed g3 & fRaesst
YRR s 2T (Srele, IS G2 SRAR TR &ey) A= A AR o1t
ARSI (7T |

1.3.1 f90*9 (IMGPTZ (Salien Features) :

1 «ft 205 719 IZRR G AT | 97 FAT I 91 I2RF ST S (TT 3% T
T TS W3R T (BB IR (FfE6 e Tz | Afecen (ofi s Fforms w1 23 @3
ARISIT! FEE T (AT 2T |

2. «ft 773 2AIfRPTIZ G 2ol Tz Ot Rt (& TR 283 =1 (1, I (15 BIRAIT sifarsiielcss
AV | TRIRRET, 31315, 2016 T=C (<10, Al @R 2mie R i@l 2014-15 A
GG 21 HIvIR GIPRT #Afiel 372 20142015 AR @32 2016-2017 AT 21 SRR SATM
Teraw SRR | SEFSITE, 2015-16 AT 1 2 91 20 G2 M ©1 2014-15 €32 2016-17
TN AR T=FFT AT Ol fefom FAce 27 |

3. «ft 7 2 G3% MIePTR O Ef 2Foq 283 Al AR AFFoT 28T, TGS AT |

4. oI T2 T (ATF 2N/ AN G (A #1124 1 27 1 | 2T 9= = e
TS, AT 2 @R AW (G BIi SAfFIs 2 B (reiea 230 1|

5. CRICAT! 2RI S-91 AW (] SG, A0 3, Sifers o sepifncss @2 A (e z7 4 |

6. @b % 2T 2TS 9 1 G ICF Sl 9w S (WS Tifofg) 2fET o= facg ez i
o IR (<R FTO 79 HL/ICE 79 9 Al 713 SR (& e | aFosivs, @3

T2 ST (o1 (2R FToE =R 2Wie] TR GG BIe ARSI ey o1120) 2i0e o il
R FICF W9 S0 (TG (S AT 0 | 7 1t (T i Sl Seiar #Afael
2 |
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(Steps in the preparation of Receipt and Payment Account)

1. 2O F9W 5 @3 TS T 79 LS AT (T@9fEn A8 @3 (B s o 311
TRCIF X T SIS AR, 0 RAEE o6 Wi > Face 23 |

2. Ao aAifed s Rt (Fof@ 31 et 92 @1%) @G BiiF sifastets g (e i
@A R G IO, TSI G SRS (@ ANIFE (@ 1l & |

3. TS AR 2PfS fRFeeIca (e a1 et 2i2 @) i Bl sifsnelcss @ (efit facs
MG G G oS, TETN G SRR @ AT FIE @ Il (e |

4. GPIS 21 oAy ST G 2T A B T Tt el 2l | pieie] 5Tl (Bl 2l i
o 217 A1 M2 AT 9T A T AT 1|

5. 2Na cofE it (b #iffmne @<k @t s (i sfmies e sy el v 93k @3
BRI AAROCE @G (AT 797/ A7F D@ (S 2R (o[ 39 | (3, T @O Mewa
GG Bt sifeanel, (S5 i (G BT #ifawiiel (It (N 2, SIieT 21T BIFig 2Afmielcss
(TG W 1T T HS RO (e @3 ARG I 7 |

SB1 RN 4 @ (ST Buizel- 1 @7 Tom I3 SfEfe wrE fofers 31 15 2015 A=

AR (<ITT (oNTT 6 FI @7 2l @3 2mie 2o MieieeiE ok Fai 2@ |

W FRCAF AFARCH
Details Amount
(Rs.)
Cash in hand as on April 1, 2014 20,000
Cash at bank as on April 1, 2014 35,000
Subscription: Rs.
2013-14 30,000
2014-15 2,25,000
2015-16 10,000 2,65,000
Donation for Building 60,000
Entrance fees 23,000
Life membership fee 20,000
Printing and Stationery 38,750
Lighting 26,250
Rates and Taxes 17,000
Telephone charges 2,600
Postage and courier 2,000
Wages and Salaries 88,000
Insurance Premium 15,000
Interest on government securities 18,000
Locker rent 42,000
Purchase of government securities 2,00,000
Cash in hand as on March 31, 2015 23,400
Cash at bank as on March 31, 2015 70,000
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Receipt and Payment Account for the year ending March 31, 2015
Dr. Cr.
Receipts Amount | Payments Amount
(Rs.) (Rs.)
Cash in hand as on 20,000 | Printing and Stationery 38,750
April 1, 2014 Lighting 26,250
Cash at bank as on 35,000 | Rates and Taxes 17,000
April 1, 2014 Telephone charges 2,600
Subscription: Postage and Courier 2,000
2013-14 30,000 Wages and Salaries 88,000
2014-15 2,25,000 Insurance Premium 15,000
2015-16 10,000 2,65,000 | Purchase of govt. securities 2,00,000
Donation for building 60,000 | Cash in hand as on 23,400
Entrance fees 23,000 | March 31, 2015
Life membership fee 20,000 | Cash at bank as on 70,000
Interest on investment in 18,000 | March 31, 2015
Government securities
Locker rent 42,000
4,83,000 4,83,000

Illustration 1

From the following particulars relating to Silver Point, prepare a Receipt and Payment account

for the year ending March 31, 2017.

Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Opening cash balance 1,000 | Sale of old sports materials 1,200
Opening bank balance 7,200 | Donation received for pavilion 4,600
Subscriptions collected for: Rent paid 3,000
2015-16 Rs. 500 Sports materials purchases 4,800
2016-17 Rs. 7,600 Purchase of refreshments 600
2017-18 Rs. 900 9,000 | Expenses for maintenance 2,000

Sale of refreshments 1,000 | of tennis court
Entrance fees received 1,000 | Salary paid 2,500
Tournament expenses 2,400
Furniture purchased 1,500
Office expenses 1,200
Closing cash in hand 400
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Solution
Books of Silver Point
Receipt and Payment Account
for the year ending March 31, 2017

Dr. Cr.
Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d Rent 3,000
Cash 1,000 | Sports materials purchased 4,800
Bank 7,200 | Purchase of refreshments 600
Subscriptions Maintenance expenses for 2,000
2015-16 500 tennis court
2016-17 7,600 Salary 2,500
2017-18 900 9,000 | Tournament expenses 2,400
Sale of refreshments 1,000 | Furniture purchased 1,500
Entrance fees 1,000 | Office expenses 1,200
Sale of old sports materials 1,200 | Balance c¢/d
Donation for pavilion 4,600 | Cash 400
Bank (balancing figure) 6,600
25,000 25,000

1.490% @3 5 2319 (Income and Expenditure Account) :

«ft 20vz < A1 TRraa ST G3R AT AR | @ft N 2AfSDYTAIR (Fq Al AT

fofers erge wie-f AR SIgst HYg A1 SR 9Tl @F TIGS ATF IR T2 (KIS
(o3 e A Wicfers afswlore w0 | 3l e efsaims are-wfea 2o @ Sy 7j7e 703,
GG ST 3R AT 2 Sgot STol] [l T | O I FICER AN HATFS JepIes
A G2 RN CRAITT 2F | TG e TG A R o)l R IR i NI G ool
Tt 22 | T76 (I3 TRICE S ) A1 1iBFS (M7 (=0 5 Caf) oot «aft i o1fwiee) w1 e
0 | 3 T8 AT eI W2 TR 5511 2 |

A1 GR 2Awie AT AT 3R 2N ST Ol @N-ICF @R SEAN U7 G2 ST
Toiin e eish 2itr fefers o @2k 7 =R e <1 27 | ©i, 2ife g3 2mits dfeowierse
2[R 2MITER TN AT ATINGT 22 1 | GHIZRl- 1 (7§ AR271-10) @7 5t AW 2014-15 e
1% 2,65,000 BIF 2 TS AP IO @ AN 21 @3k 2l 2Aae enfe fre sregs
(T 2IfRe T TR | fFg TEI 2T W@ 2,25,000 S S 2 wjgsa 2014-15
TR SR G T TRIANC S FCA I 20J |
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1.4.1 91T @32 37 &R g 919 QioFmg

(Steps in the Preparation of Income and Expenditure Account) :

el «iopTz @5 2w 2t 3z 24mE 3R (AT Gi6 SR = I3 2317 2o 0 AR
209 AT

2iife @2 2w fEARCE ©le S0 (e |

1
2. W97 @G3R A7 ARKEF IR G (ST AN WS FIF 9T SN =7 |

3.

4. IR SO AT A5 T4 (9T ST G 3 AN SN e (Rt 203 | 9

e A GaR el emaaTe am e Fe QoTE T7 Sita (I 2T |

R FOFTENCE 26! GIR T TAFIER AT A= BIFia AT AT I
A (ST SATAIS G2 TS IR AT 701 Bioiar AAfrstiel Tt @atait afisly 234, wirps
TGS PO (A |

AT @R QLTI Aol 2 Gl A 1 o Sre AR TifFs @3k #ifiafe 2 ol
AIRFIGTSIR T AT AT AN T S G A [RAIR AR M0 @G |

TN 2T RTA61 9, QYTENCS it @R 2w 2t (il 23 11 | 9JTeT g @]
Q5 (IS AR T Sy TS 230)

(a) R T Toid S_GT

(b) ST (TR el AR, T ACS 27

(c) I oifGeyren i s are at e |

G (ST B GRS AR (@, 7§31 7R 10, Twrzel- 1 @ (rem 2l 43 2mie 2 (20s el
R 3R A R 2GS A0 2 |

Dr.

Income and Expenditure Account
for the year ending on March 31, 2015

Cr.
Expenditure Amount | Income Amount
(Rs.) (Rs.)

Printing and Stationery 38,750 | Subscriptions 2,25,000
Lighting 26,250 | Entrance fees 23,000
Rates and Taxes 17,000 | Interest on investment 18,000
Telephone charges 2,600 | in government securities
Postage and courier charges 2,000 | Locker rent 42,000
Wages and Salaries 88,000
Insurance Premium 15,000
Surplus (Excess of income 1,18,400
over expenditure)

3,08,000 3,08,000
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Note that-

G-JAFCSA TPUEF 2B 97 <A (27T

1. Opening and closing cash/bank balances have been excluded.

w»hwDD

Illustration 2

Payment for purchase of Government securities being capital expenditure has been excluded.
Amount of subscriptions received for the year 2013-14 and 2015-16 have been excluded.

Life membership fee is an item of capital receipt and so excluded.
Donation for building is a receipt for a specific purpose and so excluded.

From the Receipt and Payment Account given below, prepare the Income and Expenditure
Account of Clean Delhi Club for the year ended March 31, 2017.

Receipt and Payment Account for the year ending March 31, 2017

Dr. Cr.
Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d 3,200 | Salary 1,500
(Cash in hand) Rent 800
Subscriptions 22,500 | Electricity 3,500
Entrance Fees 1,250 | Taxes 1,700
Donations 2,500 | Printing and Stationery 380
Rent of hall 750 | Sundry expenses 920
Sale of investments 3,000 | Books purchased 7,500
Govt. bonds purchased 10,000
Fixed deposit with bank 5,000
(on 31.03.2017)
Balance c/d
Cash in hand 400
Cash at bank 1,500 1,900
33,200 33,200
Solution
Books of Clean Delhi Club
Income and Expenditure Account for the year ending March 31, 2017
Dr. Cr.
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Salary 1,500 Subscriptions 22,500
Rent 800 Intrance fees 1,250
Electricity 3,500 | Donation 2,500
Taxes 1,700 Rent of hall 750
Printing & Stationery 380
Sundray Expenses 920
Surplus 18,200
(excess of income over
expenditure)
27,000 27,000




S-Sl afevims i 15

Illustration 3

From the following Receipt and Payment Account for the year ending March 31, 2015 of
Negi's Club, prepare Income and Expenditure Account for the same period:
Receipt and Payment Account for the year ending March 31, 2015

Dr. Cr.

Expenditure Amount | Income Amount
(Rs.) (Rs.)
Balance c¢/d Bank 25,000 | Purchase of furniture (1.7.14) 5,000
Subscriptions Salaries 2,000
2013 1,500 Telephone expenses 300
2014 10,000 Electricity charges 600
2015 500 12,000 | Postage and Stationery 150
Donation 2,000 | Purchase of books 2,500
Hall rent 300 | Entertainment expenses 900
Interest on bank deposits 450 | Purchase of 5% government 8,000

Entrance fees 1,000 | papers (1.7.14)
Miscellaneous expenses 600

Balance c/d:

Cash 300
Bank 20,400
40,750 40,750

The following additional information is available:
(1) Salaries outstanding — Rs. 1,500;
(ii) Entertainment expenses outstanding — Rs. 500;
(i) Bank interest receivable — Rs. 150;
(iv) Subscriptions accrued — Rs. 400;
(v) 50 per cent of entrance fees is to be capitalised;
(vi) Furniture is to be depreciated at 10 per cent per annum.

Solution
Books of Negi's Club
Income and Expenditure Account for the year ending 31.3.2015

Dr. Cr.

Expenditure Amount | Income Amount
(Rs.) (Rs.)

Salaries 2,000 Subscriptions 10,400
Add: Outstanding 1,500 3,500 | Donation 2,000
Telephone expenses 300 | Entrance Fees (50% of Rs. 1,000) 500
Electricity charges 600 | Bank interest 450
Postage and Stationery 150 | Add:Outstanding interest 150 600
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Entertainment expenses 900 Interest on investment 200
Add: Outstanding 500 1,400 | Hall rent 300
expenses
Miscellaneous expenses 600
Depreciation on furniture 375
Surplus 7,075
(Excess of Income over
Expenditure)
14,000 14,000

1.4.2 9% @R I A G 2iifel @3 2wl R e =14y

(Distinction between Income and Expenditure and Receipt and Payment Account)
i} 3R AW TR 3R SR € A 2R ©oi e 0 (3 SNl o1l TRz O AR free

SR AR SR S € R 2T 3% 2l @ ewiw A Ay ALy @i A

e ohefraa fefe I € 2life @ emiw 9
oFf «ft o1e 432 (S o ergel | o Fsw I3Ee @3 AT
T e Gt e oo S € TRYENE | afb el @3k e e aiife
¥l ferfoiam 30 | 8 AT fetfom 3 |
— G IO T FO TS | 4 @ 2 Fale] Fi(Fe
' [ AR | Al @ ARTTIZ 20O 2N |
(ol s 2 e (o fre @) | R Tl (ofiis s, anfedeeties
I il 3 | Terlsiaw e |
. @2 e @fh s ol R | 3 2ot & fs e e
AN o[ 11 23 | ferfm 21 23 |
TROT TS ST TBOT 27 | TS ST SFGT 2 1 |
AT (o AF ATF ol /I Sl V9w
il 1 R T
AfsThre T |
e T I (2 < (I S IHR (I (TR QT T o G-
& Sfefgal e oa ReeE IRE &F (LA IRF
Afoshite 3 | W%N&WEWI
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1.5 T%% #[q (Balance Sheet) :

- (oI AfedmeTen, aifeuitaa Sifdle SRl =itk o) Saeiq 2 FC A | G0
Taeolg AT ASHITT T7S 71aqq SRl 2YS 41 ZF | IZFF (<107 4TS 717if @ mafcens
v R | oA TAl I T @32 RIREITET! ANMCE (I 23 | IR0, STt ST et
w1 AR e B GRS € I BANI Tge 1 }iBTs 207 A Jenf w2t Lre! @il
TSl [REAel 23 | G 9l Al A @ g Rl A @ 9 SeiieE g @i
e, AT, SGIRA T2 5, 2erweitd el Sk @9 F909 203 |

YFA A AR SRR AR SxierzeF TR A v WS Srwiafe A
YTATSTRISI9JT] #ACIF S S SR 5 a1l @ATS A @ [ifes o2, F1ol wfe
APl | G SRR 72Tl Tas TR MR TS (I 2 |

EA /AR SRR ARSS (o7 MR &) Sae TR 2R 2[00 Taerd 2ge
| TG B AT |

1.5.1 s 7 agoFae (Preparation of Balance Sheet) :

CRola AFOFHNT G [T 2N 9Z9 P TCH AP

1. ARfEs Tadola SRR SErifel/Aaee S2fRers e @3 B ¢ I7 R (AF Al Tgers
@5 FF| GFHATH, beife IR AY ATRED, SEARPR 70 Sfers wife/mlerm, SNGiae
TP Sl TSHIMCS (ol 9 |

2. i R Teife)teT (SR / areniie o2t bafs IR0 RS 2E0R) ARG 6 (211t @3
2w 219 () S5 412 0 917 (S €3 7 AR SAH) O/ T srifes s
CRACTI 23 |

3. 2iife 3R 2 RIS AT T AMeTeTl R SR 3R 9 RN SN TR Ao IRy
ool 9 | afb BRI sifestiet fagelel T3 ¢ (a) A0 b g @t i 23f (b) wifaw el
T () HEITS IR R T=oAf G117 K (d) To4aipe 71 203 sm9)Tal (T Saeoiq (AT
ASTFOII (T TRR) TuIzRer7 51, Tzl o1a wifere srrife/mfert/ Thereai, fAfits
SRt RN Sl 9 @3 St S (g |

4. oS, 2life @R Wi A avi Miea simeien @3 i e % f2atias s fueea
AT S et 41 | «afb it sifestiet fefiel 03 7 () 361 0207 (b) Sifas 5207z
(c) veIf T=0a @I 7016 F (d) RN T=oIf Gy BT SRET () (S9N 29T 2TS
GO TGS (f) ZATS oI S TR ICE Sl 79w SO S (T IR SN S g |

Cre7Ia 2o FHIF 2T 79507 ([T G TS #A1qF G0 7 (G T |
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Balance Sheet of as on
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Capital fund:
Opening Balance | ... Cash in hand and /or Cash | ..
Add: Surplus at Bank
OR Outstanding Incomes | ...
Less: Deficit Prepaid Expenses | ..
Add:Capitalised Income ofthe | ... Stock of Consumable Items:
Current Year on account of’ Previous Balance
Legacies | ... Add: Purchases in the current
Entrance Fees | ... period
Life Membership Fees | ... Less: Value consumed during [ ...
Closing Balance =~ | ... the period
Special Fund/Donations: Previous Balance =~ | ...
Previous Balance (If any ) Add: Purchases in the current
Add:Receipts for the item period
during the period Less: Book Value of the Asset
Add: Income earned on sold/disposed off
fund/Donations’ Closing Balance | ...
Investments
Less: Expenses paid out of
fund/Donations
NetBalance | ...
Creditors for Purchases
and/or supplies | ...
Bank Overdraft | ...
Outstanding Expenses:
Income received in Advance | ...
f5q : 1.2 Tq© *ftaq g&

Tllustration 4

From the following Receipt and Payment Account and additional information relating to Excellent
Cricket Club, prepare Income and Expenditure Account for the year ended March 31, 2015

and Balance Sheet as on date.

2 C
Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d (Cash in Hand) 18,000  |Balance b/d (pank overdraft) 16,000
Member’s subscriptions 2,50,000 | Upkeep of field and pavilion 1,15,000
Member’s admission fee 15,000 | Tournament expenses 40,000
Sale of old sports materials 2,500 | Rates and Insurance 10,000
Hire of ground 28,000 | Telephone 3,500
Subscription for tournament 60,000 Postage and [Courier charges 4,000
Life membership fee 20,000 | Printing and Stationery 26,000
Donations 6,00,000 | Miscellaneous expenses 4,400
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Grass seeds 2,600
Investments 6,00,000
Purchase of sports materials 68,000
Balance ¢/d 74,000
9,93,500 9,93,500

Assets at the beginning of the year were:

Play ground

Cash in hand

Stock of sports materials
Printing and Stationery
Subscriptions receivable

Rs.
5,00,000
18,000
85,000
11,000
28,000

Donations and Surplus on account of tournament are to be kept in Reserve for a permanent pavilion.
Subscriptions due on March 31, 2015 were Rs. 42,000. Write-off fifty per cent of sports materials and thirty

per cent of printing and stationery.

Solution
Books of Excellent Cricket Club
Income and Expenditure Account for the year ending on March 31, 2015
Dr. Cr.
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Upkeep of field and pavilion 1,15,000 | Subscriptions 2,50,000
Rates and Insurance 10,000 | Add:Outstanding
Telephone 3,500 (closing) 42,000
Postage and Courier charges 4,000 2,92,000
Printing & stationery 26,000 Less: Outstanding
Add: Opening stock 11,000 (opening) 28,000 2,64,000
Available for use 37,000 Admission fees 15,000
Less: Closing stock 25,900 11,100 | Sale of old sports material 2,500
Stationery consumed 4,400 | Rent of hall 28,000
Miscellaneous expenses 30,000
Secretary’s honorarium 2,600
Grass seeds
Sports materials consumed:
Opening stock 85,000
Add:Purchases 68,000
1,53,000
Less: Closing stock 76,500 76,500
Surplus 52,400
(Excess of income over
expenditure)
3,09,500 3,09,500

Note: Since the opening balance of the capital fund is not given, the same has been ascertained by preparing

opening balance sheet.
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Balance Sheet of Excellent Cricket Club as on March 31, 2015

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

Capital Fund 6,26,000 Cash in hand 74,000

Add: Surplus 52,400 Outstanding subscriptions 42,000

6,78,400 Stock of sports materials 76,500

Add: Life membership Stock of printing 25,900

fee 20,000 6,98,400 | and stationery
Pavilion Fund: Investments 6,00,000
Surplus from Tournament Play ground 5,00,000
(Rs.60,000-40,000) 20,000

Donation 6,00,000 6,20,000

13,18,400 13,18,400

Balance Sheet of Excellent Cricket Club as on March 31, 2014

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

Bank overdraft 16,000 | Cash in hand 18,000

Capital/General fund Outstanding subscription 28,000

(balancing figure) 6,26,000 | Stock of sports materials 85,000

Printing and Stationery 11,000

Play ground 5,00,000

6,42,000 6,42,000

4 CSINTHA CAIYRreid 2far-1 )

(T =T |

PRV GTETY FCA [ O [0 CeT (3 37y J 327 |
1. 7 g el 2ife, awiqs|cet 2ot dife) @R emie f2orcas EReE |
2. A FIers2RE @I 27, S FI! FRFAIT So 03 S 3 7 BAE (O e

3. IR 3R 7Y AT s M % (A0S T (@1 TRI0E (ST AR @RI |

BN
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4. I ML A0 O (AT RA0re RS (el 201 = =8 T RAIE (80 a0l

XY@ YR 2R 2lfe, eAFoTECs Al G @vie 2R frfekw w1 27|
TRTRT ST AR AR el <R 3311 2 |
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1.6 T =4 2157 (Some Peculiar Items) :

- (OISR pOTE 2T, I FRASTTR S AelAITe 2ys 391 27 | 13,
3 ARSI SN G IR [ 5g 917 2Ffo91 ©IT o 23 R Pl 271 o0z A2/ AR
e R o7 (ReTNR ATGARIS! 27 | (2 2AfSDTYTAIR (F0q @2 svajretl Koerr 23 | &Koy Azt
TR 219 CaICSs fC 1! e 2o —
5wt (Subscription) : S 25 A ffere Tt &=y TMET ARt ave wigf A | @
ARSI SN 2 S 200z Il | W il 2 bivt 211fes BT “aiifes @k emie 2o
G S 71 N 43R I AR (R 227 | 51 ST o411 ARG (3, A 3% 2] 2119 befo
TR ] 2N SR 2Fo GG BIAR AR Gral, T2 S =R 5T AR BT sAfasiel sjgsirq
TEA FTRFICER AT F7~{Fe, w42 202 I i G2 A=z MR @i oieq s{fistieless

(TG 2| SWIZFEg7, a club received Rs. 20,000 as subscriptions during the year

2016-17 of which Rs.3,000 relate to year
2015-16 and Rs.2,000 to 2017-18, and at the end of the year 2016-17 Rs.6,000 are still
receivable. @2 CFCE, Y 432 2miT 2319, Bl A% 20,000 B 2ife (raita | f6g = @3 99

feat= 1l 1w 21,000 B 2016-17 FITE SR BANR (T, A o717 ferggiel i e o et -

Subscriptions received in 2016-17 20,000
Less: Subscriptions for the year 2015-16 3,000

17,000
Less: Subscription for the year 2017-18 2,000

15,000
Add: Subscriptions outstanding for the year 2016-17 6,000
Income from subscriptions for the year 2016-17 21,000

THTE (S| S 2T (rRICA IV GIRIaT #{f1iel, Bivl 2919 avge heane feigelel v A |

Subscription Account

Dr. Cr.
Date | Particulars J.F. | Amount | Date |Particulars JF | Amount
(Rs.) (Rs.)
Balance b/d 3,000 Balance b/d Nil
(outstanding at the (received in advance
beginning) during previous year)
Income and Expenditure 21,000 Cash (subscription 20,000
Account (balancing figure) received)
Balance c¢/d 2,000 Balance c¢/d 6,000
(received in advance) (outstanding at the end)
26,000 26,000
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Illustration 5
As per Receipt and Payment Account for the year ended on March 31, 2017, the subscriptions
received were Rs. 2,50,000. Additional Information given is as follows:

1. Subscriptions Outstanding on 1.4.2016 Rs. 50,000

2. Subscriptions Outstanding on 31.3.2017 Rs.35,000

3. Subscriptions Received in Advance as on 1.4.2016 Rs.25,000

4. Subscriptions Received in Advance as on 31.3.2017 Rs.30,000

Ascertain the amount of income from subscriptions for the year 2016—-17 and show how
relevant items of subscriptions appear in opening and closing balance sheets.

Solution

Details Amount
(Rs.)

Subscriptions Received as per Receipt and Payment account 2,50,000
Add: Subscriptions outstanding on 31.3.2017 35,000
Add: Subscriptions received in advance on 1.4.2016 25,000
3,10,000

Less: Subscriptions outstanding on 1.4.2016 50,000
2,60,000

Less: Subscriptions received in advance on 31.3.2017 30,000
Income from subscription for the year 201617 2,30,000

Alternately, income received from subscriptions can be calculated by preparing a
Subscriptions account as under.

Subscription Account

Dr. Cr.
Date |Particulars J.E| Amount| Date |Particulars J.F Amount
(Rs.) (Rs.)
Balance b/d (outstanding) 50,000 Balance b/d (advance) 25,000
Income and Receipts and Payments A/c 2,50,000
Expenditure Account 2,30,000 Balance c/d (outstanding) 35,000
(balancing figure)
Balance ¢/d (advance) 30,000
3,10,000 3,10,000

Relevant items of subscription can be shown in the opening and closing balance sheet as
under:
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Balance Sheet as on March 31, 2014
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Subscriptions received in advance 25,000 | Subscription outstanding 50,000
*Relevant data only
Balance Sheet as on March 31, 2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Subscriptions received in advance 30,000 | Subscriptions outstanding 35,000

*Relevant data only

Tllustration 6

Extracts of Receipt and Payment Account for the year ended March 31, 2017 are given below:

Receipt
Subscriptions

2015-16
2016-17
2017-18

Additional Information:

Total number of members: 230.

Annual membership fee: Rs. 125.

Subscriptions outstandings on April 1, 2016: Rs. 2,750.

(Rs.)
2,500
26,750
1,000

30,250

Prepare a statement showing all relevant items of subscriptions viz., income, advance,

outstandings, etc.

Solution

Amount of subscription due for the year 2016-17 irrespective of cash

Rs. 28,750 (i.e. Rs. 125 x Rs. 230).

Details Amount
(Rs.)

Subscriptions received as per Receipts and Payments Account 30,250
Add: Subscriptions outstanding on March 31, 2016 2,250
Add: Subscriptions received in advance on April 1, 2016 NIL
32,500

Less: Subscriptions outstanding on April 1, 2016 2,750
29,750

Less: Subscriptions received in advance on March 31, 2017 1,000
Income from Subscription for the year 2016-17. (125%230) 28,750

Note: The amount of subscriptions outstanding as on 01-04-2014 has been ascertained as follows:
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Details (Rs.) (Rs.)
(i) Outstanding as on 01.04.2016 2,750
Received for 2015-16 2,500 250
(if) Due for 201617 (125%230) 28,750
Received for 2016-17 26,750 2,000
Outstanding as on 31-3-2017 2,250

Illustration 7

From the following extract of Receipt and Payment Account and the additional information,
compute the amount of income from subscriptions and show as how they would appear in the
Income and Expenditure Account for the year ending March 31, 2015 and the Balance Sheet.

Receipt and Payment Account for the year ending March 31, 2015

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Subscriptions:
2013-14 7,000
2014-15 30,000
2015-16 5,000 42,000
Additional Information: Rs.
1. Subscriptions outstanding March 31, 2014 8,500
2. Total Subscriptions outstanding March 31, 2015 18,500
3. Subscriptions received in advance 4,000

as on March 31, 2014

Solution
Income and Expenditure Account
for the year ending on March 31, 2015

Expenditure Amount | Income Amount
(Rs.) (Rs.)
Subscriptions 30,000

Received for 2014-15
Add: Outstanding for 2014-15 17,000
Add:Received in advance for 4,000

2014-15

51,000

Note: Total amount of subscriptions outstanding as on 31-3-2015 are Rs. 18,500. This, includes
Rs. 1,500 (Rs. 8,500 — Rs. 7,000) for subscriptions still outstanding for 2013—-14.
Hence, the subscriptions outstanding for 2014-15 are Rs. 17,000
(Rs. 18,500 — Rs. 1,500).
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Balance Sheet (Relevant Data) as on March 31,2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Subscription Received in Subscription Outstanding:
Advance for 2014-15 2013-14 1,500
5,000 | 2014-15 1,7000 18,500
*Relevant data only
4 N\

-

Do it Yourself

1. Subscriptions received by the health club during the year 2015 were as under:

Rs.
2014 3,000
2015 96,000
2016 2,000
1,01,000
Rs.
Subscriptions Outstanding as on 31.12.14 5,000
Subscriptions Outstanding as on 31.12.15 12,000
Subscriptions received in advance in 2014 for 2015 5,000

Calculate the amount of subscriptions to be shown on the income side of Income and Expenditure A/c.

2. During the year 2015, subscriptions received by a sports club were Rs. 80,000. These included
Rs. 3,000 for the year 2014 and Rs.6,000 for the year 2016. On March 31, 2016 the amount of
subscriptions due but not received was Rs.12,000. Calculate the amount of subscriptions to be
shown in Income and Expenditure Account as income from subscription.

3. Subscriptions received during the year ended December 31, 2015 by Royal Club were as under:

Rs.

2014 3,000
2015 93,000
2016 2,000
98,000

The club has 500 members each paying @ Rs.200 as annual subscription. Subscriptions
outstanding as on March 31, 2016 are Rs. 6,000. Calculate the amount of subscriptions to be
shown as income in the Income and Expenditure Account for the year ended March 31, 2016
and show the relevant data in the Balance Sheet as on date.

J
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Tllustration 8

Show how you would deal with the following items in the financial statements of a Club:

Details Debit Credit

Amount Amount

(Rs.) (Rs.)

Prize Fund 80,000
Prize Fund Investments 80,000

Income from Prize Fund Investments 8,000
Prizes awarded 6,000
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Solution
Balance Sheet as on...........
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Prize fund 80,000 Prize Fund Investments 80,000
Add: Income from 8,000
Investments 88,000
Less: Prizes Awarded 6,000 82,000

Tllustration 9

(a) Show the following information in financial statements of a * Not-for-Profit’ Organisation:

Details Amount

(Rs.)
Match Expenses 16,000
Match Fund 8,000
Donation for Match Fund 5,000
Sale of Match tickets 7,000

(b) What will be the effect, if match expenses go up by Rs. 6,000 other things remaining the

same?
Solution
(a)
Balance Sheet as on........... *
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Match fund 8,000
Add:Donation 5,000
(Specific)
Add: Sale of Match 7,000
Tickets 20,000
Less: Match Expenses 16,000 4,000
4,000

* Only relevant data.

(b)

If match expenses go up by Rs. 6,000, the net balance of the match fund becomes negative i.e.
Debit exceeds the Credit, and the resultant debit balance of Rs. 2,000 shall be charged to the

Income and Expenditure Account of that year.
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Ve

Rs. 16,000.

2. Table Tennis match expenses Rs. 4,000.

3. Prize Fund Rs. 22,000. Interest on Prize fund Investments Rs. 3,000. Prizes given Rs.
5,000. Prize fund Investments Rs. 18,000.

\_ 4 Receipts from Charity Show Rs. 7,000. Expenses on Charity Show Rs. 3,000.

(SR (@Yo =11
GG S-S 2D RS siveren [T offt 9z +9 |

1. Tournament Fund Rs. 40,000. Tournament Expenses Rs. 14,000. Receipts from Tournament

Illustration 10

Extract of a Receipt and Payment Account for the year ended on March 31, 2015:

Payments:
Stationery Rs. 23,000
Additional Information:
Details April 1, 2014 March 31, 2015
Stock of stationery 4,000 3,000
Creditors for stationery 9,000 2,500
Solution
Details Umount
(Rs.)
Payment made for the purchase of stationery as per
Receipts and Payments account 23,000
Less: Creditors in the beginning 9,000
Payment made for the year 2014-15 14,000
Add: Payment not yet made (i.e. creditors at the end) 2,500
Stationery Purchased for the year 2014-15 16,500
Add:  Stock in the beginning 4,000
Stationery Available for consumption during 2014-15 20,500
Less: Stock at the end 3,000
Stationery Consumed during 2014-15 to be taken to the
Expenditure side of the Income and Expenditure account 17,500

CHRIT (Stationary) : FGTTS EHANTR Gy e S Toreiay o R oF @3 [

N 4 1 23| g GHISt WIS (2RfEF «32/D11 SfEs) (Rl A FoIK FEI
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W‘?S{of , The Receipt and Payment Account shows a payment for stationery amounting to Rs.
40,000 and there is an opening and closing stationery amounting to Rs. 12,000 and Rs. 15,000.

CHRNIAIT T IR SR A [efy Reawe w9 T

Stationery
Purchases
Add: Opening stock

Less: Closing stock

40,000
12,000

52,000

15,000

37,000

TIBIS 41T 31 35411 B0, IR TS ICoT DI wAfsie] Snizerel 12 @ Sl e sace 207 |

Do it Yourself

1. Find out the cost of medicines consumed during 2014-15 from the following information:

Details Amount
(Rs.)

Payment for purchase of medicines 3,70,000

Creditors for medicines purchased:

On 1.4.2014 25,000

On31.3.2015 17,000

Stock of Medicines:

On 1.4.2014 62,000

On31.3.2015 54,000

Advance to suppliers of medicines:

On1.4.2014 11,500

On31.3.2015 18,200

ended March 31, 2016 as expenditure? :

2. What amount of sports material will be posted to Income and Expenditure Account for the year

Amount

(Rs.)

Stock of sports materials as on April 1,2014 7,500
Creditors for sports material as on April 1, 2014 2,000
Stock of sports material as on March 31,2016 6,200
Amount paid for sports material during the year 2015-16 17,000
Advance paid for sports material as on March 31,2016 3,500
Creditors for sports material as on March 31, 2016 1,200
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Following is the Receipt and Payment Account of an Entertainment Club for the period April 1,
2016 to March 31, 2017.

Receipt and Payment Account for the year ending March 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)

Balance b/d Salaries 24,000
Cash 27,500 Electric bill 21,000
Bank 60,000 87,500 | Food stuff for restaurant 60,000
Member’s subscriptions: Telephone bill 35,000
2015-2016 12,500 Subscription for periodicals 14,500
2016-2017 1,00,000 Printing and stationery 13,000
2017-2018 10,000 1,22,500 | Sports expenses 50,000
Sale of furniture Secretary’s honorarium 30,000
(book value: Rs. 8,000) 10,000 | 8% Investments (31.3.2017) 1,00,000
Sale of food stuffs 1,00,000 | Balance c/d:
Sale of old periodicals 3,200 | Cash 21,500
and newspapers Bank 45,000 66,500
Hire of ground used 48,750
for marriage
Donation for sports fund 25,000
Locker Rent 17,050

4,14,000 4,14,000

Additional Information

1.

The club had 225 members, each paying an annual subscription of Rs. 500. Subscription outstanding
as on 31 March 2016 Rs. 15,000.

Telephone bill outstanding for the year 2016-2017 is Rs. 2,000.

. Locker Rent Rs. 3,050 outstanding for the year 2015-16 and Rs. 1,500 for

2016-17.
Salary outstanding for the year 2016-17 Rs. 4,000.

. Opening Stock of Printing and stationery Rs. 2,000 and closing stock of printing and stationery is

Rs. 3,000 for the year 2016-17.

On 1* April 2016 other balances were as under:

Rs.
Furniture 1,00,000
Building 6,50,000
Sports fund 15,000

Depreciation Furniture and Building @ 12.5% and 5% respectively assuming that it is on reducing
balance for the year ending March 31,2017

Prepare Income and Expenditure account and Balance Sheet as on
that date.
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Solution
Book of Entertainment Club
Income and Expenditure Account
for the year ending on March 31, 2017
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Salary 24,000 Subscriptions | 1,00,000
Add: Outstanding 4,000 28,000 | Add:Outstanding 12,500 1,12,500
Electric Bill 21,000 | Sale of old periodicals 3,200
Telephone Bill 35,000 Profit on sale of furniture 2,000
Add: Outstanding 2,000 37,000 | Hire of ground for marriage 48,750
Subscription for periodicals 14,500 | Locker rent 17,050
Printing and Stationery 13,000 Less: Opening o/s 3,050
Add: Opening Stock 2,000 14,000
15,000 Add: Closing o/s 1,500 15,500
Less: Closing stock 3,000 12,000
Secretary's honorarium 30,000 | Sale of Food Stuff 1,00,000
Sports Expenses 50,000 Cost of food Consumed 60,000 40,000
Less: Opening Balance
of sports fund 15,000
35,000
Less: Donation for
Sports 25,000 10,000
Depreciation On:
Furniture 11,500
Building 32,500 44,000
Surplus (Excess of Income over 25,450
Expenditure)
2,21,950 2,21,950
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Balance Sheet of Entertainment Club as on March 31, 2016
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Sports fund 15,000 | Cash in hand 27,500
Capital/General Fund 8,42,550 | Cash at bank 60,000
(Balancing figure) Outstanding subscription 15,000
Outstanding locker Rent 3,050
Printing & Stationery 2,000
Furniture 1,00,000
Buildings 6,50,000
8,57,550 8,57,550
Balance Sheet of Entertainment Club as on March 31, 2017
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Subscriptions received in
advanced 10,000 | Cash in hand 21,500
Outstanding Telephone Bill 2,000 | Cash at bank 45,000
Salary Outstanding 4,000 | Outstanding subscriptions 15,000
Capital/General Fund 8,42,550 (2015 Rs 2500 and 2016 Rs 12500)
Add:Surplus 25,450 8,68,000 | Outstanding locker Rent 1,500
Printing and Stationery 3,000
Furniture 1,00,000
Less: Sales 8,000
92,000
Less: Depreciation 11,500 80,500
Building 6,50,000
Less: Depreciation 32,500 6,17,500
Investment 1,00,000
8,84,000 8,84,000
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Tllustration 12
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Prepare Income and Expenditure Account and Balance Sheet for the year ended March 31, 2015

from the following information.

Receipt and Payment Account for the year ending March 31, 2015

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d 41,000 | Salaries and Wages:
Subscriptions: 2013-14 4,800
2013-14 7,200 2014-15 83,200 88,000
2014-15 3,37,600 Sundry expenses 37,000
2015-16 12,000 3,56,800 | Freehold land 60,000
Entrance fees 16,000 | Stationery 16,000
Locker rent 58,000 | Rates 24,000
Revenue from refreshment 48,000 | Refreshment expenses 37,500
Income from investments 56,000 | Telephone charges 4,000
Investments 2,50,000
Audit fee 6,000
Balance ¢/d 53,300
5,75,800 5,75,800

The following additional information is provided to you:

I

S w kW

~

There are 1800 members each paying an annual subscription of
Rs. 200, Rs. 8,000 were in arrears for 2013-14 as on April 1, 2014.

On March 31, 2015 the rates were prepaid to June 2015; the charge paid every year
being Rs. 24,000.

There was an outstanding telephone bill for Rs. 1,400 on March 31, 2015.
Outstanding sundry expenses as on March 31, 2014 totaled Rs. 2,800.
Stock of stationery as on March 31, 2014 was Rs. 2000; on March 31, 2015, it was Rs. 3,600.

On March 31, 2014 Building stood at Rs. 4,00,000 and it was subject to depreciation
@ 2.5% p. a.
Investment on March 31, 2014 stood at Rs. 8,00,000.

On March 31, 2015, income accrued on investments purchased during the year

amounted to Rs. 1,500.
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Solution
Income and Expenditure Account
for the year ending on March 31, 2015
Dr. Cr.
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Salaries and Wages 83,200 | Subscriptions 3,60,000
Sundry Expenses 37,000 Entrance fees 16,000
Less: Outstanding on Locker rent 58,000
31.3.2014 2,800 34,200 | Income from refreshment:
Stationery : (consumed) Revenue from 48,000
Opening stock 2,000 refreshment
Add: Purchases 16,000 Less: Refreshment 37,500 10,500
Less: Closing stock 3,600 14,400 expenses
Rates 24,000 [ncome from | 56,000
Less: Paid for 2015-16 6,000 investments
Add: Prepaid in 2014-15 6,000 24,000 | Add: Accrued income 1,500 57,500
Telephone charges 4,000 on current year
Add: Outstanding 1,400 5,400 investment
audit fee 6,000
Surplus Depreciation on building 10,000
(excess of Income over
expenditure) 3,24,800
5,02,000 5,02,000
Balance Sheet as on March 31, 2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Outstanding Telephone 1,400 | Cash and Bank Balance 53,300
Expenses Subscription in Arrears 23,200
Subscription received in 12,000 | Stock of Stationery 3,600
Advance Rates Prepaid 6,000
General Fund 12,49,400 Accrued Interest on investment: 1,500
Add: Surplus 3,24,800 15,74,200 | Investments 8,00,000
Additions 2,50,000 10,50,000
Building 4,00,000
Less: Depreciation 10,000 3,90,000
Land 60,000
15,87,600 15,87,600
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Balance Sheet as on March 31, 2014

Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Outstanding Sundry Expenses 2,800 | Cash and Bank balance 41,000
Outstanding Salary and Wages 4,800 | Subscription in arrears 8,000
General Fund 12,49,400 | Stock of stationery 2,000
(Balancing figure) Rates prepaid 6,000
Investments 8,00,000
Building 4,00,000
12,57,000 12,57,000
Working Note :
Subscription Account
Dr. Cr.
Date | Particulars J.F Amount | Date |Particulars J.F] Amount
(Rs.) (Rs.)
Opening Balance or 8,000 Receipt and Payment 3,56,800
Balance b/d (Arrears Balance c¢/d 23,200
for2013-14)
Income and Expenditure 3,60,000
(1800%200)
Balance 12,000
c/d (Advance for
2015-16)
3,80,000 3,80,000

Tllustration 13

Following is the Receipt and Payment Account of Friendship Club in respect of the Year on
31.3.2016.

Receipt and Payment Account for the year ending March 31, 2016.

Receipts Amount | Payment Amount
(Rs.) (Rs.)

Opening cash in hand 10,000 | Salaries 20,000
Subscription: Stationery 4,500
2014-15 15,000 Rates and Taxes 1,500
2015-16 20,000 Telephone charges 7,500
2016-17 5,000 40,000 | 8% govt. securities at par 25,000
Profit from sports 17,800 | Sundry expenses 500
Interest on 8% govt. securities 5,000 | Courier service charges 300
Closing cash in hand 13,500

72,800 72,800
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Additional Information :

1.

There are 500 members, each paying an annual subscription of Rs. 50, Rs. 17,500 being in
arrears for 2014-15 at the beginning of 2015-16. During 2014-15, subscriptions were paid in
advance by 40 members for 2015-16.

Stock of stationery on March 31,2015, was Rs. 1,500 and on March 31,2016, Rs. 2,000.

On March 31, 2016, the rates and taxes were prepaid to the following January 31, the annual
charge being Rs. 1,500.

A quarter’s charge for telephone is outstanding, the amount accrued being
Rs.1,500. There is no change in quarterly charge.

Sundry expenses accruing at 31.3.2015 were Rs. 250 and at March 31,2016 Rs. 300.

On March 31, 2015 Building stood in the books at Rs. 2,00,000 and it is required to write off
depreciation @ 10% p.a.

Value of 8% Government Securities on March 31, 2015 was Rs. 75,000 which were purchased
at that date at Par. Additional Government Securities worth Rs. 25,000 are purchased on March
31,2016.

You are required to prepare:
(a) An Income and Expenditure Account for the year ended on 31.3.2016
(b) A Balance Sheet on that date.

Solution
Books of Friendship Club
Balance Sheet as on March 31, 2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Outstanding Expenses: Building 2,00,000
Telephone charges 3,000 Investment in 8% Govt. 75,000
Sundry Expenses 250 3,250 | Securities
Subscription received in 2,000 | Stock of stationery 1,500
Advance Prepaid Rates and Taxes 1,250
General Fund 3,00,000 | Subscription outstanding 17,500
(balancing figure) Cash in hand 10,000
3,05,250 3,05,250
Income and Expenditure Account
for the year ending on March 31, 2015
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Salaries 20,000 | Profit on Sports 17,800
Stationery (paid) 4,500 Interest on 8% Govt. 5,000
Add: Opening stock 1,500 Securities Received
6,000 Add: Receivable 1,000 6,000
Less: Closing stock 2,000 Total Subscription 40,000
Stationery consumed 4,000 | Received during
Rates and Taxes 1,500 the current year
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Less: Closing Prepaid 1,250 Add: Opening 2,000
250 Subscription in advance
Add: Opening Prepaid 1,250 1,500 | Add: Outstanding at 5,500
Telephone charges paid 7,500 the end of the
Add: Outstanding 1,500 Current Year
(Current Year) 9,000 (2,500+3,000)= 47,500
Less: Outstanding 3,000 6,000 | Less. Subscription 5,000
(Previous year) received in 42,500
Sundry expenses paid 500 Advance(Closing)
Add: Outstanding 300 Less: Outstanding 17,500 25,000%*
(Current Year) 800 at the start of
Less: Outstanding 250 550 the Current Year
(Previous year) Deficit: (Excess of Expenditure3,550
Depreciation on building 20,000 over to Income)
Courier charges 300
52,350 52,350
» Verification: 500 x 50 = 25000.
Balance Sheet of Friendship Club as on March 31, 2016
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Outstanding Expenses: Building : 2,00000
Telephone charges 1,500 Less: depreciation 20,000 1,80,000
Sundry Expenses 300 1,800 | Investment in 8% 75,000
Subscription received in 5,000 | Govt. Securities:
Advance Add: Purchases 25,000 1,00,000
General Fund 3,00,000 Stock of stationery 2,000
Less: Deficit 3,550 2,96,450 | Interest on 8% 1,000
Govt. securities Receivable
Prepaid Rates and Taxes 1,250
Subscription outstanding 5,500
(Rs.17,500-Rs. 5,000)
+Rs. 3,000= Rs.5,500
Cash in hand 13,500
3,03,250 3,03,250

1.7 ReaIe fefes =i «ae < &

(Income and Expenditure Account based on Trial Balance) :
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From the trial balance and other information given below for a school, prepare Income and
Expenditure Account for the year ended on 31.3.2017 and a Balance Sheet as on that date:

Debit Balance Amount | Credit Balance Amount
(Rs.) (Rs.)
Building 6,25,000 | Admission fees 12,500
Furniture 1,00,000 | Tuition fees received 5,00,000
Library books 1,50,000 | Creditors for supplies 15,000
Investment @12% 5,00,000 | Rent for the school hall 10,000
Salaries 5,00,000 | Miscellaneous receipts 30,000
Stationery 40,000 | Government grant 3,50,000
General expenses 18,000 | General fund 10,00,000
Sports expenses 15,000 | Donation for library books 62,500
Cash at bank 50,000 | Sale of old furniture 20,000
Cash in hand 2,000
20,00,000 20,00,000

Additional Information:

(1) Tution fee yet to be received for the year are Rs. 25,000.

(i1) Salaries yet to be paid amount to Rs.30,000.

(iii) Furniture costing Rs. 40000 was purchased on October 1, 2016.
(iv) The book value of the furniture sold was Rs. 50,000 on April 1, 2016
(v) Depreciation is to be charged @ 10% p.a. on furniture, 15% p.a. on Library books, and 5% p.a. on

building.
Solution
Income and Expenditure Account
for the year ending on March 31, 2017
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Loss on sale of old furniture 30,000 | Admission fees 12,500
(50,000-20,000) Tuition fees 5,00,000
Salaries 5,00,000 Add: Outstanding 25,000 5,25,000
Add: outstanding 30,000 5,30,000 | Rent for the school hall 10,000
Stationery 40,000 | Miscellaneous receipts 30,000
General expenses 18,000 | Government grant 3,50,000
Depreciation: Interest accrued on 60,000
Furniture 3,000 investments
Building 31,250
Library books 22,500 56,750
Sports expenses 15,000
Surplus (excess of income 2,97,750
over expenditure)
9,87,500 9,87,500
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Working Notes:

1. As admission fee is a regular income of a school, so it has been taken as a revenue income of the
school.
2. Depreciation on furniture has been computed as following on the assumption that furniture was
sold on April 1,2016.
Amount
(Rs.)
Book Value on March 31,2017 1,00,000
Less: Book Value of Sold furniture (50,000)
50,000
Depreciation on furniture of Rs. 10,000 for one year 1,000
Depreciation on furniture of Rs. 40,000 for 6 months 2,000
Total depreciation 3,000
Balance Sheet as on March 31, 2017
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Creditors for Supplies 15,000 | Buildings 6,25,000
Outstanding Salaries 30,000 | Less: Depreciation 31,250 5,93,750
Donation for Library Books 62,500 | Furniture 1,00,000
General fund 10,00,000 Less: Sold 50,000
Add: Surplus 2,97,750 12,97,750 50,000
Less: Depreciation 3,000 47,000
Accrued fees 25,000
Library books 1,50,000
Less: Depreciation 22,500 1,27,500
Investments @ 12% 5,00,000
Interest accrued 60,000
Cash at bank 50,000
Cash in hand 2,000
14,05,250 14,05,250

1.8 2AfeIF FaAifEE N9 (Incidental Trading Activity) :

ST I, AN LAl @ ST, AN, I, Areraa 2epifi swonor At
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(IEF) IR (AT 2 e @3 el Aot afeisims Jo St 27
AT Ty IR A T G GF T TF Y GR BN RANGT T4 27| <3 ;A F
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Illustration 15

Following balances have been extracted from the books of Pleasant Club for the year ended on
March 31, 2016:

Details Amount

(Rs.)
Capital Fund as on March 31, 2016 2,05,000
Furniture as on March 31,2016 21,000
Additions of furniture during the year 23,500
Billiard Table and other accessories as on March 31, 2016 22,250
China glass and cutlery and Linen as on March 31, 2016 6,250
Restaurant receipts during the year 9,68,000
Restaurant stock as on March 31, 2016 9,750
Receipts from billiard Room during the year 86,000
Subscription received during the year 88,750
Interest on deposit received during the year 6,000
Honorarium paid to Secretary 80,000
Purchases for restaurant 5,59,500
Rent and Rates 87,250
Wages (restaurant Rs. 1,25,000) 2,30,750
Repairs and Renewals 44,750
Lighting 44,250
Fuel 33,500
Sundry expenses 8,000
Cash in hand as on March 31,2016 4,375
Bank balance as on March 31,2016 36,875
Bank deposit @10% as on March 31,2016 1,00,000

Payment for purchases included Rs.7,500 for the year ended on March 31, 2016. Restaurant
stock as on March 31,2017 were Rs. 11,250. Amount of subscription received included Rs. 12,000
for the previous year and Rs. 3,000 for the next year. Subscription outstanding as on March 31,2017
were Rs. 12,500. (a) Furniture @ 10 %; (b) Billiard Table and other accessories@ 12%;
(c) glass and cutlery @ 20%.

Cost of boarding expenses of the staff is estimated at Rs. 68,750 of which
Rs. 50,000 is to be charged to restaurant.
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Prepare the Receipt and Payment Account; Income and Expenditure Account and the Balance
Sheet showing the working of the Restaurant separately. Cash in hand on March 31,2017 was Rs.
8,500.

Solution
Books of Pleasant Club
Receipt and Payment Account
for the year ending on March 31, 2017
Receipts Amount | Payments Amount
(Rs.) (Rs.)
Opening Balance: Rent and Rates 87,250
Cash in hand 4375 Wages:
Cash at bank 36,875 41,250 | Restaurant 1,25,000
Subscriptions 88,750 | Others 1,05,750 2,30,750
Interest on deposit 6,000 | Repairs and Renewals 44,750
Restaurant receipts 9,68,000 | Furniture purchased 23,500
Billiard receipts 86,000 | Honorarium of Secretary 80,000
Purchases for restaurant 5,59,500
Lighting 44,250
Fuel 33,500
Sundry expenses 8,000
Closing balance:
Cash in hand 8,500
Cash at bank 70,000 78,500
(balancing figure)
11,90,000 11,90,000
Trading Account
for the year ending on March 31, 2017
Details Amount | Details Amount
(Rs.) (Rs.)
Opening stock 9,750 | Restaurant receipts 9,68,000
Purchases 5,59,500 | Cost of' boarding expenses 68,750
Less: Previous year 7,500 5,52,000 | of the staff
Wages 1,25,000 | Closing stock 11,250
Depreciation of 1,250
glass cutlery
Cost of boarding expenses 50,000
of the staff
Fuel 33,500
Profit transferred to 2,76,500
Income and Expenditure
10,48,000 10,48,000
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Income and Expenditure Account
for the year ending on March 31, 2017
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Wages 1,05,750 | Subscription Received 88,750
Repairs and Renewals 44,750 | Add: Outstanding 12,500
Honorarium of Secretary 80,000 this year 1,01,250
Lighting 44,250 | Less: Outstanding 12,000
Rent and Rates 87,250 previous year 89,250
Cost of boarding Less: Advance for 3,000 86,250
expenses of the staff 18,750 Next year
Sundry expenses 8,000 | Interest received 6,000
Depreciation on: Add: Accrued 4,000 10,000
Furniture 4,450 Billiard receipts 86,000
Billiard table 2,670 7,120 | Profit transferred 2,76,500
Surplus: (Excess of Income from trading Account
over Expenditure) 62,880
4,58,750 4,58,750
Balance Sheet of Pleasant Club as on March 31, 2017
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Capital Fund 2,05,000 Furniture:
Add: Surplus 62,880 2,67,880 | Opening Balance 21,000
Subscription received 3,000 | Add: Additions 23,500
in Advance 44,500
Less: Depreciation 4,450 40,050
Billiard Table 22,250
Less: Depreciation 2,670 19,580
Glass and cutlery 6,250
Less: Depreciation 1,250 5,000
Restaurant stock 11,250
Subscription Outstanding 12,500
Interest Accrued 4,000
Bank deposit 1,00,000
Cash in hand 8,500
Cash at bank 70,000
2,70,880 2,70,880
Illustration 16

Prepare Income and Expenditure Account of Entertainment Club for the year ending March 31,2017
and Balance Sheet as on that date from the following information:
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Receipt and Payment Account
For the year ending on March 31, 2017

Book value of sports materials sold was Rs. 20000

Depreciation on furniture is to be provided @ 10%.

Half of the entrance fee is to be capitalised.
There are 1440 members, each paying an annual
subscription @ Rs. 250.

Subscription received in advance on 1.4.2016
were Rs. 7,000.

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d 24,000 | Rent and Rates 48,750
Subscriptions Furniture purchased 40,000
2015-16 23,250 Creditors for sports materials 61,000
2016-17 3,36,000 Purchases for sports materials 10,000
2017-18 13,000 3,72,250 | Cost of prizes awarded 20,750
Sale of sports materials 26,000 | Match expenses 35,150
Entrance fees 40,000 | Miscellaneous expenses 1,50,000
General donation 20,250 | Balance c/d 1,34,050
Donation for prize fund 14,000
Interest on prize fund
Investments 1,500
Miscellaneous receipts 1,700
4,99,700 4,99,700
Additional Information:
Details Apr. 01, 2016 Mar. 31, 2017
Sports materials 20,000 25,000
Furniture 2,00,000 ?
5% Prize fund investments 60,000 ?
Creditors for sports materials 7,000 14,750
Subscription in arrears 23,750 ?
Prize fund 60,000 ?
Rent paid in advance -—- 3,750
Outstanding rent 3,750
Outstanding miscellaneous expenses 11,400 20,100
Miscellaneous expenses paid in advance 3,750 4,250
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Solution
Books of Entertainment Club
Income and Expenditure Account
for the year ending March 31, 2017
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Rent 48,750 Subscriptions 3,36,000
Less: Opening 3,750 Add: Received
Outstanding in advance
45,000 01.04.2016 7,000
Less: Closing rent paid in 3,750 41,250 | Add: Outstanding
advance Sports Materials (2015-2016) 17,000 3,60,000
Opening stock 20,000 (Rs.3,60,000—Rs.3,43,000)
Add: Payments 61,000 General donations 20,250
to creditor Entrance fees 20,000
81,000 Sports materials
Add: Closing creditor 14,750 (Profit on sale)
95,750 (i.e. 26,000-20,000) 6,000
Add: Cash purchase 10,000 Miscellaneous receipts 1,700
1,05,750
Less: Opening creditor 7,000
98,750
Less: Sports material 20,000
Sold
78,750
Less: Closing stock 25,000 53,750
Match expenses 35,150
Depreciation on furniture 24,000
Miscellaneous expenses:
Paid 1,50,000
Less: Outstanding 11,400
(Opening)
1,38,600
Paid in advance 4,250
(Opening)
1,34,350
Add: Outstanding 20,100
(Closing)
1,54,250
Paid in advance 3,750 1,58,200
(Closing)
Surplus (Excess of 95,600
income over expenditure)
4,07,950 4,07,950
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Balance Sheet of Entertainment Club as on March 31, 2016

Liabilities Amount | Assets Amount
(Rs,) (Rs,)
Capital Fund (Balancing figure) 2,42,350 | Furniture 2,00,000
Prize fund 60,000 | 5% Prize Fund Investments 60,000
Creditors for 7,000 | Subscription Receivable 23,750
Sports Materials (i.e. outstanding)
Subscription Received in Advance 7,000 | Stock of Sports Materials 20,000
Outstanding Expenses: Miscellaneous Expenses 3,750
Paid in Advance

Rent 3,750 Cash in hand 24,000
Miscellaneous 11,400 15,150
Expenses

3,31,500 3,31,500

Balance Sheet of Entertainment as on March 31, 2017

Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Capital fund 2,42.350 Furniture:
Add: Surplus 95,600 Opening balance 2,00,000
Entrance fees 20,000 3,57,950 | Additions 40,000
Prize fund 60,000 2,40,000
Add: Donations 14,000 Less: Depreciation 24,000 2,16,000
Interest received 1,500 5% Prize fund investments 60,000
Interest accrued* 1,500 Subscription receivable
77,000 (i.e. Outstanding):
Less: Prizes awarded 20,750 56,250 (2015-2016) 500
Creditors for sports materials 14,750 (2016-2017) 17,000 17,500
Subscription received in advance 13,000 | Stock of sports materials 25,000
Outstanding miscellaneous 20,100 | Miscellaneous expenses 4,250
expenses Paid in advance
Prepaid rent 3,750
Accrued interest on 1,500
Prize fund investments
Cash in hand 1,34,050
4,62,050 4,62,050

Note: * Interest on Prize Fund Investments @ 5% amounts to Rs. 3,000 whereas only
Rs. 1,500 have been received; so the balance is treated as Accrued interest.

1t is preferable to prepare separate accounts of various items involving many transactions.
In this case Account for Subscription, Miscellaneous Expenses, and Sports Materials may be
made as a Classroom activity.
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Shiv-e-Narain Education Trust provides the information in regard to Receipt and Payment Account
and Income and Expenditure Account for the year ended March 31st 2017:

Receipt and Payment Account for the year ending March 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Cash in hand as on 3,000 | Printing and Stationery 6,000
April 1,2016 Lighting & Water 2,600
Cash at bank as on 15,000 | Rent 21,000
April 1,2016 Advertisement 2,820
Subscription: Miscellaneous Expenses 4,400
2015-16 12,000 Staff Salaries 85,000
2016-17 46,000 Furniture purchased 28,000
2017-18 15,600 73,600 | Honorarium 15,000
Entrance fees 25,200 | Books 5,000
Tuition fees: Cash in hand as on 9,180
2016-17 80,000 March 31,2017
2017-18 10,000 90,000 | Cash at bank as on 45,000
Interest on investment: March 31, 2017
2015-16 4,000
2016-17 6,000 10,000
Miscellaneous receipts 7,200
2,24,000 2,24,000
On March 31, 2016 the following balances appeared:
Investments Rs.1, 60,000; Furniture Rs.40, 000; and Books Rs.20, 000.
Income and Expenditure Account
for the year ending on March 31, 2017
Expenditure Amount | Income Amount
(Rs.) (Rs.)
Printing and Stationery 7,800 | Subscription 46,000
Lighting & Water 2,600 | Interest on investment 6,800
Rent 24,000Miscellaneous indomes 7,200
Staff salaries 84,000 | Tuition fees 90,000
Advertisement 3,200
Honorarium 15,000
Misc. expenses 4,400
Depreciation on furniture 4,000
Surplus(Excess of income 5,000
over expenditure)
1,50,000 1,50,000
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Prepare opening and closing balance sheet
Solutmion
Shiv-e-Narain Education Trust
Balance Sheet as on March 31, 2016
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Capital/General Fund 2,54,000 | Investments 1,60,000
(Balancing figure) Furniture 40,000
Books 20,000
Outstanding subscription 12,000
Accrued Interest on Invest. 4,000
Cash in hand 3,000
Cash at bank 15,000
2,54,000 2,54,000
Balance Sheet of Shiv-e-Narain Education Trust as on March 31, 2017
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Tuition fee advance 10,000 | Investments 1,60,000
Rent Outstanding 3,000 | Furniture 40,000
Advertisement Outstanding 380 | Less. Depreciation 4,000
Printing & Stationery 1,800 36,000
Outstanding Add: Purchases 28,000 64,000
Advance Subscription 15,600 | Books20,000
Capital/ Add: Purchases 5,000 25,000
General Fund 2,54,000 Interest Accrued 800
Add Entrance fee 25,200 Outstanding tuition fee 10,000
Add Surplus 5,000 2,84,200 | Staff Salary Advance 1,000
Cash in Hand 9,180
Cash at Bank 45,000
3,14,980 3,14,980
Note:

1.

Income and Expenditure Account for the current year shows interest on investment income
Rs.6,800 while Receipts and Payments Account shows the receipts of Rs.6,000 the difference
of Rs.800 means interest on investment has become due but not yet receivable during the
year.

Income and Expenditure Account shows Rs.90,000 as income from Tuition fees. However,
the Receipts and Payments Account shows Rs.10,000 as tuition fees received for the year
2017-18 and Rs.80,000 for 2015-16. It implies that Rs.10,000 on account of tuition fees for the
year 2016-17 are still receivable (i.e. Tuition fees are outstanding).

. Receipt and Payment Account shows a payment of Rs.85,000 on account of staff salaries,

but the Income and Expenditure Account shows expenditure of Rs.84,000 on account of
staff salaries. It means the excess of Rs.1,000 shown in the Receipt and Payment Account
may either belong to the pervious year or the next year. Their is no evidence that staff
salaries of Rs.1,000 was outstanding at the end of the previous year 2013-14. This is why
this payment of Rs.1,000 has been considered as an advance salaries to the staff.
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2. 2 @R @wie 72379 (Receipts and Payments Account).
3. 9 @3k A 723717 (Income and Expenditure Account).

4. At 3T (Entrance Fee).
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6. R @i (Special Receipts)

7.5l (Subscription).
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Numerical Questions
1. From the following particulars taken from the Cash Book of a health club, prepare a Receipts and Payments
Account.

Rs.
Opening balance:
Cash in Hand 5,000
Cash at Bank 25,000
Subscriptions 1,65,000
Donations 35,000
Investment Purchased 80,000
Rent Paid 20,000
General Expenses 21,500
Postage and stationery 2,000
Courier charges 1,000
Sundry Expenses 2,500
Closing Cash in Hand 12,000

(Ans: Cash at Bank (balancing figure) Rs. 91,000)
2. The Receipt and Payment Account of Harimohan charitable institution is given:

Receipt and Payment Account for the year ending March 31, 2015
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Depreciation should be provided as per following rate Structure:
Receipts Amount Payments Amount
(Rs.) (Rs.
Balance b/d Furniture 3,000
Cash at Bank 22,000 | Investments 55,000
Cash in Hand 8,800 | Advance for building 20,000
Donations 32,000 | Charities 60,000
Subscriptions 50,200 | Salaries 10,400
Endowment fund 60,000 | Rent and Taxes 4,000
Legacies 24,000 | Printing 1,000
Interest on Investment 3,800 | Postage 300
Interest on Deposits 800 | Advertisements 1,100
Sale of old newspapers 500 | Insurance 4,800
Balance c/d:
Cash at bank 32,000
Cash in hand 10,500
2,02,100 2,02,100

Prepare the Income and Expenditure Account for the Year ended on March 31, 2015 after considering the

following:

(1) Itwas decided to treat Fifty per cent of the amount received on account of Legacies and Donations

as income.

(i) Liabilities to be provided for are:
Rent Rs. 800; Salaries Rs. 1,200; advertisement Rs. 200.

(i) Rs. 2,000 due for interest on investment was not actually received.

(Ans : Excess of income over Expenditure Rs. 1,500.)

3. From the following particulars , prepare Income and Expenditure account:

Details Amount
(Rs.)
Fees collected, including Rs.80,000 on account of the 5,20,000
previous year
Fees for the year outstanding 30,000
Salary paid , including Rs. 5,000 on account 68,000
of the previous year
Salary outstanding at the end of the year 3,000
Entertainment expenses 8,000
Tournament expenses 25,000
Meeting Expenses 18,000
Traveling Expenses 7,000
Purchase of Books and Periodicals, including 40,000
Rs. 31,000 for purchase of Books
Rent 15,000
Postage, telegrams and telephones 6,000
Printing and Stationery 18,000
Donations received 25,000

(Ans : Excess of income over expenditure Rs. 3,23,000)
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4. Following is the information given in respect of certain items of a Sports Club. Show these items in the
Income and Expenditure Account and the Balance Sheet of the Club:

Rs.
Sports Fund as on 1.4.2015 35,000
Sports Fund Investments 35,000
Interest on Sports Fund 4,000
Donations for Sports Fund 15,000
Sports Prizes awarded 10,000
Expenses on Sports Events 4,000
General Fund 80,000
General Fund Investments 80,000
Interest on General Fund Investments 8,000

(Ans : Balance of Sports Fund Rs. 40,000.)

5. How will you deal with the following items while preparing for the Bombay Women Cricket Club its
income and expenditure account for the year ending 31.3.2017 and its Balance Sheet as on 31.3.2017:

Rs.
(a) Donation received during the year for the 12,25,000
construction of a permanent Pavilion
Expenditure incurred up to 31.3.2017 on its construction 10,80,000
The total estimated expenditure on construction 25,00,000
of Pavilion being
(b) Tournament Fund:
Balance as on 1.4.2016 10,700
Subscriptions for tournament received during the year 65,800
Expenditure incurred during the year on conducting 72,400
tournaments
(c) Life Membership fee received during the year 28,000

Give reasons for your answers.

(Ans : (a) Balance of Pavilion Fund Rs. 1,45,000; (b) Balance of Tournment
Fund Rs. 4,100; (c) Life Membership fee to the Capitalised).

6. From the following receipts and payments and information given below, Prepare Income and
Expenditure Account and opening Balance Sheet of Adult Literacy Orgnisation as on December
31,2017.
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Receipt and Payment Account for the year ending as on December 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d General Expenses 3,200
Cash in hand 4,000 | Newspaper 1,850
Cash at Bank 15,550 | Electricity 3,000
Subscriptions Fixed deposit with bank 18,000
2016 1,200 (on31.06.2017) @ 10% p.a.
2017 26,500 Books 7,000
2018 500 28,200 | Salary 3,600
Sale of old newspapers 1,250 | Rent 6,500
Govt. grant 12,000 | Postage charges 300
Sale of old furniture Furniture (purchased) 10,500
(book value Rs.5000) 3,700 | Balance c/d
Interest received on FD 450 | Cashinhand 3,000
Cash at bank 8,200
65,150 65,150
Information:

(i)  Subscription outstanding as on 31.12.2016 Rs.2,000 and on December 31,2017 Rs.1,500.
(i1)On December 31, 2017 Salary outstanding Rs.600, and one month Rent paid in advance.
(i) On Jan. 01, 2016 orgnisation owned Furniture Rs.12,000, Books Rs.5,000.

(Ans : Surplus Rs. 22,300, Opening Capital Fund Rs.38,550, Total Balance Sheet Rs. 61,950).

7. The following is the account of cash transactions of the Nari Kalayan Samittee for the year ended
December 31,2017:

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance from last year 2,270 | Rent 6,600
Subscriptions 32,500 | Electric charges 3,200
Life membership fee 3,250 | Lecturer’s fee 730
Donation 2,500 | Office expenses 1,480
Profit from entertainment 7,250 | Printing and Stationery 1,050
Sale of old Books 750 | Legal fee 1,870
(books value Rs.1,000) Books 6,500
Interest 350 | Furniture purchased 8,600
Expenses on nukar drama 1,300
Cash in hand 8,040
Cash at bank 9,500
48,870 48,870
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You are required to prepare an Income and Expenditure Account after the following

adjustments:

(a) Subscription still to be received are Rs.750, but subscription include Rs.500 for the year 2018.

(b) Inthebeginning of the year the Sangh owned building Rs.20,000 and furniture Rs.3,000 and Books
Rs.2,000.

(¢) Provide depreciation on
building @ 5%.

(Ans : Surplus Rs. 24,040)

furniture @5% (including purchase ), books @ 10% and

8.  Following is the Receipt and Payment Account of Indian Sports Club, prepared Income and Expenditure
Account, Balance Sheet as on December 31, 2015:
Receipt and Payment Account for the year ending December 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)

Balance b/d 7,890 | Salary 11,000
Subscriptions 52,000 | Electric charges 5,500
Life membership fee 2,200 | Billiard Table 17,500
Entrance fee 3,200 | Office expenses 4,100
Tournament fund 26,000 | Printing & Stationery 2,300
Locker Rent 1,250 | Tournament expenses 18,500
Sale of old sports equipment Repair of ground 2,000
(Costing Rs.2,200) 2,500 | Furniture purchased 7,700
Sale of old newspaper 750 | Sports equipment 12,000
Legacy 37,500 Cash in hand 12,690
Cash at bank 10,000

Fixed deposit

(on 1.10.2017 for 10% p.a) 30,000
1,33,290 1,33,290

Other Information:

Subscription outstanding was on December 31, 2016 Rs.1,200 and Rs.3,200 on December 31,
2017. Locker rent outstanding on December 31, 2017 Rs.250. Salary outstanding on December
31,2017 Rs.1,000.

On January 1, 2017, club has Building Rs.36,000, furniture Rs.12,000, Sports equipments
Rs.17,500. Depreciation charged on these items @ 10% (including Purchase).
(Ans : Surplus Rs.26,300, Opening Capital fund Rs.74,590, Total of Closing
Balance Sheet Rs.1,49,090)

From the following Receipt and Payment Account of Jan Kalyan Club, prepare Income and
Expenditure Sheet for the year ending
March 31, 2017.

Account and Balance
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Receipt and Payment Account
for the year ending March 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Cashinhandason 1.4.16 6,800 | Salaries 24,000
Subscription 60,200 | Traveling Expenses 6,000
Donation 3,000 | Stationery 2,300
Sale of furniture 4,000 | Rent 16,000
(Book value Rs.6000) Repair 700
Entrance fee 800 | Books purchased 6,000
Life membership fee 7,000 | Building purchased 30,000
Interest on investment 5,000 | Cashinhandas31.03.2017 1,800
(@ 5% for full year)
86,800 86,800

Additional Information:

As on As on

01.04.2016 31.03.2017

(1) Subscription received in advance 1,000 3,200

(i) Outstanding subscription 2,000 3,700

(iii) Stock of stationery 1,200 800

(iv) Books 13,500 16,500

(v) Furniture 16,000 8,000

(vi) Outstanding rent 1,000 2,000
(Ans : Surplus Rs.11,100 ,0Opening Capital fund Rs.1,37,500, Total of Closing Balance Sheet

Rs.1,60,800]

10. Receipt and Payment Account of Shankar Sports club is given below, for the year ended March
31,2017

Receipt and Payment Account
for the year ending March 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Opening Cash in hand 2,600 | Rent 18,000
Entrance fees 3,200 | Wages 7,000
Donation for building 23,000 | Billiard table 14,000
Locker rent 1,200 | Furniture 10,000
Life membership fee 7,000 | Interest 2,000
Profit from entertainment 3,000 | Postage 1,000
Subscription 40,000 | Salary 24,000
Cash in hand 4,000
80,000 80,000
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Prepare Income and Expenditure Account and Balance Sheet with help of following Information:
Subscription outstanding on March 31, 2016 is Rs.1, 200 and Rs.2, 300 on March 31, 2017,
opening stock of postage stamps is Rs.300 and closing stock is Rs. 200, Rent Rs.1, 500 related to
2015 and Rs.1, 500 is still unpaid.

On April 1, 2016 the club owned furniture Rs.15, 000, Furniture valued at
Rs. 22,500

On March 31, 2017, the club took a loan of Rs.20,000 (@ 10% p.a) in 2017.

(Ans : Deficit Rs.6,100, Opening Capital fund Deficit Rs.2,400, Total of Closing
Balance Sheet Rs. 44,500)

11. Prepare Income and Expenditure Account and Balance Sheet for the year ended March 31,2016 from
the following Receipt and Payment Account and Balance Sheet of culture club:

Receipt and Payment Account
for the year ending March 31, 2016

Receipts Amount | Payments Amount

(Rs.) (Rs.)

Opening cash balance 12,000 | Furniture 4,000

Subscription Telephone expenses 800
2014-15 2,000 Salary

2015-16 22,000 24,000 2014-15 1,000

Entrance fees 2,800 2015-16 4,000

Locker rent 1,000 | Newspapers 700

Life membership fee 1,200 | Sundry expenses 1,000

Government grant 11,000 | Defence bonds 18,000

Land 20,000

Closing cash balance 2,500

52,000 52,000

Balance Sheet for the year ending March 31, 2016

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

Advance locker rent 200 | Cashinhand 12,000

Subscription received in 1,000 | Outstanding subscription 3,000

Advance Building 35,000
Outstanding salary 2,000
Loan 10,000
Capital fund 36,800

50,000 50,000

(Ans : Surplus Rs.31500, Total of Closing Balance Sheet Rs.80500)

12. From the following Receipt and Payment Account prepare final accounts of a Unity Club for the
year ended March 31, 2017
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Receipt and Payment Accounts for the year ending March 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d 15,000 | Furniture 18,000
Sale of Old furniture Library books 10,000
(costing Rs. 6,000) 4,000 | Salaries 72,000
Subscriptions: General expenses 18,000
2015-16 18,000 Electric charges 12,000
2016-17 60,000 Newspapers 33,800
2017-18 12,000 90,000 | Postage 3,000
Sale of old newspapers 10,800 | Stationery 40,000
Profit from entertainment 44,000 | Audit fee 8,000

Rent 84,000 Balance c/d 33,000
2,47,800 2,47,800

Balance Sheet as on March 31, 2017

Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Outstanding Salary 6,000 | Cash 15,000
Capital Fund 6,94,000 | Outstanding subscription 18,000
Library Books 30,000
Furniture 37,000
Land and Building 6,00,000
7,00,000 7,00,000

Additional Information:

1. The Club had 500 members each paying an annual subscription of Rs. 150.
On 31.3.2016 salaries outstanding amounted to Rs. 1,200 and salaries paid included Rs. 6,000 for

the year 2015-16.

3. Provide 5% depreciation on Land and Building.
(Ans : Deficit Rs. 200 Total of Closing Balance Sheet Rs.7,07,000)

13. Following is the information in respect of certain items of a Sports Club. You are required to show them in
the Income and Expenditure Account and the Balance Sheet.
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Details Amount

(Rs.)
Sports Fund as on April 1,2016 80,000
Sports Fund Investments 80,000
Interest on Sports Fund Investments 8,000
Donations for Sports Fund 30,000
Sports Prizes awarded 16,000
Expenses on Sports Events 7,000
General Fund 2,00,000
General Fund Investments 2,00,000
Interest on General Fund Investments 20,000

14. Receipt and Payment Account of Maitrey Sports Club showed that Rs. 68,500 were received by way of
subscriptions for the year ended on March 31,2017.

The additional information was as under:

1. Subscription Outstanding as on March 31,2016 were Rs. 6,500,

2. Subscription received in advance as on March 31, 2016 were Rs. 4,100,

3. Subscription Outstanding as on March 31,2017 were Rs. 5,400,

4. Subscription received in advance as on March 31, 2017 were Rs. 2,500.

Show how that above information would appear in the final accounts for the year ended on
March 31,2017 of Maitrey Sports Club.

(Ans : Subscription credited to Income and Expenditure Account for the year ended on March 31,2017
is Rs. 69,000. Subscription Outstanding as on 31.3.2017 is Rs. 5,400 and should be shown on the assets
side of the Balance sheet as on March 31, 2017 and subscriptions of Rs. 2,500 received in advance as on
March 31,2017 on the liabilities side of the balance sheet as on March 31,2017)

15. Following is the Receipt and Payment account of Rohatgi Trust :

Receipt and Payment Account for the year ending December 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)

Cash in hand 14,000 | Rent 6,000

Cash at bank 60,000 | Salary 12,000
Subscription: Postage 300
2016 5,000 Electricity charges 6,000
2017 83,000 Purchase of furniture 20,000

2018 3,000 91,000 | Books 3,000
Sale of investment 90,000 | Defence Bonds 1,50,000
Interest on investment 2,000 | Help to needy students 22,000
Sale of furniture 3,200 | Cash in hand 10,900
(book value Rs.3,000) Cash at bank 30,000
2,60,200 2,60,200

Prepare Income and expenditure account for the year ended December 31, 2017, and a balance
sheet as on that date after the following adjustments:
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Subscription for 2017, still owing were Rs. 7,000. Interest due on defence bonds was Rs.7,000, Rent
still owing was Rs. 1,000. The Book value of investment sold was Rs. 80,000, Rs. 30,000 of the investment
were still in hand. Subscription received in 2017 included Rs. 400 from a life member. The total furniture
0 n
January 1, 2017 was worth Rs.12,000. Salary paid for the year 2018 is
Rs.2,000.

(Ans : Surplus Rs. 63,500, Total of Closing Balance Sheet Rs. 2,68,900)

16. Following Receipt and Payment Account was prepared from the cash book of Delhi Charitable Trust for
the year ending December 31,2017

Receipt and Payment Account for the year ending December 31, 2017

Receipts Amount | Payment Amount
(Rs.) (Rs.)
Balance b/d Charity 11,500
Cash in hand 11,500 | Rent and taxes 3,200

Cash at bank 12,600 | Salary 6,000
Donation 9,000 | Printing 600
Subscription: 42,800 | Postage 300
Legacies 18,000 | Advertisements 4,500
Interest on investment 4,500 | Insuranc es 2,000
Sale of old newspapers 200 | Furniture 21,600
Investment 23,000

Balance c/d:

Cash in hand 9,900
Cash at bank 16,000
98,600 98,600

Prepare Income and expenditure account for the year ended December 31,2017, and a balance
sheet as on that date after the following adjustments:

(a) It was decided to treat one-third of the amount received on account of donation as income.
(b) Insurance premium was paid in advance for three months.
(c) Interest on investment Rs.1,100 accrued was not received.

(d) RentRs.600: salary Rs.900 and advertisement expenses Rs.1,000 outstanding as on December
31,2018.

(Ans : Surplus Rs.21,400, Total of Closing Balance Sheet Rs.72,000)

17. From the following Receipt and Payment Account of a club, prepare Income and Expenditure
Account for the year ended March 31, 2017 and the Balance Sheet as on that date.
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Receipt and Payment Account for the year ending March 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)
Balance b/d 3,500 | General expenses 900
Subscription: Salary 16,000
2015-16 2,000 Postage 1,300
2016-17 70,000 Electricity charges 7,800
2017-18 3,000 75,000 | Furniture 26,500
Sale of old Books 2,000 | Books 13,000
(costing Rs.3,200) Newspapers 600
Rent from use of hall 17,000 | Meeting expenses 7,200
Sale of newspapers 400 | T.V. set 16,000
Profit from entertainment 7,300 | Balance c¢/d 15,900
1,05,200 1,05,200

Additional Information:

(a) The club has 100 members each paying an annual subscription of Rs.900.
Subscriptions outstanding on March 31, 2016 were Rs.3,600.

( b) OnMarch 31,2017, salary outstanding amounted to Rs.1,000, Salary paid included Rs. 1,000 for
the year 2016.

(¢) OnApril 1,2017 the club owned land and building Rs.25,000, furniture ~ Rs.2,600 and books
Rs.6,200.

(Ans : Surplus Rs.79,700, Total of Closing Balance Sheet Rs.1,23,600)

18. Following is the Receipt and Payment Account of Women’s Welfare Club for the year ended December
31,2017:

Receipt and Payment Account for the year ending December 31, 2017

Receipts Amount | Payments Amount
(Rs.) (Rs.)

Balance b/d 7,250 | Salary 12,500
Subscriptions 81,750 | Stationery 1,700
Donations 3,000 | Electricity charges 9,550
Grant from Government 15,000 | Insurance 7,500
Sale of newspapers 300 | Equipments 30,000
Proceeds of charity show 16,500 | Petty expenses 500
Interest on investments 7,000 | Expenses on charity show 12,900
@ 10% for full year Newspapers 1,000
Sundries income 400 | Lectures fee 16,500
Honorarium to Secretary 12,000
Balance c¢/d 27,050
1,31,200 1,31,200
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Additional Information:

01.01.2017 31.12.2017

Rs. Rs.

Outstanding salaries 1,200 1,800
Insurance prepaid 700 300
Subscription outstanding 3,750 2,500
Subscription received in advanced 1,750 1,000
Electricity charges outstanding — 1,250
Stock of stationery 2,250 700
Equipments 25,600 50,200
Building 1,20,000 1,14,000

Prepare Income and Expenditure Account for the year ended December 31, 2017 and Balance Sheet as
on date.

(Ans : Surplus Rs.34,100, Total of Closing Balance Sheet Rs.2,64,750)

19. AsatMarch 31,2015 the following balances have been extrated from the books of the Indian Chartered
Accountants Recreation Club and you are asked to prepare (1) Trading Account for ascertaining gross
profit derived from running resturant and dining room and (2) Income and Expenditure Account for the
year ended March 31, 2017 (3) and a Balance Sheet as at that date.

Debit Balances Credit Balances
Rs. Rs.

Stock-in-hand 1170 | Receipts Dining Room 87,660
Purchases 24,660 | Subscriptions 9,450
Dining Room 32,370 | Billiard's Receipts 7,300
Rent 10,470 | Sunday Receipts 410
Wages 18,690 | Interest on Fixed Deposit 270
Repairs and Renewals 5,400 | Sundry Credtiors 5370
Fuel and Light 5,280 | Grant from Institute 42,000
Misc. Expenses 4,050 | (permanent)
Cash in hand 560 | Income and Exp. A/c 1,380
Cash at bank 2,760 | (2016)
Fixed Deposit 8,500
Sundry Debtors 2,250
China glass, cutlery & linen 600
Billiard Table 2,070
Fixtures and Fittings 870
Furniture 4,140
Club Premises 30,000

1,53,840 1,53,840

On March 31,2016 stock of restaurant consisted of Rs. 900 and Rs. 60 respectively. Provide depreciations
Rs. 60 on fixtures and fittings, Rs. 390 on billiard table and Rs. 560 on furniture.
(Ans: Excess of income over expenditure— Rs. 2,950: Total of Balance Sheet Rs. 51,700)
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Ans. 0 : (iii), (vi), (vii), (x), 20 : (i), (ii), (iv), (v), (viii), (ix).
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1. Thereis a specific tournament fund. The accounting treatment is as under:

Liabilities side of the Balance Sheet Amount (Rs.)
Tournament fund 40,000
Add: Receipts from tournament 16,000

56,000
Less: Tournament Expenses 14,000
Balance to remain on the Liabilities side of 42,000

the Balance Sheet

63

There is no specific fund. So the amount incurred on Table Tennis match expenses Rs. 4,000 would
be shown on the debit side of Income and Expenditure Account. It is the case of expenses independent

ofany specific fund.

There is a specific fund. The accounting treatment is as under:

Liabilities side of the Balance Sheet Amount

(Rs.)

Prize Fund 22,000

Add: Interest 3,000
25,000

Less: Prizes Paid 5,000

Balance to remain on the Liabilities side of the

Balance Sheet 20,000

Prize fund Investments would appear on the Assets

Side of the Balance Sheet 18,000

There is no specific fund. Receipts from Charity Show would be shown on the credit side and
expenses on charity show are deducted from the receipts and the net amount would be shown

on the credit side of Income and Expenditure Account.
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AT 2N 2@ FCF G YT TR ZeT [y g -
(a) AP G SN (Profit Sharing Ration) : I SRAMIE GG #Ted A6
AT AT g 1 1 AN, A SDNTT SRR S0, S Rfifers seaces wifsne
AT, ote @3z e AveIE AfTe 2 |
(b) JeTICTT To17 7 (Interest on capital) : (P AV AT O =1 Fcifere
SRR G I AN STy BTSN 73 | A, SR TS0 I (RS [0S
AR | O12 AW AW R IEIIR G2 RAw g 11 =11 0, GTCE IR S (i 7 2w
TN A | TG, YT 2AfSHIT SIfEre o1® 2002 2 7 AT 2(F =R T (372 AR
ARSI (S 27, SR W AT Z@ |
(c) TT@ETT ToIF 37 (Interest on Drawings) : T SkAmIfA pRears Sae a1 A,
SR A Srelfere o1 A Bota (ieT g7 St/ e s 2@
(d) ST T 37 (Interest on Advances) : T @ ST AACETT SIS ©F
AT S i g w1 wifals awis 01, (7 G2 SRR St 1 6 *1oice 2 oheqa
SR 20 |
(e) EfSONTT FICET Gol] ANFAF (Remuneration for firms work) : I S e
(I AR 1 AT, (I SIRAN ATSDITTL I ATIBITNT SIRH 2 ely (0o S Sy
AfFfsis ofeam el z@ |

TAT LA FARITYE RIS SRR SRR S8 SR mIAea W) g pes R S
IR :

(i) M I SRWIT AT @RI @07 200 WL ARSI (@it 71 372
I SN AFSHITT IS 77 A TAE 2T /IS SN T NI STeie] A,
SR (1 (I8 YA Tl WIF B 3R G5 2ATSDE 2l 00 204 |
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(ii) T T SREMIT A DT N TN AFER (I A AT FF @R 2D
A Afstaifae e 27, SR o1 o 7 1 SIftte 3166 YA S wITaR AR G3%
ARSI 2l T |
( COMITHA @Yoo #Frw-1 )
1. Gz @2 =71 G361 @A SRl | w5, 7f sicmife plece Fmfaie e fog
TR 1 AT |
(1) (== gFer AFT SAmi | T 51 @ oIt @ 2ifs =g 10,000 56l ([Fow (el 2 |
(i) = AR 2feRIT Siferm «iel e Ftafee | GRS 10% 2@ Wil FEE |
(iii) @ze 20,000 Bret @z =1 50,000 B et A Rfeaiel 30 | Giize 519 (@ atfeditas
[® (e AN (00 2 |
(iv) 1S 51 (@ LT TR 9 (& A 6% 2T Sl 1 27 |
2. T3 ISETE 531y 1t faregt, Srard +4:
(1) R o7 pfE =ITlS SRR S (34 SR 2ok a1 @0 AT |
(i) ST A He] SR B AT BT 998 Gheel(a Al R <=1 #/fivermi
I
(iii) SreMmita= 1=Afas 714 50 S 20 A |
(V) SIAMRCR S0y &7 To7AT6sT | AT 2=ifs SeAmiie pieeTisg wigel 20 A =1 |
(v) 3 SRR HREsIT Srare =1 2, AT 6% 2T AW ST G217 7 41¥ 3271 204 |
(Vi) 3 o0 29 pfeems Srard 1 2, SRAMITIT AT To7 AT 12% 2@ W (ST

2 3o etas R W?R (Special Aspect of partnership Accounts) :

fafEiRe R afewe stimic afevi s ames b s DfE a1
ASDTTT o3 |

o SICAMICART JET TR FTelCTel |

o SRAMFCTE N FNS G3R FHroF I+ |

° SISO e ATSH GH5jel I AT |

o SAMIT AfSHITTT 2J7: 9107 @3

o SRAMI AfSHITTT [rentomTia |
AR Sraie 29w foai R @2 SikOIEs s Siea|iaice Siteibe 2te | S-f# S R
AT LTAICS TFGEG ! X |

2.4 WW@WW (Maintenance of Capital Accounts of partners):
AFSHITTT SR AT F=AFS HeT (T O el AN PG 9309 i/ fefaiamy s
T | 7 R S0 o7 A Rfeaifere o1, Jeites Sreem, e i, et 8o oW, Sreitag
T I, WA (0, SRS AT FIIe 295117 |

SIAMICHR T 2R TR 10 #7ifs =Ntz | @often 24 : (i) F=iw sevee #wifs (Fixed capital
method) @3 (ii) #fsaieT et s=fs (Fluctuating capital method) 1wt s A1 2a1
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TN Sfefae RNl /Brerm T=oifFe @ metal 2ol S @GN SaMIEE e 2
fetfeiaw a1 =03 el |

(a) =7 Yo7 7=fe (Fixed capital method) : =7 5w “wifors, ShmiE pie St am
SSIRE o1 WAl SR AT G SIe*] ST ] 1 2, SIFCE SN e =3 AR |
IS J1 T S, JELCT G2 i, STEI, ST &7 v 29)ifird o Raajtatt @3l 52 o
ferform 1 221, AT SAMITAR betfs R 6Tl & | WA o =31 771 (eh (e (i, [
JREF 217 T2 992 () AR, 70 P AL TS Al Greiets] 2 | St SmIca berfe
21 (i Al FTH (& TS 2T | O @2 2=FSTe 2o SIAMITER &) 15 23119 qeie Al 27
F2I- 357e 72319 (capital account) @3 5e1fs 72317 (current account) T4 SIRIWITRR T ARl
Tl TR #ITaR Wi res emis 203 | SisdwitaR verfs fEomeas oo witds fs amffe 27, af o
& (o7 27 3R Tifer s emffe 23, T o (ot (o 2|

=7 1 AmifeTs SAmita e T @3k 5afs fone frafarfegeet emfdfe =a |

Partner’s Capital Account

Dr. Cr
Date Particulars J.E| Amount | Date Particulars J.F [Amount
(Rs.) (Rs.)
Bank (permanent XXX Balance b/d XXX
withdrawal of capital) opening balance)
Balance c/d XXX Bank (fresh capital XXX
(closing balance) introduced)
XXX XXX
Partner’s Current Account
Dr. Cr.
Date| Particulars J.E| Amount | Date| Particulars J.F [Amount
(Rs.) (Rs.)
Balance b/d (in case XXX Balanceb/d XXX
of debit opening bal,) (in case of credit
Drawings ) XXX opening balance)
Interest on drawings XXX Salary = XXX
Profit & Loss a/c XXX Commmission XXX
Interest on capital
Profit & Loss XXX
Balancec/d XXX Appropriation
(in case of credit g are of profit)
closing balance) 3alance c/d XXX
(in case of debit
closing balance)
XXXX XXXX

Fig. 2.1: Proforma of Partner’s Capital and Current Account under
Fixed Capital Method.
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STt JeTie %S (Fluctuating capital method) : Wﬁﬂf{m ARSTS ATOE
SRAAICET Sy ¥y G(5 AR T2 - [ET 277 A 2 | 973667 FofeTeael (ol 371 G Fhod 366+,
SETTR G 7, CTEIET, ST G 7, SAMICHR (o | S0, 2 Fapf SIsmics
o RN frfea 1 =% | Bl TR T e RN (S AR [ 96! SRy
IS AL | G2 FIACR G2 2SS ARTS TN et 7A=ifs 711 27 1 77 (I ol 1 AT, Seree
AR @2 A=ifs Toft F00 2 | wAfFaoTale] Jorm sfere e &R tofm 3ol S
e 29 :

Partner’s Capital Account

Dr. Cr.
Date Particulars JF | Amount Date |Particulars J.E | Amount
(Rs.) (Rs.)
Drawings XXX Balance b/d XXX
Bank (fresh XXX
Interest on drawings XXX capital introduced)
Profit and Loss XXX Salaries XXX
Alc Interest on capital XXK
(for share of loss) Profit and Loss XK
Balance c¢/d Appropriation
(for share of profit)
XXXX XXXX

Fig. 2.2 *faqéaer yerse omfere eaiinita s fRAaq o
2.4.1 g a3 Afgasaiie Jerge f2otaa e vy
(Distinction between fixed and fluctuating capital Accounts) :

TR 3R ARG Tt #{ifost 310 o1 A LF o[l 2o g -

AT G [RIT Jer (27717 AFICTANT o7 (27717

_ | @@ emifere eto wAmR @ i | |2 #Rfere e SAmItE TG
() RPICTITRD ors femtrartie A 3 ot 1 | 2T 21 | 22174 2571 |
=8 Beio &7l |
) TR, (A0, IR GAT 7 29fl | ST, (o, SECR G I
(i) FeresePRLR e fereael Jere 2N ool | | Topif fprmehTz e &aa
QoY Be1fS RN (rTCeTl =3 | I T |
I 1 ETTas RiFCe w2 Srerm | Jede BAIT (GF I8 T2
21 2, [ A0 (S isifaaeny | 2w 230
qICF |
(iv) @S (o | e 2ot ot b corq (i | | e 2o 40l SRl (kG
(e (TS At |

(iii) o= (=@
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Tllustration 1

Sameer and Yasmin are partners with capitals of Rs.15,00,000 and Rs. 10,00,000 respectively.
They agree to share profits in the ratio of 3:2. Show how the following transactions will be recorded
in the capital accounts of the partners in case:
(i) the capitals are fixed, and (ii) the capitals are fluctuating. The books are closed on March 31, every
year.

Particulars Sameer Yasmin
(Rs.) (Rs.)
Additional capital contributed 3,00,000 2.00,000
onlJuly 1,2014
Interest on capital 5% 5%
Drawings (during 2014-15) 30,000 20,000
Interest on drawings 1,800 1,200
Salary 20.000
Commission 10,000 7,000
Share in loss 60,000 40,000
for the year 2014-15

Solution

Fixed Capital Method
Partner’s Capital Accounts

Dr. Cr.

Date| Details L.F| Sameer Yasmin | Datel Details L.F| Sameer Yasmin

Amount | Amount Amount | Amount

(Rs.) (Rs.) (Rs.) (Rs.)

Balance c/d 18,00,000 | 12,00,000 Balance b/d 15,00,000 {10,00,000
(Additional

capital) 3,00,000 [ 2,00,000

18,00,000 |12,00,000 18,00,000 |12,00,000

Partner’s Current Accounts

Dr. Cr
Date| Particulars |J.F.| Amount|Amount | Date| Particulars |J.F.| Amount|Amount
(Rs.) (Rs.) (Rs.) (Rs.)
Sameer| Yasmin Sameer| Yasmin
Drawings 30,000( 20,000 Interest on 82,500] 55,000
Interest on 1,800 1,200 capital
drawings Partner’s 20,0001 7,000
Profit and Loss 60,000( 40,000 salary
Alc Commission 10,000
Balance c/d 20,700 800
1,12,500| 62,000 1,12,500| 62,000
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Working Notes:
Calculation of interest on capitals: Rs. Rs.
X 5% onRs. 15,00,000 for 1 Year —5x % = 75,000
5% on Rs. 3,00,000 for 6 months =5x 3,00,000 , 6 = 7,500
100 12
82,500
Y 5% onRs. 10,00,000 for 1 year —5x % = 50,000
5% on Rs. 2,00,000 for 6 month —5x 200000, 6 = 5,000
100 12
55,000
Fluctuating Capital Method
Dr; Partner’s Capital Accounts Cr.
Date| Particulars |JFE| Amount| Amount | Date| Particulars |J.E| Amount| Amount
(Rs.) (Rs.) (Rs.) (Rs.)
Sameer Yasmin Sameer Yasmin
Drawings 30,000 20,000 Balance b/d 15,00,000 | 10,00,000
Interest on 1800 1200 Bank 3,00,000 | 2,00,000
Drawings Interest on 82,500 55,000
Profit and 60,000 40,000 capital
Loss Salary 20,000 7000
Balance c¢/d 18,20,700 | 12,00,800 Commission 10,000 -
19,12,500(12,62,000 19,12,500 | 12,62,000
4 j N\
Do it Yourself

1. Soumya and Bimal are partners in a firm Sharing profits and losses in the ratio of 3:2.
The balance in their capital and current accounts as on April 01, 2017 were as under:

Soumya Bimal

(Rs.) (Rs.)

Capital Accounts 3,00,000 2,00,000
Current Accounts (Cr.) 1,00,000 80,000

The partnership deed provides that Soumya is to be paid salary @ Rs, 500 per month
where as Bimal is to get a commission of Rs. 40,000 for the year. Interest on capital is to be
credited at 6% p.a. The drawings of Soumya and Bimal for the year were Rs. 30,000 and Rs.
10,000 respectively. The net profit of the firm before making these adjustment was Rs, 2,49,000.
Interest on Soumya’s drawings was Rs. 750 and Bimal’s drawings, Rs. 250. Prepare Profit and
Loss Appropriation Account and Partner’s Capital and Current Accounts.

2. Soniya, Charu and Smita started a partnership firm on April 1, 2017. They contributed
Rs, 5,00,000, Rs. 4,00,000 and Rs. 3,00,000 respectively as their capitals and decided
to share profits and losses in the ratio of 3:2:1.

J
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Ve

The partnership provides that Soniya is to be paid a salary of Rs. 10,000 per month and\
Charu a commission of Rs. 50,000. It also provides that interest on capital be allowed
@6% p.a. The drawings for the year were Soniya Rs. 60,000, Charu Rs. 40,000 and Smita
Rs. 20,000. Interest on drawings was charged as
Rs. 2,700 on Soniya’s drawings, Rs. 1,800 on Charu’s drawings and Rs. 900 on Smita’s
drawings. The net amount of profit as per Profit and Loss Account for the year 2015-16
was Rs. 3,56,600.

(1) Record necessary journal entries.

(i) Prepare profit and loss appropriation account

\_ (i) Show capital accounts of the partners. )

2.5 SINVIATHR T TS 60 (Distribution of Profit among Partners) :

SRR R ASHITTR 311 9. T 7 M 4ifare/Soiive (6o 23 |03 af Siemis pearsng
T 7 2T, ARSI 1 G 6 e SAMITRR 0 A2 ATe 23 |
(O & (@- 93 TR sie-wFed BT @l e se a1 s Ml yom o
R 91 27 | Ifre SAmifics TS ey fimesed (@om-SreetTa Soid 7w, SEid o7 oW,
SRR (0 G SRR S0 TP S ATINGT 2 | 3 Srcely, AL AN sire
3R T TG AR 2o T 2GR AT ¢ Fhod Foig S e e w1 27, [
SR TR IR TS 16+ S2ITS A0S 2(J |
2.5.1 51© 32 Ffq I°5(14 {17 (Profit and Loss Appropriation Account) :
G 3 T IR AR AT o1 @3k o e @G wiccaifers st 1@ | bt (i @@
oI 2 SDITaa e SR ) A6 20T | SRR (O, SRR S0, AL
TR I, STEIETCR B9IF 7 2@y TR 713661 [oleThael 2 TR T 41 2 | 311 93 Ffodt
&I 2l TG /A6 o LI RN IR 22 ¥F T | 51 3R Ffoq I A
% [Rfen fersaepTiz sitawl wifRens e s Rm@se W @i 25 |

1. Transfer of the balance of Profit and Loss Account to Profit and Loss Appropriation ~ Account:
(a)  If Profit and Loss Account shows a credit balance (net profit):
Profit and Loss A/c
To Profit and Loss Appropriation A/c
(b)  If Profit and Loss Account shows a debit balance (net loss)
Profit and Loss Appropriation A/c
To Profit and Loss A/c

2. Interest on Capital:
(a)  For crediting interest on capital to partners’ capital account:
Interest on Capital A/c Dr.
To Partner’s Capital/Current A/cs (individually)
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(b)  For transferring interest on capital to Profit and Loss Appropriation Account:
Profit and Loss Appropriation A/c Dr.
To Interest on Capital A/c
Interest on Drawings:
(@)  For charging interest on drawings to partners’ capital accounts:
Partners Capital/Current A/c’s (individually) Dr.
To Interest on Drawings A/c
(b)  For transferring interest on drawings to Profit and Loss Appropriation Account:

Interest on Drawings A/c Dr.
To Profit and Loss Appropriation A/c
Partner’s Salary:
(@)  For crediting partner’s salary to partner’s capital account:
Salary to Partner A/c Dr.

To Partner’s Capital/Current A/c’s (individually)
(b)  For transferring partner’s salary to Profit and Loss Appropriation Account:
Profit and Loss Appropriation A/c
To Salary to Partner’s A/c

Partner’s Commission:
(a)  For crediting commission to a partner, to partner’s capital account:
Commission to Partner A/c Dr.

To Partner’s Capital/Current A/c’s (individually)
(b)  For transferring commission paid to partners to Profit and Loss Appropriation
Account.
Profit and Loss Appropriation A/c Dr.
To Commission to Partners Capital/Current A/c
Share of Profit or Loss after appropriations:
If Profit:
Profit and Loss Appropriation A/c Dr.
To Partner’s Capital/Current A/c’s (individually)

The Proforma of Profit and Loss Appropriation Account is given as follows:

Profit and Loss Appropriation Account

Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Profit and Loss Profit and Loss XX
(if there is loss) xx | (ifthere is profit)
Interest on Capital xx | Interest on Drawings XXX
Salary to Partner XK XK
Commission to Partner XK
Interest on Partner’s Loan XX
Partners’ Capital Accounts XK
(distribution of profit)
XXXX XXXX

Fig. 2.3: Proforma of Profit and Loss Appropriation Account
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Illustration 2

Amit, Babu and Charu set up a partnership firm on April 1, 2015. They contributed Rs.
50,000, Rs. 40,000 and Rs. 30,000, respectively as their capitals and agreed to share profits
and losses in the ratio of 3 : 2 :1. Amit is to be paid a salary of Rs. 1,000 per month and Babu,
a Commission of Rs. 5,000. It is also provided that interest to be allowed on capital at 6%
p.a. The drawings for the year were Amit Rs. 6,000, Babu Rs. 4,000 and Charu Rs. 2,000.
Interest on drawings of Rs. 270 was charged on Amit’s drawings, Rs. 180 on Babu’s drawings
and Rs. 90, on Charu’s drawings. The net profit as per Profit and Loss Account for the year
ending March 31, 2015 was Rs. 35,660. Prepare the Profit and Loss Appropriation Account
to show the distribution of profit among the partners.

Solution
Profit and Loss Appropriation Account
Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Amits’ salary 12,000 | Net profit 35,660
Babus’ commission 5,000 | Interest on drawings:
Interest on Capitals : Amit 270
Amit 3,000 Babu 180
Babu 2,400 Charu 90 540
Charu 1,800 7,200
Share of profit transferred to
Capital accounts :
Amit 6,000
Babu 4,000
Charu 2,000 12,000
36,200 36,200

Tllustration 3

Amitabh and Babul are partners sharing profits in the ratio of 3:2, with capitals of Rs. 50,000
and Rs. 30,000 respectively. Interest on capital is agreed @ 6% p.a. Babul is to be allowed an
annual salary of Rs. 2,500. During the year
2016-17, the profits prior to the calculation of interest on capital but after charging Babul’s
salary amounted to Rs. 12,500. A provision of 5% of the profit is to be made in respect of
commission to the Manager.

Prepare Profit and Loss Appropriation account showing the distribution of profit and the
partners’ capital accounts for the year ending March 31, 2017.
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Solution
Profit and Loss Appropriation Account
Dr: Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Babul’s salary 2,500 | Net profit 15,000
Interest on capital: (before Babul’s salary)
Amitabh 3,000
Babul 1,800
Manager’s commission 750
(5% of Rs. 15,000)
Profit transferred to partner’s
capital account;
Amitabh 4,170
Babul 2,780 6,950
15,000 15,000
Amitabh’s Capital Account
Dr. Cr.
Date | Particulars JFE Amount Date | Particulars J.F Amount
(Rs.) 2016 (Rs.)
2017 2016
Mar.31 | Balance c/d 57,170 Apr.01 [ Balance b/d 50,000
2017
Mar.31 | Interest on capital 3,000
Mar.31 | Profit & Loss 4,170
Appropriation a/c
57,170 (share of profit) 57,170
Babul’s Capital Account
Dr. Cr.
Date | Particulars JFE Amount Date | Particulars J.F Amount
2017 (Rs.) (Rs.)
2017 2016
Mar.31 | Balance c/d 37,080 Apr.01 [ Balance b/d 30,000
2017 | Salary 2,500
Mar.31 | Interest on capital 1,800
Mar.31 | Profit & Loss 2,780
Appropriation
(share of profit)
37,080 37,080
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é Test your Unerstanding — I

1. Raju and Jai commenced business in partnership on April 1, 2017. No partnership
agreement was made whether oral or written. They contributed Rs. 4,00,000 and Rs.
1,00,000 respectively as capitals. In addtion, Raju advanced
Rs. 2,00,000 as loan to the firm on October 1,2017. Raju met with an accident on July 1,
2017 and could not attend the business up to september 30, 2017. The profit for the year
ended March 31, 2018 amounted to Rs, 50,600. Disputes have arisen between them on
sharing the profits of the firm.

Raju Claims:
(1) He should be given interest at 10% p.a. on capital and so also on loan.
(i) Profit should he distributed in the proportion of capitals.
Jai Claims:
(1) Net profit should be shared equally.
(i) He should be allowed remuneration of Rs, 1,000 p.a. during the period of Raju’s
illness.
(iii) Interest on capital and loan should be given @ 6% p.a.
State the correct position on each issue as per the provisions of the Partnership
Act. 1932.

2. Reena and Raman are partners with capitals of Rs. 3,00,000 and Rs. 1,00,000
respectively. The profit (as per Profit and Loss Account) for the year ended March 31,
2017 was Rs. 1,20,000. Interest on capital is to be allowed at 6% p.a. Raman was
entitled to a salary of Rs. 30,000 p.a. The drawings of partners were Rs. 30,000 and
20,000. The interest on drawings to be charged to Reena was Rs. 1,000 and to Raman,
Rs. 500.

Assuming that Reena and Raman are equal partners. State their share of profit after

\-

~N

necessary appropriations. )

2.5.2 TALTE ©2iF ywieial (Calculation of interest on capital) :

77

I SRR T I 7725 IS G rarel 1 AE OC3 SRAMIA TR S GATH (I 7 (1l
2@ A | 3 fEI G W Srere A, OIRtE G S T2t AR Tefie e RKfifere
T2eT 1T G772 AR Gy o141 21T SIS 9w (1630 7R | ST B9/ 70 Er©

i sfkRfere ez |

(i) T SRR ST SLE Yo R R 30, g oo TRt 396 0 @3 (i)

@I RIS ST A g ANCSH 36+ ST |

I TR ELCR (- FLANGTH A STSANCE FIFho MR A S2 WA =247 411
o7 | Trigersgel, QIR @=ifi @32 F_ TR Rs. 300,000, Rs. 200,000 €31 Rs. 100,000

Bt fC St Tl %y 79 | SR PiwiE e (@ # e @32 S TRitE e 201, Simiama

SEIHTE G2 JME 10% 2T 9 (e T |
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AR TR (I ST I AL | STt 2ol | SETHC SR A 9lelell T ZRCZ —
GIfZ Rs. 30,000 (10% on 300,000). &I Rs. 20,000 (10% on 200,000), 141 Rs. 10,000
(10% on 100,000) |

SN ToeTl (ST @S AT, AT SR G- G 3 ARSI SIAmIg @2 1 @fziet 201609
SR e RANR (&7 TAFE Rs. 200,000 @32 Rs. 150,000 | TRFF 1 #1905 201669 Rs.
100,000 €33 (@11 1 SCSRE 201669 Rs. 150,000 SIS et e 7 | s 6% 2
SECAR G I (TS /LR | B fReeet aief ol /0

6 6 8
TPEE G | Rs. 2,00,000 X —— | +| Rs. 1,00,000 X —— x —
( 100) ( 100 12)

=Rs. 12,000 + Rs. 4,000 = Rs. 16,000

TN G | Rs. 1,50,OOO><i +|Rs. 1,50,000><i><E
100 100 12

=Rs. 9,000+Rs. 4,500= Rs. 13,500

T4 48 ST IR MR A S o [Weisl @ Treer qubie 91 2, T
Toia o el ool 1 2
(i) SRMICIR ST AT AT (ST ST AN TR Sy I 1ol 1 203 |
(if) TR @A AR =l FIErs Sfsfare spritas Soia, Sifefae e e s
CAITS NI AR (o ey A1 [ Ort stefel 1 201 |
(i) (I T2 SreifeTe ELTTR (AR STeIeTe Q8l) G Srelettaia e (A <Nl a2=a
CAI T 51 STTIRRICETR Sy R 9teleTl 211 203 43R it Bfarfare (i) @ (i) 7k @ steeiig®
SRS 7 I (ATF AW fce 21 | Resrei, «fb spimfas aera wifsfas [Rifwiogs
S0 AT S 9lela TR (@0 A |

Illustration 4

Saloni and Srishti are partners in a firm. Their capital accounts as on April 01. 2016
showed a balance of Rs. 2,00,000 and Rs. 3,00,000 respectively. On July 01, 2016,
Saloni introduced additional capital of Rs. 50,000 and Srishti, Rs. 60,000. On October
01 Saloni withdrew Rs. 30,000, and on January 01, 2016 Srishti withdraw, Rs.
15,000 from their capitals. Interest is allowed @ 8% p.a. Calculate interest payable
on capital to both the partners during the financial year 2016-2017.
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Solution

Statement Showing Calculation of Interest on Capital

For Saloni
(Rs,)
Interest on Rs. 2,00,000 for full year =Rs. 2 O(i’ggo x8x1 - 16,000
Add: Interest on Rs. 50,000 for 9 months = Rs.50,000x9x8 _ 3.000
12x100 19,000
Less: Interest on 30,000 for 6 months = Rs.30,000x8x6 1,200
12 x100
17,800

Alternatively interest can be calculated on Rs. 2 lakh for 3 months, on
Rs. 2,50,000 for 3 months, and on Rs. 2,20,000, for 6 months (Rs. 4,000 + Rs. 5,000 +
Rs. 8,800 = Rs. 17,800).

For Srishti

(Rs.)
Interest on Rs. 3,00,000, for full year @8% = RS'3’001’880 x8x1 _ 24,000
3,600

Add: Interest on Rs. 60,000, for 9 months Rs.60,000x8x9

100x12 27,600
Less: Interest on Rs. 15,000 for 3 months Rs.15,000x8x3 300

100x12
(Money withdrawn) 27,300

Alternatively interest can be charged on Rs. 3,00,000 for 3 months on
Rs. 3,60,000 for 6 months and on Rs. 3,45,000 for 3 months (Rs. 6,000 + Rs. 14,400 +
Rs. 6,900 = Rs. 27,300).
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Tllustration 5

Josh and Krish are partners sharing profits and losses in the ratio of 3:1. Their capitals at the end
of the financial year 2015-2016 were Rs. 1,50,000 and
Rs. 75,000. During the year 2015-2016, Josh’s drawings were Rs. 20,000 and the drawings of
Krish were Rs. 5,000, which had been duly debited to partner’s capital accounts. Profit
before charging interest on capital for the year was Rs. 16,000. The same had also been
debited in their profit sharing ratio. Krish had brought additional capital of Rs. 16,000 on
October 1, 2015. Calculate interest on capital @ 12% p.a. for the year 2015-2016.

Solution
Statement Showing Calculation of Capital at the Beginning

Particulars Josh Krish
Rs. Rs.

Capital at the end 1,50,000 75,000
Add: Drawings during the year 20,000 5,000
1,70,000 80,000

Less: Share of profit (credited) 12,000 4,000
1,58,000 76,000

Less: Additional capital — 16,000
Capital in the beginning 1,58,000 60,000

Interest on capital will be as 18,960 (12% of Rs. 1,58,000) for Josh and  Rs. 960 for krish
calculated as follows:

12 12 6
Rs. 60,000 x 2 | +(Rs. 16,000 x 22 x 2| —
( > ><1oo)+( S X1oo><12) Rs. 7,200+ Rs. 960
~ Rs. 8,160.

A I SRAMIR AT e a1l (e AR AT | 9! ARFROTs Jeatas
TofF AT I 2[0S TG FERCAT AT JERTAT SUelee, ST, 3@ | Fioq 3567 2oy
ARG el T ARSI Sleie] T 27, M A3 AW 18 =A@l
2 A |

12 T SAfFER O TS I 20, T T/ 2D @I AR e orere] 3,
S(R2 LA ECR G I &AWl A1 T3 | ©18, (T IR 6 o T, (12 I=F (I 7 (13l
0@ T @R ([ 2T T S oA SRR JELCA AT 7 A7 AT ST QeI
2, M A AP ST TR TN AR | TG, I S AT SRR T
AL GAT YA SIS FIFASIE 16 41 T(J |
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Illustration 6

Anupam and Abhishek are partners sharing profits and losses in the ratio of 3 : 2.
Their capital accounts showed balances of Rs. 1,50,000 and Rs. 2,00,000 respectively
on Jan 01, 2017. Show the treatment of interest on capital for the year ending
December 31, 2017 in each of the following alternatives:
(a) If the partnership deed is silent as to the payment of interest on capital and the
profit for the year is Rs. 50,000;
(b) If partnership deed provides for interest on capital @ 8% p.a. and the firm incurred
a loss of Rs. 10,000 during the year;
(c) If partnership deed provides for interest on capital @ 8% p.a. and the firm earned
a profit of Rs. 50,000 during the year;
(d) If the partnership deed provides for interest on capital @ 8% p.a. and the firm
earned a profit of Rs. 14,000 during the year.

Solution

(a) In the absence of a specific provision in the Deed, no interest will be paid on the
capital to the partners. The whole amount of profit will however be distributed
among the partners in their profit sharing ratio.

(b) As the firm has incurred losses during the accounting year, no interest on capital
will be allowed to any partner. The firm’s loss will however be shared by the partners
in their profit sharing ratio.

Rs.
(c) Interest to Anupam @ 8% on Rs. 1,50,000 = 12,000
Interest to Abhishek @ 8% on Rs. 2,00,000 = 16,000
28,000

As the profit is sufficient to pay interest at agreed rate, the whole amount of interest on
capital shall be allowed and the remaining profit amounting to
Rs. 22,000 (Rs. 50,000 — Rs. 28,000) shall be shared by the partners in their profit sharing
ratio.

(d) As the profit for the year is Rs. 14,000, which is less than the amount of interest
on capital due to partners, i.e. Rs. 28,000 (Rs. 12,000 for Anupam and Rs. 16,000
for Abhishek), interest will be paid to the extent of available profiti.e., Rs. 14,000.
Anupam and Abhishek will be credited with Rs. 6,000 and Rs. 8,000, respectively.
Effectively this amounts to sharing the firm’s profit in the ratio of interest on
capital.
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1. Rani and Suman are in partnership with capitals of Rs, 80,000 and Rs. 60,000,
respectively. During the year 2015-16, Rani withdrew Rs. 10,000 from her capital
and Suman Rs. 15,000. Profits before charging interest on capital was Rs. 50,000.
Ravi and Suman shared profits in the ratio of 3:2. Calculate the amounts of interest
on their capitals @ 12% p.a. for the year ended March 31, 2016.

2. Priya and Kajal are partners in a firm, sharing profits and losses in the ratio of
5:3. The balance in their fixed capital accounts, on April 1,2016 were: Priya, Rs.
6,00,000 and Kajal, Rs. 8,00,000. The profit of the firm for the year ended 2017
is Rs, 1,26,000. Calculate their shares of profits: (a) when there is no agreement
in respect of interest on capital, and (b) when there is an agreement that the

L interest on capital will be allowed @ 12% p.a. )

2.5.3 STSIETC14 ©21@ 9w (Interest on drawings) :

AR R SIAmItR oI IR Ty AfSDIT (AT Traifers S $oi s SR

R e TS AT | @01 2ITF Srar 91 TR, I SRAMR S I 77005 B =1t

2CF OIZCE STEEA G2= (I 77 SNCAI 1 27 1 | OCF I SRAmIE piemsi e I,

AR N0 AR (AT Al Toig st FrIfFF® 20 7 =i 41 23|

TTEETA S [ A T T SRAMAME 71 SRS S0 Sreets Fgeiifee 7 |

ifew sifafriore Srereas So Jma el s @it 2= |

T afenits g/ Fweifamie St Srele™ 4t 28 (When fixed Amounts is withdrawn

every month) :

S A, G0 =T ST 71 7w RN, (oI - A1 Al Gl ores siimas il
TraIfeTe 27 | T TIERI 2K 21 2, B! ATl HEIE Kb Fa0e 203 (@ @2 =i
w12 T3 T (2T e7) %[ TS, TN SgRST TG SI2i1 M I (< ey ) Srererer st
200z | i AfeTieT e e Srelfers 23, $ew TR SIeefa ©of 6 12 ST S S
91611 2CF | W AT o e Sreifere 23, 04 @Bt 5 1/2 ST S 9ieie] 1 203 | 633
I f SR TRIRE SreleT T 23, 4 Bl 6 R & 2/ 1 203 |

SR ARF, SR 2016-17 AT OF TS AR Sy 2Pl (T 2SR 10,000 B! Sreite 0 |
e AR o1 Tl @ TSRt S 7 YW 27 Mwgri 2d -

(a) T3 511 &fS7T g0 Tralfero 237 : (When the amount is withdrawn at the beginning

of each month) :

Total Period in Months + 1 _ 12+1 1

Average Period = = 6— months.
2 2 2
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Interest on Drawings = Rs.1,20,000x8x13x1 _ Rs. 5,200.
100x2x12

(b) 3T/ GIP AT 43T Cr@lfere 23 - (When the amount is withdrawn at the end of

each month)

Average Period = Total period in Months 1 _ 12-1 _ 51 months
2 2 2
Interest on Drawings = Rs.1,20,000x8x11x1 _ Rs. 4,400.

100x2x12

(c) 373/ G1<At eifosITeTa MRNIR Srelfere 237 (When money is withdrawn in the middle of the
month)
Y SISy AR AR CT@ifeTs 23, GG AR AT (I 52 (@iol 3l Kol Fare & 41 |

Average Period = Total period in Months _ 12 _ 6 months

2 2

Interest on Drawings = Rs.1,20,000x8x6x1 _ Rs. 4,800.
100 x12

T 5o Bt (et wr@a Srelfete T (When fixed amount is withdrawn quarterly) :
T SRAMAE 7T (@R wred i Sy Srefere 2w, Joa R ateiel 19 e | (i
IR AL XICS WL BTG 1 ZCACE [, W2 AT (quIfP o1 Sralets) F1 TR
1l o Tofx ofe 3 a1 27 | 7 SILeT Aters Cauifies «gre Sreifers 27, o ol Rt
TR Trelfers @b Seefd Toig 7 12 MR RS &) IR M AT (@i TRt
(I TrefeTe 27, @Bl 4 12 AT T 9lo F1 26 |

3 T, Afe® @3 fooe @b FITR SRAME, T 7S =R S ATSIE 36+ F6F | 2016-17
wNfef g, A 2t (@S 30,000 BiF Sreee 67 | 77 A1fHE 8% 2T Srale= Toig
I A R 2 | 51T AT G3% STSEICR CHiF AR 1ol fsgeel 71 203 |

(a) 37 511 2TO7F CaNf30p7 § g0 Srafere 237 (If the amount is withdrawn at the beginning
of each quarter) :

Statement Showing Calculation of Interest on Drawings

Date Amount Time Period Interest
(Rs.) (Rs.)

April 1,2016 30000 | 12 months 30,000 x 130 x1
=2.400
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July 1,2016 30000 | 9months 30,000% 2 x S
12 100
~ 1,800
6 8
Oct. 1,2016 30000 | 6months 30,000% & x
12 100
~1,200
3 8
Jan. 1,2017 30,000 3 months 30,000x — x
12 100
~ 600

Total 1,20,000 = Rs. 6,000

R HPSIE, R Sralfere @5 S S aw alolel 1 (@0 2itd, 72i- Rs. 1,20,000 S
T 7Ys Ao ARIER & (12+49+6+3)/4 fsgst :

Rs. 1,20,000 x 8 X & X i = Rs. 6,000.
100 2 12
(b) 37 1At &ITerF (o (40 Sralfare 337 (If the amount is withdrawn at the end

of each quarter)

Statement Showing Calculation of Interest on Drawings

Date Amount Time Period Interest
(Rs.) (Rs.)
9% 8
June 30,2016 30,000 9 months 30,000 x
12x100
= 1.800
September 30,2016 30000 | 6months 30,000x S x 8
12 100
= 1200
December 31,2016 30,000 3 months 30,000 % S x 8
12 100
= 6,000
March 31,2017 30,000 0 months
Total 1,20,000 = 3,600

R EPCIE, AR Srelfere (N6 S0 T#F 37 oo+l ¥ (@0 A, T2~
Rs. 1,20,000 TR B9 414 0 TP G (9 + 6 + 3 + 0)/4 5 fIwgst :

8 « 9«1 _Rs 3600

= Rs. 1,20,000 x
100 2 12




SR I A freIeael : A ATz 85

37/ ST A GIFY [fw ST S@ Sr@ifere 237 (When varying amounts are withdrawn at
different intervals) :

4 SRl [Kifom s orew for foq o<y St I, ©da oo ARt
(produce method) WA oMol Tt 2T | qJeiTa siwifors, 2fs Sreme = Sreifers =g
(TS M 2B EFR AP @ TFRAER T Srelfers 2Rz ©F 73 9 31 27|
SR ol 1 27 ST el (T 2 FIETH (<17 ey 27 | G3F0o1 1ol <5301 9JofpCerst
@I ST (@9 T T @R IR (IS SR SO 3 WO TR & efifire 2iea
SV R 2 | YR SloTt GG SHIRIATEF AR Ief1 T ({CS 2 |

Date Amount

(Rs.)
April 1,2016 16,000
June 30,2016 15,000
October 31,2016 10,000
December 31,2016 14,000
March 1,2017 11,000

Calculation of interest on drawings will be as follows:

Statement Showing Calculation of Interest on Drawings

Date Amount Time Period Product
(Rs.) (Rs.)
April 1, 2016 16,000 12 months 1,92,000
June 30,2016 15,000 9 months 1,35,000
Oct. 31,2016 10,000 5 months 50,000
Dec. 31,2016 14,000 3 months 42,000
Mar. 1,2017 11,000 1 month 11,000
Total
4,30,000
Interest = Sum of Products x Rate x é
— Rs. 430,000 x —~— x L = 30100 _ ¢ 5 508 (approx.).

100 12 12
Illustration 7
John Ibrahm, a partner in Modern Tours and Travels withdrew money during the year ending March

31, 2017 from his capital account, for his personal use. Calculate interest in drawings in each of the
following alternative situations, if rate of interest is 9 per cent per annum.
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(a) If he withdrew Rs. 3,000 per month at the beginning of the month.

(b) If an amount of Rs. 3,000 per month was withdrawn by him at the end of each
month.

(c) If the amounts withdrawn were : Rs. 12,000 on June 01, 2016,
Rs. 8,000; on August 31, 2016, Rs. 3,000; on September 30, 2016,
Rs. 7,000, on November 30, 2016, and Rs. 6,000 on January 31, 2017.

Solution

(a) As a fixed amount of Rs. 3,000 per month is withdrawn at the beginning of the month,
interest on drawings will be calculated for an average period of

6 yz months.

Interest on drawings = Rs. 36,000x9x13x1 _ Rs. 1,755
100x2x12

(b) As the fixed amount of Rs. 3,000 per month is withdrawn at the end of each month,
interest on drawings will be calculated for an average period of

51 o months.

_ Rs.36,000x9x11x1 _
100x2x12

Rs. 1,485

(C) Statements showing Calculation of Interest on Drawings

1 2 3 4
Date Amount Period (Interest)
withdrawn | (in months)
(Rs.) (Rs.)
9 10
Jun. 1,2016 12,000 10 12,000x —— x —= 900
100 12
Aug.31,2016 8,000 7 8,000 —— x -~ = 420
100 12
9 6
Sept. 30,2016 3,000 6 3,000% x—=135
100 12
9 4
Nov. 30,2016 7,000 4 7,000 — x —= 210
100 12
9 2 _
Jan. 31,2017 6,000 2 6,000% x =90
100 12
Total Interest 1,755
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Tllustration 8

87

Manu, Harry and Ali are partners in a firm sharing profits and losses equally. Harry and Ali withdrew

the following amounts from the firm, for their personal use, during 2015.

Date Harry Ali
(Rs.) (Rs.)
2015
January, 01 5,000 7,000
April, 01 8,000 4,000
September, 01 5,000 5,000
December, 01 4,000 9,000
Calculate interest on drawings if the rate of interest to be charged is
10 per cent, and the books are closed on December 31 every year.
Statement Showing Calculation of Interest on Drawings
Harry Ali
Amount Period Product | Amount Period Product
(Rs.) (in months) (Rs.) (Rs.) (in months) (Rs.)
5000 12 60,000 7,000 12 84,000
8000 9 72,000 4,000 9 36,000
5000 4 20,000 5,000 4 20,000
4000 1 4,000 10,000 1 10,000
1,56,000 1,50,000
Amount of Interest
Mannu =Rs. w =Rs. 1,300
100 x12
Ali — Rs, 1:50.000x10x1 _ ¢ ) 559
100x12
e A
Do it Yourself
1. Govind is a partner in a firm. He withdrew the following amounts during the year 2015-16:
(Rs.)
April 30,2015 6,000
June 30,2015 4,000
Sept. 30,2015 8,000
Dec. 31,2015 3,000
Jan. 31,2016 5,000
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The interest on drawings is to be charged @ 6% p.a. The books are closed on March
31, every year. calculate interest on drawing :

2. Ram and Syam are partners sharing profits/losses equally. Ram withdrew
Rs. 1,000 p.m. regularly on the first day of every month during the year 2015-16 for
personal expenses. If interest on drawings is charged @ 5% p.a. Calculate interest on
the drawings of Ram.

3. Verma and Kaul are partners in a firm. The partnership agreement provides that interest
on drawings should be charged @ 6% p.a. Verma withdraws
Rs. 2,000 per month starting from April 01, 2015 to March 31, 2014. Kaul withdrew
Rs, 3,000 per quarter, starting from April 01, 2015. Calculate interest on partner’s
\_ drawings. )

R+ ©LGIETCd O TTardl ATF l (When dates of withdrawal are not specified) :

4 TTSETR (N6 ST (ME ATF G STSHCR i STard AF I, O Gl 407 (8
o (¥ 8 9L 0 A 2T 958 071 Sreifero 2Rz |

Trzgeraget, *NfFl 31 306 2015 AN SAmITE B T 60,000 5! BreeT T3 @R A 8
S ZITF ST B AW 4 1 20 | S NI Grely 6 T FTIE €31 T, (61 T 518
ST | €51 AT (RSN TR (@ LT G2 MR AR =1 27 Sreifere 200z | Sree=a
Tz 997 2400 BIR fRreiel 1 20 A g -

Rs.60,000><i><E =Rs. 2,400
100 12

2.6 SIRWMITAR K fowbTel @il (Guarantee of profit to a partner) :

SR SR AR AT R oot S it ool 12 e SamIais e SToes
T 2T | G771 BTl 71 AT SIMmIF Gt G35 TS St S12-1 (@- It GFew 77
LRI R T SLAMIFCE (ST TS AN | TSI oA < oA I Ao 2ifiowfe
e (AT 3 B, O P 2AfSu &7 2vie T 20 |

Trrzzermgel, Tyl @R afFel IRt @36 FIT SR, ST S TG See i e
o761 | G It O NP1 S A 25,000 BIPIR 3eTo ST foxbarel (rem 2e7 | oIS
GT2 T2 120,000 BIFIT [ ST FCH G2 SATMIAT 2:3: 1 ST e S0 @il 360
T T | G2 TS NYR sTonies 28 40,000 BiF (120,000 BiFl 2/6); AFHFeR 60,000
SIS (120,000 DRFF 3/6) @3 &R 20,000 TIFR (120,000 GRAF 1/6) | I sTeqice
fSue ST (F 5,000 B T TR0z | A Al wret s wgfee @3k afwel eiv@
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A IGCT SACS T2 FACI | A GUFCE 2 2:3, T[Tl qivfed wiexl zet 20,000 GBIl
(5,000 BIFIF 2/5) @R AFSR 3,000 B (5,000 B 3/5) | 2fSHTT (6 o112t SRAM—TR
W el 7ie 20 |

SgferA #AIR 38,000 B (SR =TI 40,000 B! Rcal qibiem =i 2,000 51l ; AHFoIF 57,000
B (60000-3000) @R FeFIF 25000 B (200005 + 2000 Gisl + 3,00051)

T Wy GFee ST 2feufs o, RIS, Be e owg Hywig afEe afewfs o,
Q57 75 SLET (S0005F) @ (T 72 FACI | (GICHFCE YA I+ 23 TGl 40,000
Bt et 55,000 B (60,000-5000) @3 e 25,000 BiF (Rs. 20,000+Rs. 5,000)

Illustration 9

Mohit and Rohan share profits and losses in the ratio of 2:1. They admit Rahul as partner
with 1/4 share in profits with a guarantee that his share of profit shall be at least Rs.
50,000. The net profit of the firm for the year ending March 31, 2015 was Rs. 1,60,000.
Prepare Profit and Loss Appropriation Account.

Solution
Profit and Loss Appropriation Account
Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Mohit’s capital Net profit 1,60,000
(share of profit) 80,000
Less: Share in 6,667 73,333
deficiency
Rohan’s capital
(share of profit) 40,000
Less: Share in 3,333 36,667
deficiency
Rahul’s capital
(share of profit) 40,000
Add: Deficiency
received from:
Mohit 6,667
Rohan 3,333 50,000
1,60,000 1,60,000
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Working Notes:

The new profit sharing ratio after admission of Rahul comes to 2:1:1. As per this ratio the share of
partners in the profit comes to:

Mohit —Rs. 1,60,000 x % ~Rs. 80,000
Rohan ~Rs. 1,60,000 x % ~Rs. 40,000
Rahul ~Rs. 1,60,000 x i ~Rs. 40,000

But, since Rahul has been given a guarantee of minimum of Rs. 50,000 as his share of profit. The
deficiency of Rs. 10,000 (Rs. 50,000 — Rs. 40,000) shall be borne by Mohit and Rohan in the ratio in

which they share profits and losses between themselves, viz. 2:1
as follows:

Mohit’s share in deficiency comes to 2/3 x Rs. 10,000 = Rs. 6,667
Rohan’s share in deficiency comes to 1/3 x Rs. 10,000 =Rs. 3,333

Thus Mohit will get Rs. 80,000 — Rs. 6,667 = Rs. 73,333, Rohan will get
Rs. 40,000-Rs. 3,333 =Rs. 36,667 and Rahul will get Rs. 40,000 + Rs. 6,667 + Rs. 3,333 =Rs. 50,000 in
the profit of the firm.

Calculation of new profit sharing ratio

The new partner Rahul’s share is i The remaining profit is 1 — i = % , to be shared between

Mohit and Rohan in the ratio of 2:1.

Mohit’s new share = 3 X 2_2
4 3 4
Rohan’s new share = 3 X 1.1
4 3 4
. . 2 1.1
Thus, New profit sharing ratio comes to be 2 : 1 : 1 or2:1:1.

Illustration 10

John and Mathew share profits and losses in the ratio of 3:2. They admit Mohanty into their
firm to 1/6 share in profits. John personally guaranteed that Mohanty’s share of profit, after
charging interest on capital @ 10 per cent per annum would not be less than Rs. 30,000 in
any year. The capital provided was as follows: John Rs. 2,50,000, Mathew Rs. 2,00,000 and

Mohanty Rs. 1,50,000. The profit for the year ending March 31,2015 amounted to Rs.
1,50,000 before providing
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interest on capital. Show the Profit & Loss Appropriation Account if new profit sharing
ratio is 3:2:1.

Solution
Profit and Loss Appropriation Account
Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Interest on capital Net profit 1,50,000
John 25,000
Mathew 20,000
Mohanty 15,000 60,000
Capital accounts shared info :
John 45,000
Less: Share of
deficiency 15,000 30,000
Mathew 30,000
Mohanty 15,000
Add: Deficiency 15,000 30,000
received from
John
1,50,000 1,50,000
Working Notes:

Profit after interest on capital is Rs. 90,000, which is to be distributed in the ratio of 3:2:1 as follows:
John gets Rs. 45,000 (3/6 x Rs. 90,000), Mathew Rs. 30,000, Mohanty
Rs. 15,000. Deficiency of Mohanty from the guaranteed profit of Rs. 15,000 will be borne by John.
John will therefore get Rs. 45,000 — Rs. 15,000 = Rs. 30,000, Mathew Rs. 30,000 and Mohanty Rs.
30,000.

Tllustration 11

Mahesh and Dinesh share profits and losses in the ratio of 2:1. From January 01, 2014 they
admit Rakesh into their firm who is to be given a share of 1/10 of the profits with a guaranteed
minimum of Rs. 25,000. Mahesh and Dinesh continue to share profits as before but agree to
bear any deficiency on account of guarantee to Rakesh in the ratio of 3:2 respectively. The
profits of the firm for the year ending December 31, 2015 amounted to Rs. 1,20,000. Prepare
Profit and Loss Appropriation Account.
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Profit and Loss Appropriation Account

Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Capital Accounts: Net profit 1,20,000
(for share of profit)
Mahesh 72,000
6/10 % 1,20,000
Less: Deficiency share 7,800 64,200
Dinesh 36,000
3/10 % 1,20,000
Less: Deficiency share 5,200 30,800
Rakesh 12,000
Add: Share of
Deficiency from
Mahesh 7,800
Dinesh 5,200 25,000
1,20,000 1,20,000
Working Notes:

New profit sharing Ratio will be calculated as follows:

Rakesh to share % of the profits. The remaining profit % will be shared by Mahesh

and Dinesh in the ratio of 2:1.

Mabhesh’s share in profit will be 2,9_3
3 10 10
Dinesh’s share will be 1 X 9 = 3
3 10 10
. 3 3 1
The New ratio becomes —:—:— or6:3:1.
5 10 10

Mahesh’s share in profit=1,20,000 x % ~Rs. 72,000,

Dinesh’s share in profit = Rs. 36,000,

Rakesh’s share in profit = Rs. 12,000.

Deficiency of Rakesh (Rs. 13,000) will be shared by Mahesh and Dinesh in the ratio of 3:2. Mahesh will
bear 3/5 of 13,000, 1.e.Rs. 7,800 and Rakesh, 2/5 ofRs. 13,000, i.e.Rs. 5,200.

Thus, the profits of the firm will be shared as follows.
Mahesh will get Rs. 72,000 —Rs. 7,800 = Rs. 64,200.

Dinesh will get Rs. 36,000 —Rs. 5,200 =Rs. 30,800

Rakesh will get Rs. 12,000 + Rs. 7,800 + Rs. 5,200 =Rs. 25,000.
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~N

( Do It Yourself

Kavita and Lalit are partners sharing profits in the ratio of 2:1. They decide to admit Mohan
with share in profits with a guaranteed amount of Rs. 25,000. Both Kavita and Lalita undertake
to meet the liability arising out of Guaranteed amount to Mohan in their respective profit
sharing ratio. The profit sharing ratio between Kavita and Lalit does not change. The firm
earned profits of Rs. 76,000 for the year 2006—-07.Show the distribution of profit amongst

the partners.
- J

2.7 Srore ferFac (Past Adjustments) :

SIS Y g BT Al ERCTR (TR getg (b Al st gl cofa o158 pers fZona
COR AR SIAMIATR S YA TS T | G2 BT 2T FAICH ETLCR G I, ST S o177,
SRRV TGS ANE AT T 7, SN ([0 , SRNMICIF FHpI T2} I | Sty
BRI 1R A1 ol AwifSre g siffasa 2re #iIta 19 Srote 7=IfFs e =Iitg | @2
I QG R AT 2SI T FAI ey BT AT | 77N 2o sAfaas s sifacs
ATAIGTIT T2 ! (@ AT, (T (a) TS GRS FleTrae! fRta Mo w12 i (b) 71
TS SRAICRR [T AN | 51 NI SrIRdceld ARy 39011 391 247 |

FifSer g3 Sifed ST S | @f2E 1,201509 SR Jaee IAFE 50,000 HIA @32 100,000
BIFl 1 313016 2016 S 2L (T A (ST 917 @B (7l (oreT (@ SiRAmIf B Sfafie s
6% 21T A ANCSH IGTIR 51 SRR S 2N Sl 311 2 | G200, SR ST 2
SRR SET AT &l a1 =74, e a1 =63 3000 5=l (50,000 B9 6/100) FfCe=
@32 6000 B (100,000 TP 6/100) ST | 7 Jo40 Toi7 7 AGFeI 2mie F1 2,
T A 9000 HiFe! I 26 | 3 BITTH T G G3R AN 2AR SN Al 3754ef
S (9000 BRAE el BIe!) SRR SR O 311 I60 SAITS TS 200 93
SETHCR SR YR P IR e T2 &l 11 27 | 93 9o RIS (@- (e AN
T T (@TS A |

(a) NG G FOF fNeTa 23137 NG (Through profit and loss Adjustment A/c)

(1) Profit and Loss Adjustment A/c Dr. 9,000
To Rameez’s capital A/c 3,000
To Zaheer’s capital A/c 6,000

(Interest on capital)
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(i)  Rameez’s capital A/c Dr. 4,500
Zaheer’s capital A/c Dr. 4,500
To Profit and Loss Adjustment A/c 9,000

(Loss on adjustment)

(b) FTRPII ST o7 123007 Directly in Partners’ Capital Accounts

SR o AN FAPR R Sy LS SR 12 23R —ITSH 16 AeR GF o
g e frsgeet e a1 203 @3k w4 e nifken @fs s s 23 |

Statement Showing Net Effect of Omitting Interest on Capital

Details Rameez Zaheer
(Rs.) (Rs.)

(i) Amount which should have been 3,000 6,000
credited as interest on capital

(i) Amount actually credited by 4,500 4,500
way of share of profit
(Rs. 9,000 divided equally)—

(iii) Difference between (i) and (ii) Dr. 1,500 Cr. 1,500
(Net effect) (Excess) (Short)

2 Rl (e @— AR S SORE Rs. 1,500 CARE, @I SR &A1 Rs. 1,500
<! <3 &l <5l QAT | G gt FLCHI e &) e Jer 211 (o<t =g enifetsst 3eie 2o

SICE O TA |
journal entry.
Rameez’s Capital A/c Dr. 1,500
To Zaheer’s Capital A/c 1,500
(Adjustment for omission of interest on capital)

Illustration 12

Nusrat, Sonu and Himesh are partners sharing profits and losses in the ratio of 5: 3 : 2. The
partnership deed provides for charging interest on drawing’s
@ 10% p.a. The drawings of Nusrat, Sonu and Himesh during the year ending December
2015 amounted to Rs. 20,000, Rs. 15,000 and Rs. 10,000 respectively. After the final accounts
have been prepared, it was discovered that interest on drawings has not been taken into
consideration. Give necessary adjusting journal entry.
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Statement showing Net Effect of Omitting Interest on Drawings

Particulars Nusrat Sonu Himesh | Total
(Rs.) (Rs.) (Rs.)
Amount which should have been 2,000 1,500 1,000 4,500
debited by way of interest on
drawings
Amount that should have been 2250 1,350 900 4,500
credited by way of share of profit
Required Adjustment Cr.250| Cr.150 Cr.100
(Short) [ (Excess) (Excess)

Journal Entry for adjustment of interest on drawings would be:

Sonu’s Capital A/c Dr. 150
Himesh’s Capital A/c Dr. 100
To Nusrat’s Capital A/c 250
(Adjustment for omission of interest on drawings)
( Do it Yourself h

1. Gupta and Sarin are partners in a firm sharing profits in the ratio of 3:2. Their fixed
capitals are: Gupta 2,00,000, and Sarin 3,00,000. After the accounts for the year are
prepared it is discovered that interest on capital @10% p.a. as provided in the partnership
agreement, has not been credited in the capital accounts of partners before distribution
of profits. Record adjustment entry to rectify the error.

2. Krishna, Sandeep and Karim are partners sharing profits in the ratio of 3:2:1. Their fixed
capitals are: Krishan Rs. 1,20,000, Sandeep 90,000 and Karim 60,000. For the year 2014-15,
interest was credited to them @ 6% p.a. instead of 5% p.a. Record adjustment entry.

3. Leela, Meera and Neha are partners and have omitted interest on capital @9% p.a. for
three years ended March 31, 2013. Their fixed capitals on which interest was to be
allowed throughout were: Leela Rs. 80,000, Meera Rs. 60,000 and Neha Rs. 1,00,000.
Their profit sharing ratio during the last three years were:

Year Leela Meera Neha
2015-16 2 2 2
2014-15 4 5 1
2013-14 1 2 2

Record adjustment entry.

-
2.8 Mfi’ﬂa Final Accounts
SRAMIR ARSI oI AR @ M PRI SIg5t &g 21 27 | Wgmg @6 A1 21
SR N TS 5 54 | 7 K @3 71 Ffod 7 Agred 77 916 Il i 95
T A11C Fod 35 NI MO 2 | A G2 SO A o TRz |

J
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ITllustration 13

Kapil and Vineet were partners sharing profits and losses in the ratio of 3:2. The following
balances were extracted from the books of account for the year ended March 31, 2017.

Debit Credit
Amount Amount
(Rs.) (Rs.)
Capitals

Kapil — 60,000
Vineet — 50,000
Current accounts (on April 01, 2013) 2,800

Kapil —
Vineet — 1,600
Drawings: —
Kapil 12,000 —
Vineet 8,000 —

Stock as on 1.4.2016 11,000
Purchases and Sales 54,000 80,000
Returns 2,000 1,500
Wages 2,500 —
Salaries 4,000 —
Printing and Stationery 500 —
Bills receivables 12,000 —
Bills payables — 2,000
Debtors and Creditors 36,000 8,000
Discounts 1,200 1,500
Rent and Rates 800 —
Bad debts 1,400 —
Insurance 400 —
Postage and Telegrams 300 —
Salesman’s commission 3,400 —
Land and Building 24,000 —
Plant and Machinery 20,000 —
Furniture 13,500 —
Overdraft — 2,000
Trade expenses 400 —
Cash in hand 500 —
Cash at bank 1,500 —
2,09,400 2,09,400
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Prepare the final accounts for the year ended March 31, 2017 firm taking into consideration

the following:

(a) Stock on March 31, 2017 was Rs. 18,000;

(b) Provision for doubtful debts is to be provided at 5% on debtors;

(¢) Outstanding salaries were Rs. 1,000;

(d) Goods worth Rs. 8,000 were destroyed by fire on December 10, 2016. The Insurance
Company agreed to pay Rs. 7,000 in full settlement of the claim;

(e) Interest on capitals is allowed at 6% per annum and interest on drawings is also

charged at 6% per annum;

(f) Kapil is entitled to a Salary of Rs. 1,200 per annum,;
(g) Write-off Land and buildings at 5%, Furniture at 10% and Plant and Machinery at

15%.
Solution
Trading and Profit & Loss Account for the year ending March 31, 2017
Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Opening stock 11,000 | Sales 80,000
Purchases 54,000 Less: Returns 2,000 78,000
Less: Returns 1,500 52,500 | Closing stock 18,000
Wages 2,500 | Goods destroyed by fire 8,000
Gross Profit ¢/d 38,000
1,04,000 1,04,000
Salaries 4,000 Gross Profit b/d 38,000
Add: Outstanding 1,000 5,000 | Discount received 1,500
Printing and Stationery 500
Rent and Rates 800
Insurance 400
Discount allowed 1,200
Trade expenses 400
Postage and Telegrams 300
Bad debts 1,400
Add: Provision 1,800 3,200
Salesman’s commission 3,400
Loss due to fire 1,000
(Rs. 8000—Rs. 7000)
Depreciation:
Land and Buildings 1,200
Furniture 1,350
Plant and Machinery 3,000 5,550
Net Profit transferred to 17,750
Profit and Loss Appropriation
39,500 39,500
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Dr. Cr.
Particulars Amount | Particulars Amount

(Rs.) (Rs.)
Interest on capital: Profit and Loss 17,750
Kapil 3,600 Interest on drawings:
Vineet 3,000 6,600 | (for 6 months)
Salary to Kapil 1,200 Kapil 360
Net profit (transferred to Vineet 240 600
capital accounts)
Kapil 6,330
Vineet 4,220 10,550
18,350 18,350
Partner’s Current Accounts
Dr. Cr.
Date| Particulars JE| Kapil |Vineet | Date | Particulars JE| Kapil |Vineet
(Rs.)| (Rs.) (Rs.) | (Rs.)
Drawings 12,000 | 8,000 Balance b/d 2,800 [ 1,600
Interest on drawings 360 240 Interest on capital 3,600 | 3,000
Balance c¢/d 1,570 580 Salary 1,200 —
Share of profit 6,330 | 4,220
13,930 | 8,820 13,930 | 8,820
Balance c¢/d 1,570 580
Balance Sheet as on March 31,2017
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Overdraft 2,000 | Land and Building 24,000
Bill payables 2,000 | Less: Depreciation 1,200 22,800
Creditors 8,000 | Plant and Machinery 20,000
Outstanding salaries 1,000 | Less: Depreciation 3,000 17,000
Capital: Furniture 13,500
Kapil 60,000 Less: Depreciation 1,350 12,150
Vineet 50,000 1,10,000 | Stock 18,000
Current Accounts Debtors 36,000
Kapil 1,570 Less: Provision for 1,800 34,200
Vineet 580 2,150 | discount on debtors
Insurance company 7,000
Bill receivables 12,000
Cash at bank 1,500
Cash in hand 500
1,25,150 1,25,150
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3 ST 7S I FAfFOPTNZ (Terms introoduced in the chapter)
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HITARTFA
1. ST wieeE G2 97 FATZT (AT (Definitions of partnership and its essential
features) : AT 25 (73 7T ARG T ARTITE 791F, TR 7577 @i #ifwifers
SR 20 - (I (ISR B SARTBIETS oI il I 79 27 | SeAmifaa st
CARTGIREN 29T (i) SRR 9357 Sy ST Were] 16 ATRIGH | (i) b1 (0 pied fefere o za
(iii) 92 Ff I SNEPTTe TP ARBER S 200 20 (iv) TS G T 36+ @32 (V)
SRR S A1 Affafaasee 1o |

2. SiAmtE E@WWW CLRUER I%W (Meaning and contents of parttnership Deed) :
SIS O ARG SRAMIT * ST TS (@ WleAsT A, OIS WA pigert A0 |
TS A AT TR TS, TINIF SOl), AT SRAMICAR [ICRifere e,
SIS B S G2 O IBCTR ST, SAMIACS 2 IECT B9 I, ATF S 7,
SRR TFE (S, S, T R RN (g (@ s srepraet 41 2@ Toifir |

3. foneaeee errarey QAivifa @ige 1932 &7 Q4IPS (Provisions of partnership Act
1932 applicable to accounting) : T g [T SAMIf pRewT Srare 7 A, O SRAmIE
w2 1932 @7 R4 20T 203 | SR SN2 SAICE SRR FS FRICH 356 FHC | (I
SIS STl (ST 20 1 | LTI B4 7 (RS 20 1 IR BT G217 (Il AW 41 411
2R T @I SR TR Aol 2w S A, (798 0 BofF 1S 6% 2 7 e
I =0 |

4. 3R G2 AfFaSTaeT Fevse omfere yevse R ﬂ@%ﬂ?‘f (Preparation of capital
accounts under fixed & fluctuating capital methods) : SRR HAFS 7 (T 2D
SR e AR o a1 23 | Sere 23111 0% &) 9f6 «iwif© 209 #I1t | @9t 291 (i)
ARSI o7 2=(fS (if) =17 Seve #=ifs | oAffasiiet sere AwifoTs, s =i siwe
CETTCAe! SRR SIRIWICAR 2N foif=1ave <ol 27 | TR et #{mifere @R Sertaa “Afsel =i
2, IR ECR TR 70, TSI, SIS G271 I, ([0, T, 311@ J| Fiod o<l Topifn
EREATE GF6 52T AR FifoRm 1 27 3 SRR et 2311 Sic sifafow |
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5. 1 G2 Ffeq b (Distribution of profit & loss) : FS-F T TG AT NG
SRAMRCE N FACSF 6+ I 2T | A SAPTE S Fhod [RANIT 2PR0 TG | SIRAMIACE AT
AL AT 7 @GR (0w FHFE AR G2 AR Okt T 27 @R sre-whex
SEPCE A6 S 8 BT 0T 7 (FTs 1 27 | @2 AT #re A *feq (&7 aAced
BT SAICS SR FC (0 T G- I ot AN FRAIge vl 23 |

6. STANTACE PO TS 2RTTA [*GHOIF 2ATaA9H1© (Treatment of guarantee of minimum
profit to a partner) : S T GFG SKAMIACE TG O AP ATl ATATH TSN 3T
AT bl i el 27 | AW O AP S (I T2 JA G SgHAre 2ol
ET (ACF W T, O AfSu® Jprow e v Tl 203 | 93 dfenfe @ Sicimi @ [l
LTI 2MI= FCACE, R (IR AbFod LT 2l T4 |

7. SS1e fNeTqel ife (Treatment of past Adjustment) : TOTE AR Age T A7 AW (i
QR LT G217 I, STGICR G I, SRAMICAT (S, FFaie 2071t 7z g =1 A ST
W A ©f F FFow I6 AT NG SIAmIcas Jereel f&iea fereae a1 23|

8. ST efedicTa Wﬁ’n’? aFoFg ( Preparation of final accounts of a partnership

firm) : ST PRI FOIE BT 2gres M SAmf AfSHita pore o exgrea @
A1 T | XY SN ARSDITT SIS TS G S I (IR &) G0 SIS
e -={ox IG0 A9 Tofd w1 =71 5

SEPETCR e 2T

7Y Teays el

1. SAmfpfeamf ¢
2. SAmMIE B & ferfie 2ew algar 2
3. oo Rea o e 2 (ot s12-t @i w41 27, 744
(i) Teree T3 | (i) S[eT ARSI |
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7. AW e W eice | e Gweg [ s dtarey 2@ Seme S|t |
(i) e G = eT 15 |
(i) SRAMICIT ETICR S ¥ |
(iii) SIAICIT ST ST I |
(iv) SIRAMITET AT AT SHAT W |
(v) SRR (@ |

A TeayS emiea
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2. SN GG 1 AT SO SLAMIE BB S 990 G (@I e KTl ey 23
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Numerical Questions

Fixed and Fluctuating Capitals

L.

Triphati and Chauhan are partners in a firm sharing profits and losses in the ratio of 3:2. Their
capitals were Rs.60,000 and Rs.40,000 as on January 01, 2015. During the year they earned a
profit of Rs. 30,000. According to the partnership deed both the partners are entitled to Rs.
1,000 per month as salary and 5% interest on their capital. They are also to be charged an
interest of 5% on their drawings, irrespective of the period, which is Rs. 12,000 for Tripathi,
Rs. 8,000 for Chauhan. Prepare Partner’s Accounts when, capitals are fixed.

(Ans : Tripathi’s Current account Balance Rs. 3,600,Chauhan’s Current account Balance
Rs.6,400)

Anubha and Kajal are partners of a firm sharing profits and losses in the ratio of 2:1. Their
capital, were Rs.90,000 and Rs.60,000. The profit during the year were Rs. 45,000.
According to partnership deed, both partners are allowed salary, Rs. 700 per month to
Anubha and Rs. 500 per month to Kajal. Interest allowed on capital @ 5%p.a. The drawings
at the end of the period were
Rs. 8,500 for Anubha and Rs. 6,500 for Kajal. Interest is to be charged @ 5% p.a. on
drawings. Prepare partners capital accounts, assuming that the capital account are
fluctuating.

(Ans : Anubha’s Capital Account Balance Rs.1,09,075, Kajal’s Capital Account Balance
Rs.70,175)
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Distribution of Profits

3.

Harshad and Dhiman are in partnership since April 01, 2016. No Partnership agreement
was made. They contributed Rs. 4,00,000 and 1,00,000 respectively as capital. In addition,
Harshad advanced an amount of Rs. 1,00,000 to the firm, on October 01, 2016. Due to
long illness, Harshad could not participate in business activities from August 1, to September
30, 2016. The profits for the year ended March 31, 2017 amounted to Rs. 1,80,000.
Dispute has arisen between Harshad and Dhiman.

Harshad Claims:

(1) he should be given interest @ 10% per annum on capital and loan;
(i1) Profit should be distributed in proportion of capital;

Dhiman Claims:

(i) Profits should be distributed equally;

(i) He should be allowed Rs. 2,000 p.m. as remuneration for the period he managed the
business, in the absence of Harshad;

(ii)) Interest on Capital and loan should be allowed @ 6% p.a.

You are required to settle the dispute between Harshad and Dhiman. Also prepare

Profit and Loss Appropriation Account.

(Ans : Harshad’s share in profit Rs. 88,500, Dhiman’s share in profit
Rs. 88,500)

Aakriti and Bindu entered into partnership for making garment on April 01, 2016 without any
Partnership agreement. They introduced Capitals of Rs. 5,00,000 and Rs. 3,00,000 respectively
on October 01, 2016. Aakriti Advanced. Rs, 20,000 by way of loan to the firm without any
agreement as to interest. Profit and Loss account for the year ended March 31 2017 showed
profit of Rs, 43,000. Partners could not agree upon the question of interest and the basis of
division of profit. You are required to divide the profits between them giving reason for your
solution.

(Ans : Profit shares equal Aakriti and Bindu Rs. 21,200)

Rakhi and Shikha are partners in a firm, with capitals of Rs. 2,00,000 and
Rs, 3,00,000 respectively. The profit of the firm, for the year ended 2016-17 is Rs.
23,200. As per the Partnership agreement, they share the profit in their capital ratio, after
allowing a salary of Rs. 5,000 per month to Shikha and interest on Partner’s capital at the
rate of 10% p.a. During the year Rakhi withdrew Rs. 7,000 and Shikha Rs. 10,000 for
their personal use. As per partnership deed, salary and interest are caption treated as
charged. You are required to prepare Profit and Loss Account and Partner’s Capital
Accounts.

(Ans : Loss Transferred to Rakhi Capital Rs.34,720 and Shikha Capital Rs.52,080)

Lokesh and Azad are partners sharing profits in the ratio 3:2, with capitals of Rs. 50,000
and 30,000, respectively. Interest on capital is agreed to be paid
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8.

10.

6% p.a. Azad is allowed a salary of Rs. 2,500 p.a. During 2016, the profits prior to the
calculation of interest on capital but after charging Azad’s salary amounted to Rs. 12,500.
A provision of 5% of profits is to be made in respect of manager’s commission. Prepare
accounts showing the allocation of profits and partner’s capital accounts.

(Ans : Profit transferred to Lokesh’s Capital Rs. 4,170 and Azad’s Capital Rs.2,780)

The partnership agreement between Maneesh and Girish provides that:
(1) Profits will be shared equally;
(i) Maneesh will be allowed a salary of Rs. 400 p.m;
(ii))  Girish who manages the sales department will be allowed a commission equal to 10%
of the net profits, after allowing Maneesh’s salary;
(iv) 7% interest will be allowed on partner’s fixed capital;
(v) 5% interest will be charged on partner’s annual drawings;
(vi) The fixed capitals of Maneesh and Girish are Rs. 1,00,000 and Rs. 80,000, respectively.
Their annual drawings were Rs. 16,000 and 14,000, respectively. The net profit for
the year ending March 31, 2015 amounted to Rs. 40,000;
Prepare firm’s Profit and Loss Appropriation Account.

(Ans : Profit transferred to the Capital accounts of Maneesh and Girish each, Rs.10,290)

Ram, Raj and George are partners sharing profits in the ratio 5 : 3 : 2. According to the
partnership agreement George is to get a minimum amount of Rs. 10,000 as his share of
profits every year. The net profit for the year 2013 amounted to Rs, 40,000. Prepare the
Profit and Loss Appropriation Account.

(Ans : Profit transferred to Ram’s Capital Rs.18,750 Raj’s Capital Rs.11,250 and George’s
Capital Rs.10,000)

Amann, Babita and Suresh are partners in a firm. Their profit sharing ratio is 2:2:1. Suresh
is guaranteed a minimum amount of Rs. 10,000 as share of profit, every year. Any deficiency
on that account shall be met by Babita. The profits for two years ending March 31, 2016
and March 31, 2017 were Rs. 40,000 and Rs. 60,000, respectively. Prepare the Profit and
Loss Appropriation Account for the two years.

(Ans : For the year 2016, Profits transferred to Amann’s Capital, Rs.16,000; Babita’s
Capital Rs.14,000; Suresh’s capital Rs.10,000 and for the year 2017, Profit transferred to
Amann’s Capital Rs.24,000, Babita’s Capital Rs.24,000, Suresh’s capital, Rs.12,000)

Simmi and Sonu are partners in a firm, sharing profits and losses in the ratio of 3:1. The
profit and loss account of the firm for the year ending
March 31, 2017 shows a net profit of Rs. 1,50,000. Prepare the Profit and Loss
Appropriation Account by taking into consideration the following information:
(i) Partners capital on April 1, 2016;

Simmi, Rs. 30,000; Sonu, Rs. 60,000;
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11.

12.

(it) Current accounts balances on April 1, 2016;
Simmi, Rs. 30,000 (cr.); Sonu, Rs. 15,000 (cr.);

(i) Partners drawings during the year amounted to
Simmi, Rs. 20,000; Sonu, Rs. 15,000;

(iv) Interest on capital was allowed @ 5% p.a.;

(v) Interest on drawing was to be charged @ 6% p.a. at an average of six months;

(vi) Partners’ salaries : Simmi Rs. 12,000 and Sonu Rs. 9,000. Also show the partners’
current accounts.

(Ans : Profit transferred to Simmi’s Capital, Rs. 94,162 and Sonu’s Capital,
Rs. 31,388)

Ramesh and Suresh were partners in a firm sharing profits in the ratio of their capitals
contributed on commencement of business which were Rs. 80,000 and Rs. 60,000
respectively. The firm started business on April 1, 2016. According to the partnership
agreement, interest on capital and drawings are 12% and 10% p.a., respectively. Ramesh
and Suresh are to get a monthly salary of Rs. 2,000 and Rs. 3,000, respectively.

The profits for year ended March 31, 2017 before making above appropriations was
Rs. 1,00,300. The drawings of Ramesh and Suresh were Rs. 40,000 and Rs. 50,000,
respectively. Interest on drawings amounted to
Rs. 2,000 for Ramesh and Rs. 2,500 for Suresh. Prepare Profit and Loss Appropriation
Account and partners’ capital accounts, assuming that their capitals are fluctuating.

(Ans : Profit transferred to Ramesh’s Capital Rs.16,000 and Suresh’s Capital, Rs.12,000)

Sukesh and Vanita were partners in a firm. Their partnership agreement provides that:
(1) Profits would be shared by Sukesh and Vanita in the ratio of 3:2;
(i1) 5% interest is to be allowed on capital;
(iii)  Vanita should be paid a monthly salary of Rs. 600.
The following balances are extracted from the books of the firm, on March

31, 2017.
Sukesh Vanita
(Rs.) (Rs.)
Capital Accounts 40,000 40,000
Current Accounts (Cr.) 7,200 (Cr.) 2,800
Drawings 10,850 8,150

Net profit for the year, before charging interest on capital and after charging partner’s
salary was Rs. 9,500. Prepare the Profit and Loss Appropriation Account and the Partner’s
Current Accounts.

(Ans : Profit transferred to Sukesh’s Capital, Rs.3,300 and Vanita’s Capital,
Rs. 2,200)
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Calculation of Interest on Capital and Interest on Drawings

13.

14.

15.

16.

Rahul, Rohit and Karan started partnership business on April 1, 2016 with capitals of Rs.
20,00,000, Rs. 18,00,000 and Rs. 16,00,000, respectively.
The profit for the year ended March 2017 amounted to Rs.1,35,000 and the partner’s
drawings had been Rahul Rs. 50,000, Rohit Rs. 50,000 and Karan Rs. 40,000. The profits
are distributed among partner’s in the ratio of 3:2:1. Calculate the interest on capital @ 5%
p.a.

(Ans : Rahul, Rs. 1,00,000, Rohit, Rs. 90,000, Karan Rs. 80,000)

Sunflower and Pink Rose started partnership business on April 01, 2016 with capitals of
Rs. 2,50,000 and Rs.1,50,000, respectively. On October 01, 2016, they decided that their
capitals should be Rs. 2,00,000 each. The necessary adjustments in the capitals are made
by introducing or withdrawing cash. Interest on capital is to be allowed @ 10% p.a.
Calculate interest on capital as on March 31, 2017.

(Ans : Total interest on Sunflower’s Capital Rs. 22,500 and on Pink Rose’s Capital, Rs.
17,500)

On March 31, 2017 after the close of accounts, the capitals of Mountain, Hill and Rock
stood in the books of the firm at Rs. 4,00,000,Rs.3,00,000 and
Rs. 2,00,000, respectively. Subsequently, it was discovered that the interest on capital @
10% p.a. had been omitted. The profit for the year amounted to
Rs. 1,50,000 and the partner’s drawings had been Mountain: Rs. 20,000, Hill Rs. 15,000
and Rock Rs. 10,000.

Calculate interest on capital.

(Ans : Interest on Capital: Mountain, Rs.37,000; Hill, Rs.26,500; Rock, Rs.16,000)

Following is the extract of the Balance Sheet of, Neelkant and Mahdev as on March 31,
2017:
Balance Sheet as at March 31, 2017

Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Neelkant’s Capital 10,00,000 | Sundry Assets 30,00,000
Mahadev’s Capital 10,00,000
Neelkant’s Current Account 1,00,000
Mahadev’s Current Account 1,00,000
Profit and Loss Apprpriation
(March 2017) 8,00,000
30,00,000 30,00,000

During the year Mahadev’s drawings were Rs. 30,000. Profits during 2016-17 is Rs.
10,00,000. Calculate interest on capital @ 5% p.a for the year ending
March 31, 2017.

(Ans : Interest on Neelkant’s Capital, Rs. 50,000 and Mahadev’s Capital,
Rs. 50,000)
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17. Rishi is a partner in a firm. He withdrew the following amounts during the year ended

18.

19.

20.

March 31,2017.
May 01,2017 Rs. 12,000
July 31,2017 Rs. 6,000
September 30, 2017 Rs. 9,000
November 30,2017 Rs. 12,000
January 01,2018 Rs. 8,000
March 31,2018 Rs. 7,000
Interest on drawings is charged @ 9% p.a.
Calculate interest on drawings
(Ans : Interest on Drawing Rs. 2,295)

The capital accounts of Moli and Golu showed balances of Rs.40,000 and
Rs. 20,000 as on April 01, 2016. They shared profits in the ratio of 3:2. They allowed interest on
capital @ 10% p.a. and interest on drawings, @ 12 p.a. Golu advanced a loan of Rs. 10,000 to the
firm on August 01, 2016.

During the year, Moli withdrew Rs. 1,000 per month at the beginning of every month whereas Golu
withdrew Rs. 1,000 per month at the end of every month. Profit for the year, before the above mentioned
adjustments was Rs.20,950. Calculate interest on drawings show distribution of profits and prepare
partner’s capital accounts.

(Ans : Interest on Drawings : Moli, Rs. 780; Golu, Rs. 660; Profits Moli,
Rs. 9,594; Golu, Rs. 6,396)

Rakesh and Roshan are partners, sharing profits in the ratio of 3:2 with capitals of Rs. 40,000 and
Rs. 30,000, respectively. They withdrew from the firm the following amounts, for their personal
use:

Rakesh Month Rs.
May 31,2016 600
June 30,2016 500
August 31,2016 1,000
November 1,2016 400
December 31,2016 1,500
January 31,2017 300
March 01,2017 700
Rohan At the beginning of each month 400

Interest is to be charged @ 6% p.a. Calculate interest on drawings, assuming that book of
accounts are closed on March 31, 2017, every year.

(Ans : Interest on Rakesh’s Drawings : Rs. 126.50; Rohan’s Drawings Rs. 156 rounded off to
nearest rupee)

Himanshu withdrews Rs. 2,500 at the end Month of each month. The Partnership deed provides
for charging the interest on drawings @ 12% p.a. Calculate interest on Himanshu’s drawings for
the year ending 3 1st December, 2017.

(Ans : Interest on Drawings Rs.1,650)
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21.

22.

23.

24.

25.

26.

Bharam is a partner in a firm. He withdraws Rs. 3,000 at the starting of each month for 12
months. The books of the firm closes on March 31 every year. Calculate interest on
drawings if the rate of interest is 10% p.a.

(Ans : Interest on Drawings, Rs.1,950)

Raj and Neeraj are partners in a firm. Their capitals as on April 01, 2017 were Rs. 2,50,000
and Rs. 1,50,000, respectively. They share profits equally. On July 01, 2017, they decided
that their capitals should be Rs. 1,00,000 each. The necessary adjustment in the capitals
were made by introducing or withdrawing cash by the partners’. Interest on capital is
allowed @ 8% p.a. Compute interest on capital for both the partners for the year ending on
March 31, 2018.

(Ans : Raj Rs. 11,000 and Neeraj’s Rs. 9,000)

Amit and Bhola are partners in a firm. They share profits in the ratio of 3:2. As per their
partnership agreement, interest on drawings is to be charged @ 10% p.a. Their drawings
during 2017 were Rs. 24,000 and Rs. 16,000, respectively.

Calculate interest on drawings based on the assumption that the amounts were withdrawn
evenly, throughout the year.

(Ans : Interest on Amit’s Drawings, Rs. 1,200 and Bhola’s, Rs.800)

Harish is a partner in a firm. He withdrew the following amounts during the year 2017 :
Rs.
February 01 4,000
May 01 10,000
June 30 4,000
October 31 12,000
December 31 4,000

Interest on drawings is to be charged @ 71/ % p.a.
Calculate the amount of interest to be chargéd on Harish’s drawings for the year ending
December 31, 2017.

(Ans : Interest on Drawings, Rs.1,075)

Menon and Thomas are partners in a firm. They share profits equally. Their monthly
drawings are Rs. 2,000 each. Interest on drawings is to be charged @ 10% p.a. Calculate
interest on Menon’s drawings for the year 2000, assuming that money is withdrawn: (i) in
the beginning of every month, (ii) in the middle of every month, and (iii) at the end of
every month.

(Ans : (i) Interest on Drawings, Rs.1,300; (ii) Rs.1,200; (iii) Rs.1,100)

On March 31, 2017, after the close of books of accounts, the capital accounts of Ram,
Shyam and Mohan showed balance of Rs. 24,000 Rs. 18,000 and
Rs. 12,000, respectively. It was later discovered that interest on capital
@ 5% had been omitted. The profit for the year ended March 31, 2017, amounted to Rs.
36,000 and the partner’s drawings had been Ram, Rs. 3,600; Shyam,
Rs. 4,500 and Mohan, Rs. 2,700. The profit sharing ratio of Ram, Shyam and Mohan was
3:2:1. Calculate interest on capital.

(Ans : Interest on Ram’s Capital Rs.480; Shyam’s Capital, Rs.525 and Mohan’s Capital,
Rs.435)
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Guarantee of Profit to the Partners

217.

28.

29.

30.

31.

32.

Amit, Sumit and Samiksha are in partnership sharing profits in the ratio of 3:2:1. Samiksha’
share in profit has been guaranteed by Amit and Sumit to be a minimum sum of Rs.
8,000. Profits for the year ended March 31, 2017 was
Rs. 36,000. Divide profit among the partners.

(Ans : Profit to Amit Rs. 16,800; Sumit, Rs. 11,200; Samiksha, Rs. 8,000)

Pinki, Deepati and Kaku are partner’s sharing profits in the ratio of 5:4:1. Kaku is given a
guarantee that his share of profits in any given year would not be less than Rs. 5,000.
Deficiency, if any, would be borne by Pinki and Deepti equally. Profits for the year amounted
to Rs. 40,000. Record necessary journal entries in the books of the firm showing the
distribution of profit.

(Ans : Deficiency borne by Pinki and Deepti Rs.500 each)

Abhay, Siddharth and Kusum are partners in a firm, sharing profits in the ratio of 5:3:2.
Kusum is guaranteed a minimum amount of Rs. 10,000 as per share in the profits. Any
deficiency arising on that account shall be met by Siddharth. Profits for the years ending
March 31, 2016 and 2017 are Rs. 40,000 and 60,000 respectively. Prepare Profit and Loss
Appropriation Account.

(Ans : year 2015 - Abhay Rs. 20,000, Siddharth Rs. 10,000, Kusum Rs. 10,000; year
2016- Abhay Rs. 30,000, Siddharth Rs. 18,000, Kusum Rs. 12,000)

Radha, Mary and Fatima are partners sharing profits in the ratio of 5:4:1. Fatima is given
a guarantee that her share of profit, in any year will not be less than Rs. 5,000. The profits
for the year ending March 31, 2017 amounts to
Rs. 35,000. Shortfall if any, in the profits guaranteed to Fatima is to be borne by Radha
and Mary in the ratio of 3:2. Record necessary journal entry to show distributioin of profit
among partner.

(Ans : Deficiency borne by Radha, Rs. 900 and Mary, Rs. 600)

X, Y and Z are in Partnership, sharing profits and losses in the ratio of 3 : 2 : 1, respectively.
Z’s share in the profit is guaranteed by X and Y to be a minimum of Rs. 8,000. The net
profit for the year ended March 31, 2017 was Rs. 30,000. Prepare Profit and Loss
Appropriation Account, indicating the amount finally due to each partner.

(Ans : Profit to X Rs.13,200; Y Rs.8,800; Z Rs.8,000)

Arun, Boby and Chintu are partners in a firm sharing profit in the ratio or
2:2:1. According to the terms of the partnership agreement, Chintu has to get a minimum
of Rs. 60,000, irrespective of the profits of the firm. Any Deficiency to Chintu on Account
of such guarantee shall be borne by Arun. Prepare the profit and loss appropriation account
showing distribution of profits among partners in case the profits for year 2015 are: (i) Rs.
2,50,000; (ii) 3,60,000.

(Ans : (i) Profit to Arun Rs.90,000, Boby Rs.1,00,000 and Chintu Rs.60,000
(i1) Profit to Arun Rs.1,44,000, Boby Rs.1,44,000 and Chintu Rs.72,000)
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33

34

35.

. Ashok, Brijesh and Cheena are partners sharing profits and losses in the ratio of 2 : 2 : 1.

Ashok and Brijesh have guaranteed that Cheena share in any year shall be less than Rs.
20,000. The net profit for the year ended March 31, 2017 amounted to Rs. 70,000. Prepare
Profit and Loss Appropriation Account.

(Ans : Profit to Ashok Rs.25,000, Brijesh Rs. 25,000 and Cheena Rs. 20,000)

Ram, Mohan and Sohan are partners with capitals of Rs. 5,00,000, Rs. 2,50,000 and
2,00,000 respectively. After providing interest on capital @ 10% p.a. the profits are divisible
as follows:

Ram yz , Mohan %) and Sohan %; But Ram and Mohan have guaranteed that Sohan’s

share in the profit shall not be less than Rs. 25,000, in any year. The net profit for the year
ended March 31, 2017 is Rs. 2,00,000, before charging interest on capital.

You are required to show distribution of profit.
(Ans : Profit to Ram, Rs. 48,000, Mohan, Rs. 32,000 and Sohan, Rs. 25,000)

Amit, Babita and Sona form a partnership firm, sharing profits in the ratio of 3 : 2 : 1,

subject to the following :

(1) Sona’s share in the profits, guaranteed to be not less than Rs. 15,000 in any year.

(i) Babita gives guarantee to the effect that gross fee earned by her for the firm shall be
equal to her average gross fee of the proceeding five years, when she was carrying on
profession alone (which is Rs. 25,000). The net profit for the year ended March 31,
2017 is Rs. 75,000. The gross fee earned by Babita for the firm was Rs. 16,000.

You are required to show Profit and Loss Appropriation Account (after giving effect to the

alone).

(Ans : Profit transferred to Capital Accounts of; Amit, Rs. 41,400, Babita, Rs.27,600 and
Sona, Rs.15,000)

Past Adjustment

36

37.

. The net profit of X, Y and Z for the year ended March 31, 2016 was Rs. 60,000 and the

same was distributed among them in their agreed ratio of 3 : 1 : 1. It was subsequently
discovered that the under mentioned transactions were not recorded in the books :

(1) Interest on Capital @ 5% p.a.

(if) Interest on drawings amounting to X Rs. 700, Y Rs. 500 and Z Rs. 300.

(i) Partner’s Salary : X Rs. 1000, Y Rs. 1500 p.a.

The capital accounts of partners were fixed as : X Rs. 1,00,000, Y Rs. 80,000 and Z Rs.
60,000. Record the adjustment entry.

(Ans : X Dr. Rs.2,500 , Y credit Rs.2,400 and Z credit Rs.100]
The firm of Harry, Porter and Ali, who have been sharing profits in the ratio of 2 : 2 : 1,

have existed for same years. Ali wants that he should get equal share in the profits with
Harry and Porter and he further wishes that the change in
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the profit sharing ratio should come into effect retrospectively were for the last three year. Harry
and Porter have agreement on this account.
The profits for the last three years were:

(Rs.)
2014-15 22,000
2015-16 24,000
2016-17 29,000

Show adjustment of profits by means of a single adjustment journal entry.
(Ans : Harry (Dr.) Rs.5,000, Porter (Dr.) Rs.5,000 and Ali (Cr.) Rs.10,000)

Mannu and Shristhi are partners in a firm sharing profit in the ratio of 3 : 2. Following is the
balance sheet of the firm as on March 31, 2017.

Balance Sheet as at March 31, 2017

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

Mannu’s Capital 30,000 Drawings :
Shristhi’s Capital 10,000 40,000 Mannu 4,000

Shristhi 2,000 6,000
Other Assets 34,000

40,000 40,000

39.

Profit for the year ended March 31,2017 was Rs. 5,000 which was divided in the agreed ratio, but
interest @ 5% p.a. on capital and @ 6% p.a. on drawings was inadvertently enquired. Adjust
interest on drawings on an average basis for 6 months. Give the adjustment entry.

(Ans : Mannu (Cr.) Rs.288 and Shrishti (Dr.) Rs.288)

On March 31, 2017 the balance in the capital accounts of Eluin, Monu and Ahmed, after making
adjustments for profits, drawing, etc; were Rs. 80,000, Rs. 60,000 and Rs. 40,000 respectively.
Subsequently, it was discovered that interest on capital and interest on drawings had been
omitted.

The partners were entitled to interest on capital @ 5% p.a. The drawings during the year
were Eluin Rs. 20,000; Monu, Rs. 15,000 and Ahmed, Rs. 9,000. Interest on drawings chargeable
to partners were Eluin Rs, 500, Monu Rs. 360 and Ahmed Rs. 200. The net profit during the year
amounted to Rs. 1,20,000. The profit sharing ratio was 3 : 2 : 1. Record necessary adjustment
entries.

(Ans : Eluin (Dr.) Rs.570, Monu (Cr.) Rs.10 and Ahmed (Cr.) Rs.560)

Azad and Benny are equal partners. Their capitals are Rs. 40,000 and
Rs. 80,000, respectively. After the accounts for the year have been prepared it is discovered that
interest at 5% p.a. as provided in the partnership agreement, has not been credited to the capital
accounts before distribution of profits. It is decided to make an adjustment entry at the beginning
of the next year. Record the necessary journal entry.

(Ans : Azad (Dr.)1,000 and Benny (Cr.)1,000)
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41.

42.

43.

44,

Kavita and Pradeep are partners, sharing profits in the ratio of 3 : 2. They employed
Chandan as their manager, to whom they paid a salary of Rs. 750 p.m. Chandan deposited
Rs. 20,000 on which interest is payable @ 9% p.a. At the end of 2017 (after the division
of profit), it was decided that Chandan should be treated as partner w.e.f. Jan. 1, 2014

with %; th share in profits. His deposit being considered as capital carrying interest @ 6%

p.a. like capital of other partners. Firm’s profits after allowing interest on capital were as
follows:

(Rs.)
2014 Profit 59,000
2015 Profit 62,000
2016 Loss (4,000)
2017 Profit 78,000

Record the necessary journal entries to give effect to the above.
(Ans : Kavita (Dr.) 300, Pradeep (Dr.) 200 and Chandan (Cr.) 500)

Mohan, Vijay and Anil are partners, the balance on their capital accounts being Rs. 30,000,

Rs. 25,000 and Rs. 20,000 respectively. In arriving at these figures, the profits for the

year ended March 31, 2017 amounting to Rupees 24,000 had been credited to partners in

the proportion in which they shared profits. During the tear their drawings for Mohan,

Vijay and Anil were

Rs. 5,000, Rs. 4,000 and Rs. 3,000, respectively. Subsequently, the following omissions

were noticed:

(a) Interest on Capital, at the rate of 10% p.a., was not charged.

(b) Interest on Drawings: Mohan Rs. 250, Vijay Rs. 200, Anil Rs. 150 was not recorded
in the books.

Record necessary corrections through journal entries.

(Ans : Debit Anil’s Capital Account by Rs. 550 and Credit Mohan’s Capital Account by
Rs. 550)

Anju, Manju and Mamta are partners whose fixed capitals were Rs. 10,000,
Rs. 8,000 and Rs. 6,000, respectively. As per the partnership agreement, there is a provision
for allowing interest on capitals @ 5% p.a. but entries for the same have not been made
for the last three years. The profit sharing ratio during there years remained as follows:

Year Anju Manju Mamta
2014 4 3 5
2015 3 2 1
2016 1 1 1

Make necessary and adjustment entry at the beginning of the fourth year i.e. Jan. 2015.
(Ans : Mamta (Dr.) Rs. 200, Anju (Cr.) Rs. 100 and manju (Cr.) Rs. 100)
Dinker and Ravinder were partners sharing profits and losses in the ratio of 2:1. The

following balances were extracted from the books of account, for the year ended December
31, 2017.
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Account Name Debit Credit
Amount Amount
(Rs.) (Rs.)
Capital
Dinker 2,35,000
Ravinder 1,63,000
Drawings
Dinker 6,000
Ravinder 5,000
Opening Stock 35,100
Purchases and Sales 2,85,000 3,75,800
Carriage inward 2,200
Returns 3,000 2,200
Stationerry 1,200
Wages 12,500
Bills receivables and Bills payables 45,000 32,000
Discount 900 400
Salaries 12,000
Rent and Taxes 18,000
Insurance premium 2,400
Postage 300
Sundry expenses 1,100
Commission 3,200
Debtors and creditors 95,000 40,000
Building 1,20,000
Plant and machinery 80,000
Investments 1,00,000
Furniture and Fixture 26,000
Bad Debts 2,000
Bad debts provision 4,600
Loan 35,000
Legal Expenses 200
Audit fee 1,800
Cash in hand 13,500
Cash at Bank 23,000
8,91,200 8,91,200

Prepare final accounts for the year ended December 31,2017, with following adjustment:

(a)
(b)
(©
(d)
©

®
)

Stock on December 31,2017, was Rs. 42,500.

A Provision is to be made for bad debts at 5% on debtors.

Rent outstanding was Rs.1,600.

Wages outstanding were Rs.1,200.

Interest on capital to be allowed on capital @ 4% per annum and interest on drawings to be
charged @ 6% per annum.

Dinker and Ravinder are entitled to a Salary of Rs.2,000 per annum

Ravinder is entitled to a commission Rs.1,500.
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(h) Depreciation is to be charged on Building @ 4%, Plant and Machinery, 6%, and furniture
and fixture, 5%.

(i) Outstanding interest on loan amounted to Rs. 350.

(Ans : Gross Profit Rs. 81,500, Net Profit Rs.32,200, Dinker ‘s Capital Rs. 2,47,627 Ravinder’s

Capital Rs.1,71,573, Total of Balance Sheet Rs. 5,29,350)

45. Kajol and Sunny were partners sharing profits and losses in the ratio of 3:2. The following
Balances were extracted from the books of account for the year ended March 31, 2015.

Account Name Debit Credit
Amount Amount
(Rs.) (Rs.)
Capital
Kajol 1,15,000
Sunny 91,000
Current accounts [on 1-04-2005]
Kajol 4,500
Sunny 3,200
Drawings
Kajol 6,000
Sunny 3,000
Opening stock 22,700
Purchases and Sales 1,65,000 2,35,800
Freight inward 1,200
Returns 2,000 3,200
Printing and Stationery 900
Wages 5,500
Bills receivables and Bills payables 25,000 21,000
Discount 400 800
Salaries 6,000
Rent 7,200
Insurance premium 2,000
Traveling expenses 700
Sundry expenses 1,100
Commission 1,600
Debtors and Creditors 74,000 78,000
Building 85,000
Plant and Machinery 70,000
Motor car 60,000
Furniture and Fixtures 15,000
Bad debts 1,500
Provision for doubtful debts 2,200
Loan 25,000
Legal expenses 300
Audit fee 900
Cash in hand 7,500
Cash at bank 12,000
5,78,100 5,78,100
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Prepare final accounts for the year ended March 31,2017, with following adjustments:

(a)
(b)
(c)
(d)
(e)

(H
(2
(h)

V)

Stock on March 31,2015 was Rs.37,500.

Bad debts Rs.3,000; Provision for bad debts is to be made at 5% on debtors.
Rent Prepaid were Rs.1,200.

Wages outstanding were Rs.2,200.

Interest on capital to be allowed on capital at 6% per annum and interest on drawings
to be charged @ 5% per annum.

Kajol is entitled to a Salary of Rs. 1,500 per annum.

Prepaid insurance was Rs. 500.

Depreciation was charged on Building, @ 4%; Plant and Machinery, @ 5%; Motor
car, @ 10% and furniture and fixture, @ 5%.

Goods worth Rs.7,000 were destroyed by fire on January 20, 2015. The
Insurance company agreed to pay Rs.5,000 in full settlement of the claim.

(Ans : Gross Profits Rs. 84,900; Net Profit, Rs. 48,000; Kajol’s Current account, Rs.
27,369; Sunny’s Current Account, Rs. 12,931; Total of Balance Sheet,
Rs. 3,72,500)
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Illustration 1

Anil and Vishal are partners sharing profits in the ratio of 3:2. They admitted Sumit as a new
partner for 1/5 share in the future profits of the firm. Calculate new profit sharing ratio of
Anil, Vishal and Sumit.

A o e

Solution
1
Sumit’s share = r
Remaining sh -l _ 4
emaining share = 5 = S
Anil’s new share = 3 of LA 12
5 5 25
Vishal’s new share = 2 of 4 - 8
5 5 25

New profit sharing ratio of Anil, Vishal and Sumit will be 12:8:5.
Note: It has been assumed that the new partner acquired his share from old partners in old ratio.
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Illustration 2

Akshay and Bharati are partners sharing profits in the ratio of 3:2. They admit Dinesh as a new
partner for 1/5th share in the future profits of the firm which he gets equally from Akshay and
Bharati. Calculate new profit sharing ratio of Akshay, Bharati and Dinesh.

Solution
Dinesh’s share= 1 2
inesh’s share= 5T 7o
Akshay’s sh: = 3. 1_5
shay’s share = 5 70 10
, _ 2_1_3
Bharati’s share = 5 7010

New profit sharing ratio between Akshay, Bharati and Dinesh will be 5:3:2.

Illustration 3

Anshu and Nitu are partners sharing profits in the ratio of 3:2. They admitted Jyoti as a new
partner for 3/10 share which she acquired 2/10 from Anshu and 1/10 from Nitu. Calculate the

new profit sharing ratio of Anshu, Nitu and Jyoti.

Solution
. 3
Jyoti’s share = =
10
Anshu’s new share = E _ l = i
5 10 10

Old share — Share Surrendered
2 1 3

5 10 10

Nitu’s new share

The new profit sharing ratio between
Anshu, Nitu and Jyoti will be 4 :3 : 3.

Illustration 4

Ram and Shyam are partners in a firm sharing profits in the ratio of 3:2. They admit Ghanshyam
as a new partner. Ram surrenders 1/4 of his share and Shyam 1/3 of his share in favour of
Ghanshyam. Calculate new profit sharing ratio of Ram, Shyam and Ghanshyam.
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Solution

Ram’s old share = %
1 3 3
Share surrendered by Ram = -~ of ===
4 5 20
Ram’s new share = 3. 3.2
5 20 20
Shyam’s old share = %
1 2 2
Share surrendered by Shyam = —of -=¢
3 5 15
Shyam’s new share = 2_2_14
5 15 15
Ghanshyam’s new share = Ram’s sacrifice + Shyam’s Sacrifice
3 2 17
= —_—t—=
20 15 60

New profit sharing ratio among Ram, Shyam and Ghanshyam will be 27:16:17

ITllustration 5

Das and Sinha are partners in a firm sharing profits in 4:1 ratio. They admitted Pal as a new
partner for 1/4 share in the profits, which he acquired wholly from Das. Determine the new
profit sharing ratio of the partners.

Solution
s _ 1
Pal’s share = =
4
Das’s new share = OId Share — Share Surrendered

- 4.1 _ 1

5 4 20
L 1
Sinha’s new share = S

The new profit sharing ratio among Das, Sinha and Pal will be 11:4:5.
3.4 SN (Sacrificing Ration) :
RS SN (S ATS SN[ WA Gel) OITR SANCSF B 0719 FC0 70 27,
SISl #AT® e | S<AIR @I Sp19] 25 -
TS Ao T — TS Tgel XA
(O1d Share of Profit - New Share of Profit)



120 G-JARFTEIN IR 2B 93¢ A 20775

@D ST T ZRCZ TGl SRAME ASDIAR SR 77w SRR SIS 1 ZIOT
Ty 5 fTe @ IR T (7 (@ ST Aot w2l Siierae 0 it f2ifsws 1 g 90 1 93
Siifs TSI SRR B! (T2 SAITS ©lot 1 27 (@ SIS O Tgel SRAMICIR Sy Syl
FI FCATRE, A G541 AT |

SRAMRR S AP ST ANNTES BT (el 23, Tl 27w S i, erepial Al
@3 7S SiIe 2T AT | SRRt Gral (7= TR (LI oo SIAMIR 2T SIS g
(AT OIS (I SIS ST S (i 7w 75 35311 71 20 AT | ATRITS el Il I T
TS (e T | 9ol ARPRIOTS AT SAMITR wge Sl SR =igel (At v Ted o
SINTIS (&F FACO 2R | TR 6 (AT 8 21T (74, a1 AR F=ISTS KFeIta wpiafgoite stom w21
2|

Tllustration 6

Rohit and Mobhit are partners in a firm sharing profits in the ratio of 5:3. They admit Bijoy as a
new partner for 1/7 share in the profit. The new profit sharing ratio will be 4:2:1. Calculate the
sacrificing ratio of Rohit and Mohit.

Solution
. 5
Rohit’s old share = g
140 4
Rohit’s new share = >
Rohit’s sacrifice = 2 _ i = i
8 7 56
. 3
Mohit’s old share = 2
. 2
Mohit’s new share = =
Mohit’s sacrifice = E _ 2 = i
8 7 56

Sacrificing ratio among Rohit and Mohit will be 3:5.

Tllustration 7

Amar and Bahadur are partners in a firm sharing profits in the ratio of 3:2. They admitted Mary
as a new partner for 1/4 share. The new profit sharing ratio between Amar and Bahadur will be
2:1. Calculate their sacrificing ratio.
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Solution

Marry’s share -1
4
Remaining share = 1—% = %
This 3/4 share is to be shared by Amar and Bahadur in the ratio of 2:1.
Therefore,
Amar’s new share -2 of 3.6 or 2
12 4
Bahadur’ h = f 3_ 3,1
ahadur’s new share 30 2 2 2

New profit sharing ratio of Amar, Bahadur and Mary will be 2:1:1.

Amar’s sacrifice = 3_2 = 2
5 4 20
Bahadur’s sacrifice = 2 _1 = i
5 4 20

Sacrificing ratio among Amar and Bahadur will be 2:3.

Illustration 8

Ramesh and Suresh are partners in a firm sharing profits in the ratio of 4:3. They admitted
Mohan as a new partner. The profit sharing ratio of Ramesh, Suresh and Mohan will be 2:3:1.
Calculate the gain or sacrifice of old partner.

Solution
4
Ramesh’s old share = -
2
Ramesh’s new share = g
Ramesh’s sacrifice = i — 2 = B
7 6 42
3
Suresh’s new share = g
) 3
Suresh’s old share = >
Suresh’s gain - 3. 3_3
6 7 42
Mohan’s sh LA
ohan’s share = s
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Ramesh’s sacrifice

Suresh’s gain+tMohan’s gain
3 7 10

—_t =

42 42 42

In this case, the whole sacrifice is by Ramesh.

( Test your Understanding - I )

1. A and B are partners sharing profits in the ratio of 3:1. They admit C for 1/4 share in the future
profits. The new profit sharing ratio will be:

A2 g2 4
@ AT Ble C16
b A B 4
®) ATe. B €16

A0 o2 4
© At Bier C 16
0 A 2 o
@ ATe Big CT6

2. Xand Y share profits in the ratio of 3:2. Z was admitted as a partner who sets 1/5 share. New
profit sharing ratio, if Z acquires 3/20 from X and 1/20 from Y would be:
(a) 9:7:4 (b) 8:8:4 (c) 6:10:4 (d) 10:6:4

3. Aand B share profits and losses in the ratio of 3 : 1, C is admitted into partnership for 1/4 share.
The sacrificing ratio of A and B is:
(a) equal (b) 3:1 (c)2:1 (d) 3:2.

& J

3.5 (Goodwill)

AN 2o SRAMIE PR ERireeiEna @t e e i afeoe smsforma s e
(TS =t 205 FEURWE) AT TN-AIH IBET AT 2AfTTSe, G ST 27 [l
SRR & A GG AR T |

3.5.1 Jta 9 (Meaning of Goodwill)

SR AT A 956 Feifsfoe e e a9, Wifs g3z Regs i seicss 7R 3
07 | @S @3 Tge RIS AT oI IS E SR (@ AT SIS (o T2 6 | AR e
@2 TSI AR Wi Tenoes 1w @1 23|

@it g SR s 2ot Rtafbe 22| SRrel A 251 @36 FIeE Wifes e [
SRATS ARG AT JAF G SO | AT @61 (] AR T T4 G760 AT

IR S 6T AWl U |
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o @I g &y 91 amie S0, T OIS G2 SIS Sehiey ARSI 7l 2l A
e FANTSH QIR S STE o T3 FCH GO |
LS ORI, FANE AV AifEfe SR SRR 6w 0 A IR ANLFTET
FCST AN AFT TR o AN MRS T @TS A | JOAR TN (1 94wz [y

2T T AT SR SSre] B | O T Tl AL TS SSie] B Al S 72
I (@I AN A |

3.5.2 IR EHCE elfe S ToAMTTRR

(Factors Affectting the value of Goodwill)

IS S LIRS FC G o Peiafe g -
1. IR 2@ (Nature of Business) : G GF6 RN Tl T3 ALNErS iely s
7 3 @3 FfSA izt A, ST oo wie F0e T 2 @R S8 FAN S

=

2N |

2. S (Location) : I A5G (FRITTRITET SRS 27 At G (A R A @A
AT RGB! (9], SR AT sAfwTiel @ 27|

3. GRNIF wwel (Efficiency of Management) : @30 J2IfA5ifere Srapial Axigers T
TesfmereTe! @R AT SARTBE wwrer it Sorelal 3= | @ft AfeHe o sted
(2 #IfbIfeTe T g% OfF AN Tiee @ =0T |

4. ArecEF #ifa=Ife (Market Situation) : GFHHAN SRR A1 SR Afotaifae! T 1w
ST Gl ST I I Tl AAINCS Goed W= Wi #Af5ifere 30 |

5. e R (Special advantages) : (3 <t 2AfSDIw SINwIf SR, T8 2 [
TRRAICET 5!, Tl TR ANerin 5, Y7 et =i, (oteos,
GUA Bl o Re R (S0 e 2fevi AT Thod S Soirels! 3 |

3.5.4 IS TEHEAR 2TST1Z (Methods of valuation of Goodwill) :

QARG FAN @ SEoRTi ow, @F o0 AT Aot 71 47 I | SIAMIR A
TR SEURCAR & [Jfow 2o 21 1 @0 A | 9H(6 2171 9A¢IFIFS FACR T o)
I AT FH6IFFS FACE e (A (& 200 AT | TR @ 2= =1 AT ol
FACS Z(A ©f IS SRAMT G TG SIS SRAMIME N0 A Fraeg wem @re
A |
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NG SRR g oo g -

1. 91T #Te 2=(fS (Average profit method)

2. S Si%if® (Super profit method)

3. JETR “%(fS (Capitalisation method)

3.5.4.1 STETSA “™(TS (Average profit method)

G2 FRFOTS 5o FEF LR T IS FRAFS IR MRA 7! AT eV 1 27 |
«ft @5 3 SRR ToiF fofe 0 tofd T TR0 @-FIT! Tga A O FIGTHF &L
FEF TG (FICA! NS SGe] FACS T 21 | TR, (@ IF G ovalisy 5207 7 703 OIS
SR AN A GFO DR S 2 IO F(F [ AL IS T O S S I
T | NS oG] Role Igg9|eld o1¢ #e(s AefifEie qRias AR Il 99 T Sl 0
Tihw |

TizgerFgol, I (@I A oS 91T A=A 20,000 BiF @R @ =il 1 27 (@ @2
SIS SIS T oo TR0 Sel) SRYTES R | A 350 204 — Rs. 60,000 (Rs. 20,000 x3).

Tllustration 9

The profit for the five years of a firm are as follows — year 2013 Rs. 4,00,000; year 2014 Rs.
3,98,000; year 2015 Rs. 4,50,000; year 2016 Rs. 4,45,000 and year 2017 Rs. 5,00,000.
Calculate goodwill of the firm on the basis of 4 years purchase of 5 years average profits.

Solution

Year Profit
(Rs.)

2013 4,00,000
2014 3,98,000
2015 4,50,000
2016 4,45,000
2017 5,00,000
Total 21,93,000

Average Profit = Total Profit of Last5 Years  _ Rs. 21,93,000 _ Rs. 4,38,600

No.of years 5
Goodwill = Average Profits X No. of years purchased

Rs. 4,38,600 x 4 =Rs. 17,54,400
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IR GATH 21T G2 el fefere w1 2 @ ofayres sives ANids »fhfere @i
ARSI 2@ |
Tt Suiggelfb Al 9ites S e s el 20I0R | T FI1 A I A 2T daerel
2NF O3 A 26T T2 ANCSH N(F 70| IR AT G T ©F (RS e 0
fRafo® 2 | eaRk, @Bl N T @, 1, 2, 3, 4 47 o SREE THiF fofe Fg 7ifFe qmeaa area
TS T (T 1 T | qiZ0aw, 7 B A ©ra2 ST 91T 92T 1 THw |
(Tmr=Rel 10 @R 11 (e 1)

Illustration 10
The profits of firm for the five years are as follows:

Year Profit

(Rs.)
2012-13 20,000
2013-14 24,000
2014-15 30,000
2015-16 25,000
201617 18,000

Calculate the value of goodwill on the basis of three years’ purchase of weighted average
profits based on weights 1,2,3,4 and 5 respectively.

Solution
Year Ended 31°" March Profit | Weight Product
(Rs.)

2012-13 20,000 1 20,000
2013-14 24,000 2 48,000
2014-15 30,000 3 90,000
2015-16 25,000 4 1,00,000
201617 18,000 5 90,000

15 3,48,000

Weighted Average Profit — Rs. 348000 _ g 23,200

15
Goodwill = Rs. 23,200 x 3 = Rs. 69,600
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ITllustration 11

Calculate goodwill of a firm on the basis of three year’ purchase of the weighted average
profits of the last four years. The profit of the last four years were: 2012 Rs. 20,200; 2013
Rs. 24,800; 2014 Rs. 20,000 and 2015 Rs. 30,000. The weights assigned to each year are :

G-JAFCSA TPUEF 2B 97 <A (27T

2012 —-1;2013 - 2; 2014 — 3 and 2015 — 4.
You are supplied the following information:

1. On September 1, 2014 a major plant repair was undertaken for Rs. 6,000, which
was charged to revenue. The said sum is to be capitalised for goodwill calculation

subject to adjustment of depreciation of 10% p.a. on reducing balance method.

2. The Closing Stock for the year 2013 was overvalued by Rs. 2,400.
3. To cover management cost an annual charge of Rs. 4,800 should be made for

purpose of goodwill valuation.

Solution
Calculation of Adjusted Profit 2012 2013 2014 2015
Rs. Rs. Rs. Rs.
Given Profits 20,200 24,800 20,000 30,000
Less: Management Cost 4,800 4,800 4,800 4,800
Add: Capital Expenditure 15,400 20,000 15,200 25,200
Charged to Revenue - - 6,000 -
15,400 20,000 21,200 25,200
Less: Unprovided Depreciation - - 200 580
15,400 20,000 21,000 24,620
Less: over valuation of Closing Stock - 2,400 - -
15,400 17,600 21,000 24,620
Add: over value of opening stock - - 2,400 -
Adjusted Profits 15,400 17,600 23,400 | 24,620
Calculation of weighted average profits:

(Rs.)

Year Profit Weight Product

2012 15,400 1 15,400

2013 17,600 2 35,200

2014 23,400 3 70,200

2015 24,620 4 98,480

Total 10 2.19,280
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2,19,280

Weight Average Profit = Rs. = Rs. 21,928

Goodwill = Rs.21,928 x3 = Rs. 65,784

Notes to Solution

(i)  Depreciation of 2014 = 10% of Rs. 6000 for 4 months
= Rs. 6000 x 10/100 x 4/12 =Rs. 200
(i)  Depreciation of 2015 = 10% of Rs. 6000 — Rs. 200 for one year

= Rs. 5800 x 10/100 + Rs. 580
(iii)) Closing Stock of 2014 will become opening stock for the year 2015.

(5N

3.5.4.2 S S (Super Profits Method)

TN Slefe L oI Y (e A SgE) Afed A gl 2@, 7 @i Tom
Tl AfSfre 2 O Wt ARBIERR 22N IS T2 (@I S B[S FACO I ZE | TR,
@ i HeTfs [P ST IR OIS AL TP -G Al (MG SIS FANAT 0 B e
T 2T | O(F GBI I A @— (O TG (G AT W@ (712, Afb G wifFstel ez sy
Fram 1 @8 IR T ToAT AL S (AT @ | TSR, TR T 2o A
SAfzacs wfefae wren fofere w1 AGAT | AR JAFT GE o4F© TR AT SRATE
s ReT wfefze v 27|

AR A = R sErce * JAReR A 2=
100

Capital Employed Normal Rate of Return
100

Normal Profit =

SR, @ Rupe AfRimE 150,000 B0 SELGTR Bo 18,000 TIPS TR €%
Freifs JAFF 2K 28 15,000 B (1,50,000 x 10/100) | G3CHCG SRS 267 3,000 il
(18,000 —15,0005%) | SIfEE[Iw #=(fSTe s faize T 27 Sy RS w1 =@
BRI FRAI TR T | AW ST SWIRAE Bl A (€T T (@ AP & SRATS 5
TRF AT SIS A SIRCE AR ARG 23 15,000 5=t (3000 x5) | SOdF €3 =g
g7t foget

1. oG A ool 9|

2. AR ARG fofers RGITers serts sdEe sces s = |
3. G YA (ACF IR YA Rl I A siof 41 |
4

. SAIPICE SR TR AT SO @I el S AN Al T |
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Tllustration 12

The books of a business showed that the capital employed on December 31, 2015,
Rs. 5,00,000 and the profits for the last five years were: 2010—Rs. 40,000: 2012-
Rs. 50,000; 2013-Rs. 55,000; 2014-Rs.70,000 and 2015-Rs. 85,000. You are required
to find out the value of goodwill based on 3 years purchase of the super profits of
the business, given that the normal rate of return is 10%.

Solution

Normal Profits = Capital Employed Normal Rate of Return

100
= R, 2:00:000x10_ pq 50,000
100
Average Profits:
Year Profit
(Rs.)
2011 40,000
2012 50,000
2013 55,000
2014 70,000
2015 85,000
Total 3,00,000
Average Profits = Rs. 3,00,000/5 =Rs. 60,000
Super Profit = Rs. 60,000 — Rs. 50,000 = Rs. 10,000
Goodwill = Rs. 10,000 x 3 = Rs. 30,000

Tllustration 13

The capital of the firm of Anu and Benu is Rs. 1,00,000 and the market rate of interest is
15%. Annual salary to partners is Rs. 6,000 each. The profits for the last 3 years were Rs.
30,000; Rs. 36,000 and Rs. 42,000. Goodwill is to be valued at 2 years purchase of the last
3 years’ average super profits. Calculate the goodwill of the firm.

Solution
Interest on capital = 1,00,000 x % = Rs. 15,000............ (1)
Add: partner’s salary = Rs.6,000% 2 = Rs. 12,000............ (ii)
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Normal Profit(i+ii) = Rs. 27,000

Average Profit = Rs.30,000+Rs.36,000+Rs.42,000 = Rs, =220

= Rs. 36,000
Super Profit = Average Profit-Normal Profit
= Rs.36,000-Rs. 27,000
= Rs. 9,000
Goodwill = Super Profit x No of years’ purchase
= Rs. 9,000 x 2
= Rs. 18,000

3.5.4.3 EY=Ee 27fe (Capitalisation Methods)
@2 ARETS AT o 12 T T @TS AT | (a) T IAPIF TR 2= St (b)
SARPIT IETLA B |
(a) 91T JAIPIF LI (Capitalisation of Average Profits) : €2 AR 51C TR EITS
6T (AF JPNE &Fe RIS e (S5 7=0m) I M IR @ eE 2Es
fefers R or e w1 2 | gre ibe isiejwel 21 fwge
(i) T IS IZEFT TS FSfers o #re fagold 3|
(i) TR TR AT @7 TR S T 5T JAFIE TR TR NG G I
Erifere
o Tt fadfize <t =2
G I x 100 / FreiRE w2
(Average profit x 100/normal rate of return)

(i) GG 3rifE (I =l (AT s v A fnw age [ifwifers e (St s7ife)
fergotel <=1

Rftaifere T@x = @i rife (7 =ren)- JifZTF wiw|

(capital employed = Total assets (excluding goodwill - outside liabilities)
(iv) T ST JELIRTS o (ATF A6 T ECF I T FATHT tol 1 720 (i) - ().

Tllustration 14

A business has earned average profits of Rs. 1,00,000 during the last few years and the
normal rate of return in a similar business is 10%. Ascertain the value of goodwill by

capitalisation average profits method, given that the value of net assets of the business is Rs.
8,20,000.

Solution

Capitalised Value of Average Profits

1,00,000 x 100
’ 10

Rs =Rs. 10,00,000
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(b) ST JHLI (Capitalisation of Super profit) : AT SREHRPR JETLAN FCH
AN e T A | G2 2RSTS ST AT SFREIRS o FRER @ e @ |
qUEa, RS QioeE SEes |

() afSdim RfTmifere germ st 791 @O @i 716 (s ifZ ww am e forgotet
41 27|

(i) RIS etz o M=el TS 5l 9 |
(iii) o1 TRFCET I A ATE e SAE @ 3+ |
(iv) 9% AP (ATF FOIRT JARPIE AW WO STl ofele 41 |
(V) TSR AT QS B SRS ol T | =,

I = S x 100 / TS I 29|

(Goodwill = super profit x 100/normal rate of return)

ST, AN Z6 SR EITS 67 | @2 S=ifere Fe o M 9w Aice
IR 9T TS 3F @2 2(J |

TRIZRETFTA, 14 71 SUIRAE 26 THAMIA (A0, @A 97 &% 100,000 G @38 Freis
1% 82,000 BF (10% of Rs.820,000) | SRR 5io 1 263 18,000 Bisl (Rs. 100,000 — Rs.
82,000). FIN G e FFCA 26 |

100
Rs. 18,000 x 10 =Rs. 1,80,000.
Illustration 15

1. The goodwill of a firm is to be worked out at three years’ purchase of the average
profits of the last five years which are as follows:

Years Profits (Loss)

(Rs.)
2012 10,000
2013 15,000
2014 4,000
2015 (5,000)
2016 6,000

2. The capital employed of the firm is Rs. 1,00,000 and normal rate of return is 8%,
the average profits for last 5 years are Rs. 12,000 and goodwill is to be worked out
at 3 years’ purchase of super profits,

3. Rama Brothers earn an average profit of Rs. 30,000 with a capital of
Rs. 2,00,000. The normal rate of return in the business is 10%. Using capitalisation
of super profits method work out the value the goodwill of the firm.
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Solution

1. Total Profits = Rs. 10,000 + Rs. 15,000 + Rs. 4,000 + Rs. 6,000 — Rs. 5,000
=Rs. 30,000
Average Profits = Rs. 30,000/5 = Rs. 6,000
Goodwill = Average Profits x 3 = Rs. 6,000 % 3 = Rs.18,000
2. Average Profit = Rs. 12,000

8
Normal Profit = Rs.1,00,000 % o0 — Rs. 8,000

Super Profit=Average Profit — Normal profit = Rs. 12,000 — Rs. 8,000
= Rs. 4,000

Goodwill=Super Profit x 3= Rs. 4,000x3 = Rs. 12,000

3. Normal Profit= Rs. 2,00,000 x 10/100 = Rs. 20,000

Super Profit = Average Profit — Normal Profit = Rs. 30,000 — Rs. 20,000
= Rs. 10,000

Goodwill=Super Profitx 100/Normal Rate of Return

= 10,000x 100/10 = Rs. 1,00,000.

3.5.5 JFITH AR Fac =i (Treatment of Goodwill) 6

@A SITAR I6 20T, g Al SieTe SRAmE I I SAmme IR (AT AfedIea
AR OIF S S I | I SARPIT S o 21 TR Sy Oitvd g1 HhomjFel
weTR Ty g wfefig Al wief Sitaw | @hitE O FIeE S =i wifefe w4t =%
(fefirmre =1 =27 | Rewreir, fof e 2@t afSdieTa o s@ren SeawEms AR
s T A Tliol 1 (@O AT | ©IF T4 GG Tgel ST 2129 T 2, FACH
fafaemeae 736 St St @0 AN : (i) i omfo am @3 (2) ez sfox
B |

3.5.5 faifsmis “=fS (Premium Method)

U Tl SRAM ST AT S T 27 I, O 3 9fefb Sepraet T 2301 Tgw
SRAMITT 276 AR w2 IO SAMIFR N St Sl MG 356+ 341 27 |
Tt @3 o2 SIS TR (IFAICOINR) AGFFSIF Tgel SRAMITAT ! 2wl T4 27 |
SR FIGE AR F2Te (@I WA (AR 2T 27 1 | M (0, 99 2 L FIeia
MG oI 41 27, 93 fasferfie sitawt midspTgz el 27|

(1) Cash A/c Dr.
To Goodwill A/c
(Amount brought by new partner as premium)
(i) Goodwill A/c Dr.

To Existing Partners Capital A/c (Individually)
(Goodwill distributed among the existing
partners in their sacrificing ratio)
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RFTeITd, I3 S el SRR o o719 AT FEs 91 21 IR SRR Rty Sicimios
ST ST AR S 21T TR A 11 2 | G2 CFCa SICm] wlRen] g i =l =0

@) CashA/c Dr.

To New Partner’s Capital A/c
(Amount brought by new partner for his
share of goodwill)

(i) New Partner’s Capital A/c Dr.
To Existing Partner’s Capital A/cs (Individually)

(Goodwill brought by new partners distributed

among the existing partners in their

sacrificing ratio)

Tl SRR PRI (T3 (@ S0 e RARAITS @os 263 ARt sief e sieg
A b, Sra SIS (e wife! (remis 2tae (72 | 7, oit PR 03 (@ ol o1 Sreree 36
TR (=1l At =), wizee fafafs sifsfae wifke fre 21 -

Existing Partner’s Capital A/c (Individually) Dr.
To Cash A/c
(The amount of goodwill withdrawn by the
existing partners)

ITllustration 16

Sunil and Dalip are partners in a firm sharing profits and losses in the ratio of 5:3. Sachin is
admitted in the firm for 1/5 share of profits. He is to bring in
Rs. 20,000 as capital and Rs. 4,000 as his share of goodwill. 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.

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

Solution

(a) When the amount of goodwill credited to existing partners is retained
in business
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Books of Sunil and Dalip

Journal
Date Particulars LF Debit Credit
(Rs.) (Rs.)
(1) Cash A/c Dr. 24,000
To Sachin’s Capital A/c 20,000
To Goodwill A/c 4,000
(The amount brought in by Sachin as
Capital and Goodwill)
(i) Goodwill A/c Dr. 4,000
To Sunil’s Capital A/c 2,500
To Dalip’s Capital A/c 1,500
(Goodwill transferred to Sunil and Dalip
in the ratio of 5:3)

eI, T 23117 920 ANIGR 1 Arets =1 Sl 27, Sizee fafaiie nilkeejen aies
F AT AT

Q) Cash A/C Dr. 24,000
To Sachin’s Capital A/c 24,000
(ii) Sachin’s Capital A/c Dr 4,000
To Sunil’s Capital A/c 2,500
To Dalip’s Capital A/c 1,500

Bl @B 4CF (ST TRRE @, GIAGATS 7HTOT P! 15 S2AToT S |
(b) When the amount of goodwill credited to existing partners is fully withdrawn.

Journal
Date Particulars L.F. Debit Credit
(Rs.) (Rs.)
1. Same as in (a) above
2. Same as in (a) above,
3. Sunil’s Capital A/c Dr. 2,500
Dalip’s Capital A/c Dr. 1,500
To Cash A/c 4,000
(Cash withdrawn by Sunil and Dalip
equal to their share of goodwill)

(¢) When 50% of the amount of goodwill credited to existing partners
is withdrawn.
Journal

Date Particulars LF Debit Credit
(Rs.) (Rs.)

1. Same as in (a) above,
2. Same as in (a) above
3. Sunil’s Capital A/c 1,250
Dalip’s Capital A/c 750

To Cash A/c 2,000
(Cash withdrawn for 50% of their share
of goodwill)

=i
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Tllustration 17

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

Solution

(a) Ajay will bring Rs. 5,000 (1/4 of Rs. 20,000) as his share of goodwill (premium)
(b) Sacrificing Ratio is 2:3 as calculated below:

For Vijay, old ratio is 3/5 and the new ratio is 2/4, hence, his sacrificing ratio is
3 2 _12-10 _ 2

5 4 20 20
For Sanjay, old ratio is 2/5 and the new ratio is 1/4, hence, his sacrificing ratio

201
is = Z——
5 4 20 2

_8-5_ 3

Books of Vijay and Sanjay
Journal

Date

Particulars LF Debit Credit
(Rs.) (Rs.)

Cash A/c Dr. 35,000
To Ajay’s Capital A/c 30,000
To Goodwill A/c 5,000

(The amount of capital and goodwill

brought by Ajay)

Goodwill A/c Dr. 5,000
To Vijay’s Capital A/c 2,000
To Sanjay’s Capital A/c 3,000

(the amount of goodwill brought by Ajay

shared by Vijay and Sanjay in their

sacrificing ratio)

Vijay’s Capital A/c 2,000
Sanjay’s Capital A/c 3,000

To Cash A/c 5,000
(Cash withdrawn by Vijay and Sanjay
for their share of goodwill)

=~

Note: Alternatively, journal entries (1) and (2) could be as follows:
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Books of Vijay and Sanjay

Journal
Date Particulars LF Debit Credit
(Rs.) (Rs.)
1. Cash A/c Dr. 35,000
To Ajay’s Capital A/c 35,000
(Ajay brought in Rs. 30,000 for capital
and Rs. 5,000 as goodwill)
2. Ajay’s Capital A/c Dr. 5,000
To Vijay’s Capital A/c 2.000
To Sanjay’s Capital A/c 3,000
(Amount of goodwill brought in by Ajay
shared by Vijay and Sanjay in their
sacrificing in the ratio of 2:3)

Y A R 3o "i’@% IS ATH(When goodwill already existts in books) : T A7
B0 AN (2T B ST ST Ers Tt AN A< <=t w1 2rafes | 912 26, 72
GG TP SRRV ©IF A S T ST, S AN 320 g sifasniel =i wief )38
TSI QTS 2T | GBFCE, SRS SRAMIA Tl SRR A= T ST G w12 (e
FA 27, R ARG T2 7S SR O A A I SIATTS SR o1
T 2 | [5g <ot afn g 21 21 (@ 7j31ew 0T 2719 3208 1N 2mf*fe 0o AR, ©IR0E Toa
SRAMICIR G ST A o7 ST 200 291 AT wieffe, Foas 930e 22w (A2 [wgss
fRITeT S A ST o) Tge SAMRE ©fF e SiKea S s=ij2 wsmaest fac
PO 2 |

Trizgeragst, 17+ Snizar, fSHitaa s e a1 20fee 20,000 B @3 Sew A
ARSI 1/4 A SIS Tely AR SRS A 220 5 ZRE | 5,000 B! (37 AT ¥ 1w e
ST | 420 I, 2SI RARRITS FR T 10,000 BiF, 3R ITFCG G351 (1T FT€ (et
23 (@ NS LTI AN 20T | AT, Ko @3 A 2o AT ST Sl 10T o s
TR 217, KA S SR A9 Sy et sicawi wifien (rem 23 |

Date Particulars LFE Debit Credit
(Rs.) (Rs.)
Vijay’s Capital A/c Dr. 6,000
Sanjay’s Capital A/c Dr. 4,000
To Goodwill A/c 10,000
(Goodwill written-off in old ratio)

O3 I SRR I AU (@ TR (93w A PRS2, GITHig e SR
(& AR (NG 36T @R e Jrema ALHE SR AR =ike AR S0 207 | S
SERCE 0O 2 @G 2500 5= {10,000 @ 1/4 (20,000 TiF — 10,000 Gid)} |
SR SRAMRIHE O ST SITS aAvie Fa1 207 G gty S sifaste® @14 &g
SERIRGIE = R
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IHlustration 18

Srikant and Raman are partners in a firm sharing profits and losses in the ratio of 3:2. They

decide to admit Venkat into partnership with 1/3 share in the profits. Venkat brings in Rs

30,000 as his capital. He also promises to bring in the necessary amount for his share of

goodwill. On the date of admission, the goodwill has been valued at Rs 24,000 and the

goodwill account already appears in the books at Rs 12,000. Venkat brings in the necessary

amount for his share of goodwill and agrees that the existing goodwill account be written off.
Record the necessary journal entries in the books of the firm.

Solution
Books of Srikant and Raman
Journal

Date Particulars LF Debit Credit
(Rs.) (Rs.)
1. Cash A/c Dr. 38,000
To Venkat’s Capital A/c 30,000
To Goodwill A/c 8,000
(Amount brought in by Venkat as his
capital and his share of goodwill)

2. Goodwill A/c Dr. 8,000
To Srikant’s Capital A/c 4,800
To Raman’s Capital A/c 3,200

(Goodwill brought in by Venkat shared

by old partners in their ratio of sacrifice)

3. Srikant’s Capital A/c Dr. 7,200
Raman’s Capital A/c Dr. 4,800
To Goodwill A/c 12,000
(Goodwill already appearing in books
written-off in the old ratio)

Note:  Since nothing is given about the ratio in which the new partner acquires his share of profit from Srikant
and Raman, it is implied that they sacrifice their share of profit in favour of Venkat in the old ratio i.e.,
3:2.

3.5.5.2 Z[FIE/FUPW 2%(fS (Revaluation Method) :
G2 SRS T ST T F( TL T SRR O A S<l 51w S0 0 et =1t | «agot
AfRIOTS RN A I SIS FACH FBARATS s sicamiom e @#fes
P AN LT (I 2T |

4 AR AR AfSDITTa BNRITs oraitetl 23, GTewea 1t T8Il QA |

(a) SRV 2ZE T FRARITS FA (] 20 G

(b) SR 22T AN FARATS 2742 i Rty et |
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(a) T R2ARAITS (FI FJNCIT ST (12 (When no goodwill exists in the books) : T4 e
AR 22T T FRARRITS (I AR S8 e a1, JAICH AR 12 ©iF S emce
CRAITS T(A | G35 5[ T ST IRt (TR @3k A1 A5+ SoIiTe AN SIAmIEs
TRNST e el 20 | Sieaml MR 70 :

Goodwill A/c Dr.

To Old Partners’ Capitals A/c (individually)
(Goodwill raised at full value in the old ratio)

GO Tfoe AR sfafen 2feRitTa By sita amis =q |

Illustration 19

Ahuja and Barua are partners in a firm sharing profits and losses in the ratio of 3:2. They
decide to admit Chaudhary into partnership for 1/5 share of profits, which he acquires
equally  from  Ahuja and Barua. Goodwill is  valued at
Rs.30,000. Chaudhary brings in Rs. 16,000 as his capital but is not in a position to bring any
amount for goodwill. No goodwill account exists in books of the firm. Goodwill account is to
be raised at full value. Record the necessary journal entries.

Solution
Book of Ahuja and Barua
Journal
Date Particulars L.F Debit Credit
(Rs.) (Rs.)
1. Cash A/c Dr. 16,000
To Chaudhary’s Capital A/c 16,000
(Amount brought for capital)
2. Goodwill A/c Dr. 30,000
To Ahuja’s Capital A/c 18,000
To Barua’s Capital A/c 12,000
(Goodwill raised at full value in old ratio)

Note: Goodwill shall appear in the balance sheet at Rs. 30,000

A T I SR I FACT G0 S ST A1 | 95 sAfP=ifere sj7e sicmmma
Y SR GO SATS T G Sl S o I+ FA 47 FIAAITS oot SAmIE
Il = S iR Sk fefers fRais 12re FAIeT R @it &% | SR sy, s
QIR Il S | T 3:3 SYAITS AR 36 IR | O YIS S0 1/3 S Tef el
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ST ol 220 I | (@Y, AR GG o0 90,000 Hivl gt 1 2@z | ©iF 9 o
I =¥ 0 30,000 BF SR | g @1 ®ge@ 15,000 B! (I SEHF ) @2 W
AT | GBTFCE S G FAICHR T RARRITS 6 15,000 B! Sitn Spiiig=iits et
TR 517, A RARAS S 270 JAIE I SIS GFICs TR 45,000 GIF (97 A
TR SR (R 26 |

(b) T4 fEAIRT I2CS 77 (A2 A KW &AGF (When goodwill already exists in the
books): T ST (AT BAITI T30S FIN LTS g (57 AT, ST S SRAMIW AR
IR PRI o @) 2t T30e anis AR SAfTITeR e o e w41 23 |
&R F2Te AW IR T @ FRIFTS T 6w 9 A1 @ 2o It | 3 «f Frfzge
YETF (BT T 2 @ T FrfEFe o @3k fReits emfie smiem ARSI sidy
FAIGR RARAITS (R FICo TR G2 2] SRAMICH e ZARAITS O A Jrel
3G ST T FCe 2 | o1 aft W FrEFS JEmw 6w @ 27 o ALH 2@
SRAMRCE ET RN O I A 155 ST (TG T 20T IR TR AT
s 91 201 | 97 Sitawl wifReee 203w -

(a) ¥ TIAIER T2CS FAN FRIEFS T G Y00 Ao &7 |
Goodwill A/c Dr.

To Old Partners’ Capital A/c (individually)
(Goodwill raised to its agreed value)

(b) T fRANCI TR0 11 RIS et (50T (A e et = |

Old Partners’ Capital A/c (individually) Dr.
To Goodwill A/c
(Goodwill brought down to its agreed value)

ITllustration 20

Ram and Rahim are partners in a firm sharing profits and losses in the ratio of 3:2. Rahul is
admitted into partnership for 1/3 share in profits. He brings in Rs. 10,000 as capital, but is
not in a position to bring any amount for his share of goodwill which has been valued at Rs.
30,000. Give necessary journal entries under each of the following situations:

(a) When there is no goodwill appearing in the books of the firm;
(b) When the goodwill appears at Rs 15,000 in the books of the firm; and
(c¢) When the goodwill appears at Rs. 36,000 in the books of the firm.



AT &z 139
Solution
(a) When no goodwill appears in the books
Books of Ram and Rahim
Journal
Date Particulars LE Debit Credit
(Rs.) (Rs.)
Cash A/c Dr. 10,000
To Rahul’s Capital A/c 10,000
(Amount brought by Rahul as Capital)
Goodwill A/c Dr. 30,000
To Ram’s Capital A/c 18,000
To Rahim’s Capital A/c 12,000
(Goodwill raised at full value in the
old profit sharing ratio)
(b) When goodwill appears in the books at Rs 15,000
Journal
Date Farticulars L.F. Debit Credit
(Rs.) (Rs.)
Cash A/c Dr. 10,000
To Rahul’s Capital A/c 10,000
(Amount brought by Rahul as capital)
Goodwill Dr. 15,000
To Ram’s Capital A/c 9,000
To Rahim’s Capital A/c 6,000
(Goodwill raised to its agree value)
(c) When the goodwill appears in the books at Rs 36,000
Journal
Date Particulars LFE Debit Credit
(Rs.) (Rs.)
Cash A/c Dr. 10,000
To Rahul’s Capital 10,000
(Amount brought by Rahul as capital)
Ram’s Capital A/c Dr. 3,600
Rahim’s Capital A/c Dr. 2,400
To Goodwill A/c 6,000
(Goodwill brought down to its
agreed vlaue)
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ARORS T4 ARSI 2N A (Il =7, 047 Gff Tgwsita wix FRifige oo anfHio 2 |
OO SAmIRR A PRI (R (@ 7o SRR Jore RARRITS ARSI fereae i 27
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Illustration 21

A and B are partners sharing profits and losses equally. They admit C into partnership and
the new ratio is fixed as 4:3:2. C is unable to bring anything for goodwill but brings Rs
25,000 as capital. Goodwill of the firm is valued at Rs 18,000. Give the necessary journal
entries assuming that the partners do not want goodwill to appear in the Balance Sheet.

Solution
Books of A and B
Journal
Date Particulars L.F. Debit Credit
(Rs.) (Rs.)
Cash A/c Dr. 25,000
To C’s Capital A/c 25,000
(Cash brought in by C as Capital)
Goodwill 18,000
To A’s Capital A/c 9,000
To B’s Capital A/c 9,000
(Goodwill raised at its full value)
A’s Capital A/c Dr. 8,000
B’s Capital A/c Dr. 6,000
C’s Capital A/c Dr. 4,000
To Goodwill A/c 18,000
(Goodwill written-off)

AT SLafe (2) @R (3) 7R MIfRETT G @SR 26T C-AF S[ETi AR 4,000 H6E e (B
T4 TRCZ GR A € B G e fRARANS OITns Siiafig=iite 1000 A (&S5 9,000 Bel —
(TG 8,000 BF) @32 3,000 i (&G 9,000 TR — (©fRG 6,000 T @@y &Fes F41
TR 3R AT &) *[7 (& (LA |
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YA FLACL, SV RARLITS AR AR T (IR B (0o A1 (9= Sitaw @)
YSANAS 7T) | GICHCE FACE ST o) T SAMICER 1 A O FACT ST
Ty (BfRG G3R AT SAMICAT [EHLS ST el olite & I ¥gEia G wifel
e (TS AT | Trizet 21 @ I AT GBS FAIR RAR NPT IO, AT w0
famgel 29

Date Particulars L.F Debit Credit
(Rs.) (Rs.)
C’s Capital A/c Dr. 4,000
To A’s Capital A/c 1,000
To B’s Capital A/c 3,000
(Adjustment for C’s share of goodwill)

Tl mIRA (2) @ (3) TR S WRAR o SRAMIEL T4 IO G2 2S[ Wcam
( TEoafAae W 26 @7 ATAETS! < TR T
Applicability of Accounting standard 26 : Intangible Assets
@fReT 1,2003 G 9103 SI2i FRARRRTE S sivejTota S s #fRice e @3 w1

AT | 3 N SPA, TR S (AS) 26 G S S AT SIS
S, R RIS 91 27 | g BRGS0 0T ST A e 2Taets stay 3
ARTRIT Seoive A SRRIET FI0S TIRIEE T+ 11 2 | AR [ 26 9 T8oY
SR oI SR SISO :

1. RARArIaearel I 26 G SR FIFS NG SR SR 7= wo (el Fipe 2831 Sbs

2. 3 IR =% Figre N7 7{79 7 T, O © wpl9l T Sow |

3. SEBATSICI BLAT FAINCS H#{7 [2AICI FIP(© (el SHo = |

4. TETFATOI GANTS 71 @R AP RITIIN G2 Sy STeggot So i 371 231

Fgho (re Tvw 7|

5. A, TG, FEAMG 43R AP RN T6Te TerBK ST SeaAifrs Feomse
FRtraferpretererel S 26 St foefifere e Sieiojeen ofe w0 oot Ao Are sl
@2 R fmREe ST T (@RS 26, IS AReS AR Seoi Sl 2@ It qf =t @
ey 1 2wl 1 28 3R 4w @fb feform 4t 27, @fb 3 f STt we SREiee w1 S |
AR T AT BT O AR ST Sy SN AT A AR AR &l
MeT 3R ST FAITTR fRARAITS (TR FF IATLSI AN SRAMIA TALTITS TG
391 2 | GBCe T4 NisTe SRR e SRR IR e Sre ST 2%, L T
TRARTS ©IF 7S 050 AN SRS OITH 2| S 6 SATS T T (e 20
AR T S0 2 LRI AN AT TGl TS 16 SATSS FFT SRAMIACT (TG S
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1. O TG SRAMIT 22 T A, 7S TUFE AT 2mfEfe Aol 7S =ires w1 27|
(a) ATORF WA JET ZARIS
(b) Tox SAWIRCR Jer f2AAS
() faTen SAmIAwR e fRRre
(d) Toitzm @ebE T
2. il g3 foil 2: 1 A1 355 ST SAmIE 19 S0 | S (=0T SR e 1/4 sighimi
0 AR FRANCCT AT I A 1/8 ] Sl O (R0 el S ferel] AT S12%] T2 0
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|
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(b) 5000 51! T
(c) 20,00 BRI F=
(d) Totzm @abE T
3. A, B @k C =5 @31 It SiAmid | 7 D& el S 21 2age 1 237
(@) oo T R[Tenel e
(b) 77 I 4T oS SIS R e
(C) TS SRAMITIR 7f=ofoe
(d) Totam @abE |
4. O e SIAMIF SRR T 7916 T(2d Jeena I (ol a1 23 -
(a) =e @3 o T H4w 217 QTS
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(b) ~FTea SRR N TG AP A6 SATS
(C) e SAMRHR KT TG A I ST |
(d) Toitzm @aba |
3.5.5.3 @iffe Jw (Hidden Goodwill) : SIS S GG el SRR SZTER AR AT
e @A AT | UG b1 OGS (@ ERE 8 AN I NGNS (ATF G G- 3410
QTS 2T | SUIRFT7], A @32 B 281 SIAmIF IR AT 45,000 BIF EL1R AN A1




AT %9 143

T FCT | OR CF 1/3 ool JARe R Toa Siedimia 071 @79 76 | C 3Fe 2o
60,000 BrF! Rfdwial T2 | C =il [ivfere SR s @3z e siw sk fofers,
TYTOIA 9If5® PR G o= 2@ 1,80,000 BB (60,000 BiFIx3) | 756G A, B @) C @3
&4F© AR e 2 1,50,000 B (45,000 B + 45,000 B + 60,000 5=l | 93 «ft
SIS 1 A (@, FAN AT 212 267 30,000 Bt (1,80,000 BiF — 1,50,00051) 11 A
@R B 9T 731 FRICT (SR Sgsite) IfTe 207 | @t T2 Ot 2@ Jeiad 2o
QST 60,000 B FR G I I 314 1,80,000 Bl I #A1= | KFareiea, 3 et
f&IIRIe (I 1 2, ©0F C &7 e ARt 10,000 B @il (SfRG F1 (@0 A (O
IR SI¥) €% A8 B @3 ATSFCE 5000 B @i (&6 T2 @0 2ATF @R FIGHE K6
EEA 5,000 BIFIE SRS A |

Tllustration 22

Hem and Nem are partners in a firm sharing profits in the ratio of 3:2. Their capitals were
Rs. 80,000 and Rs. 50,000 respectively. They admitted Sam on Jan. 1, 2017 as a new
partner for 1/5 share in the future profits. Sam brought Rs. 60,000 as his capital. Calculate
the value of goodwill of the firm and record necessary journal entries on Sam’s admission.

Solution

Value of Firm’s Goodwill

Sam’s capital = Rs. 60,000
Sam’s share -1
5
Total capital of new firm = 5% Rs.60,000 =Rs. 3,00,000
Hem’s+Nem’s+Sam’s = Rs.80,000 + Rs. 50,000 + Rs.60,000
= Rs.1,90,000
Goodwill of the firm = Rs.1,10,000 (Rs. 3,00,000 — Rs.1,90,000)
Sam’s share = é x Rs.1,10,000 = Rs. 22,000
Books of Hem, Nem and Sam
Journal
Date Particulars L.F Debit Credit
2007 Amount Amount
(Rs.) (Rs.)
1. Bank A/c Dr. 60,000
To Sam’s Capital A/c 60,000
(Cash brought by Sam for his capital)
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2. GoodwillA/c Dr. 1,10,000
To Hem’s Capital A/c 66,000
To Nem’s Capital A/c 44,000

(Credit given for goodwill to Hem and
Nem on Sam’s admission)

eIt T AR RS (AR 1 23, ST AR Gy TSI Sricaml ikl Frssei sz
oz |

Sam’s Capital A/c Dr. 22,000
To Hem’s Capital A/c 13,200
To Nem'’s Capital A/c 8,800
ofi e < at

1. A firm’s profits for the last three years are Rs. 5,00,000; Rs. 4,00,000 and
Rs. 6,00,000. Calculate value of firm’s goodwill on the basis of four years’ purchase of the
average profits for the last three years.

2. Afirm’s profits for the last five years were Rs. 20,000, Rs. 30,000, Rs. 40,000, Rs. 50,000 and
Rs. 60,000. Calculate the value of firm’s goodwill on the basis of three years’ purchase of
weighted average profits after using weight of 1,2,3,4 and 5 respectively.

3. A firm’s profits during 2013, 2014, 2015 and 2016 were Rs. 16,000;
Rs. 20,000; Rs. 24,000 and Rs. 32,000 respectively. The firm has capital investment of Rs.
1,00,000. A fair rate of return on investment is 18% p.a. Compute goodwill based on three
years’ purchase of the average super profits for the last four years.

4. Based on the data given in the above question, calculate goodwill by capitalisation of super
profits method. Will the amount of goodwill be different if it is computed by capitalisation of
average profits? Confirm your answer by numerical verification.

5. Giri and Shanta are partners in a firm sharing profits equally. They admit Kachroo into partnership
who, in addition to capital, brings Rs. 20,000 as goodwill for 1/5th share of profits in the firm.
What shall be journal entries if:

(a) no goodwill appears in the books of the firm.
(b) goodwill appears in the books of the firm at Rs. 40,000.

6. A and B are partners in a firm sharing profits in the ratio of 3:2. They admit C into partnership
for 1/5th share of profits in the firm. The goodwill of the firm is valued at Rs. 1,00,000. He is
unable to bring in his share of goodwill. What will be the journal entries if:

(a) Goodwill is raised at full value and then written off.
(b) Goodwill is not raised.

J

3.6 9| EIge e1© qaR Fiod ) AT N4 (Adjustment for Accumulated Profits
and Losses) : ST 533 TG 7 §Igo 31 ARFTS A T G4 o1& SamRTE SFa RARies
RINET T4 22 | RS G20 26 R AlgFs, A w2fe At are g s 2o
AT (T | TGl SRAMIT 3 HF 7 ENGS TS (ATF (I S AN S 27 1 | @29yTe
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SIS N 27O AR I SGAITS O IETH AR TS FRIFECR MG 6 411
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Illustration 23

Rajinder and Surinder are partners in a firm sharing profits in the ratio of 4:1. On April 15,
2017 they admit Narender as a new partner. On that date there was a balance of Rs.
20,000 in general reserve and a debit balance of Rs. 10,000 in the profit and loss account of
the firm. Pass necessary journal entries regarding adjustment of a accumulate a profit or
loss.

Solution
Books of Rajinder,Surinder and Narender
Journal
Date Particulars LF Debit Credit
2015 Amount | Amount
(Rs.) (Rs.)
Apr.15 | General Reserve A/c Dr. 20,000
To Rajinder’s capital A/c 16,000
To Surender’s capital A/c 4,000
(General Reserve balance transferred
to the capital account of Rajinder and
Surinder on Narender’s admission)
Rajinder’s Capital A/c Dr. 8,000
Surender’s Capital A/c Dr. 2,000
To Profit and Loss A/c 10,000
(Debit balance of Profit and Loss A/c
transferred to old partners’ capital
accounts)

3.7 srvife FRTRA ATETRA GIR Wi FRA 2AFLEe (Revaluation of Assets and
Reassessment of Liabilities) : @ o SRAMIT 2260, €@ F01Z I (@ FIH
TGz 2T F20e SIma IS [T (I 2R el ©f et w1 | qrwta r=ifesre
TR SICET 3 T ST (I 20, 2T ST eTie] 1 2 | S Aeltd, ARPT(RRe afeiae
1 2T TS GRIENCS 27K I3 O A 00 (RG] (@TS AN | SIS 3T T g



146 G-JARFTEIN IR 2B 93¢ A 20775

ToifE @R MIFATANSE fefoRm 31 T8 208 A | GR9ENTRS T A 3308 (RITS A |
ATOTF 16 8 AR 2T S 71 A T @2 AT QTS TG T T 3R (<0
T (SR TR AR ST R QTS S e AP 366+ ST RIS 1
2 | ) ARSI, 2T TR 30 JRE AR AT G GF VIR S AR AT STz
fTRrers @i 731 27 F7el @b 36 7 @3 FT7=vife TCea T 2 € wRPTIR I CAtE
TR AR (BG4 28 Fiet b G S | SO, ST RARLITe Sl
TGRS @6 G S TRPNRIS (CRE 4 & | SR Smenae ZoRere
b (o7 (i, Ot aft i 31 (R @32 I G (TR (61 AT, Site |t 16 o
CrAIRT | T SJRToe SRR e 2N 4TS SRS SIS G F1 23 |

TR GHCRR 7[RI G RISACRR el el Sy Srieawi Wit forfeiamessrel fasg= -
(i) F=ifes o g e

Asset A/c Dr.

To Revaluation A/c (Gain)

(i) F7Ifea o0 IR &

Revaluation A/c Dr.
To Asset A/c (Loss)

(iii) W= o e e
Revaluation A/c Dr.
To Liability A/c (Loss)

(iv) Wﬂfﬂ RA&ERER]
Liability A/c Dr.
To Revaluation A/c (Gain)

(v) Sferform sToifes ey

Cash A/c Dr.
To Revaluation A/c (Gain)
(vi) SIfeTfoiam witE< &
Revaluation A/c Dr.
To Cash A/c (Loss)
(vii) ST FRHIE FIS RIS S T GG (&7 AT
Revaluation A/c Dr.

To Old Partners Capital A/cs (Old ratio)
(individually)

(Vi) 2T IS S R oy
Old partner’s Capital A/cs Dr.

(Individually) (Old ratio)
To Revaluation A/c

B (D), (i), (i) @R (iv) @3 mifRE] 7ifE «3 ARTE e IR @3 ST AR 942
foiforqm sl 2@ |
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Hlustration 24
Following in Balance Sheet of A and B who share profits in the ratio of 3:2.
Balance Sheet of A and B as on April 1, 2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Sundry creditors 20,000 | Cash in hand 3,000
Captials Debtors 12,000
A 30,000 Stock 15,000
B 20,000 50,000 | Furniture 10,000
Plant and Machinery 30,000
70,000 70,000

On that date C is admitted into the partnership on the following terms:

1. Cisto bring in Rs. 15,000 as capital and Rs. 5,000 as premium for goodwill for %

share.

2. The value of stock is reduced by 10% while plant and machinery is appreciated by

10%.

W

. Furniture is revalued at Rs. 9,000.

4. A provision for doubtful debts is to be created on sundry debtors at 5% and Rs. 200

is to be provided for an electricity bill.

5. Investment worth Rs. 1,000 (not mentioned in the balance sheet) is to be taken into

account.

6. A creditor of Rs. 100 is not likely to claim his money and is to be written off.
Record journal entries and prepare revaluation account and capital account of partners.

Solution
Books of A, B and C
Journal
Date Particulars L.F. Debit Credit
2015 Amount | Amount
(Rs.) (Rs.)
April Bank A/c Dr. 20,000
01 To C’s capital account 15,000
To Goodwill A/c 5,000
(Cash brought in by C as capital
and goodwill/premium)
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02 Goodwill A/c Dr. 5,000
To A’s Capital A/c 3,000
To B’s Capital A/c 2,000

(Premium divided between
A and B in sacrificing ratio 3:2)

03 Revaluation A/c Dr. 3,100
To Stock A/c 1,500
To Furniture 1,000
To Provision for Doubtful Debt A/c 600

(Revaluation in the value of assets
on revaluation)

04 Plant and Machinery A/c Dr. 3,000
Investment A/c 1,000
To Revaluation A/c 4,000

(Increase in the value of assets
on revaluation)

05 Revaluation A/c Dr. 200

To Outstanding Electricity A/c 200
(Amount provided for outstanding
electricity bill)

06 Sundry Creditors A/c Dr. 100

To Revaluation A/c 100
(Amount not likely to be claimed
by the creditors written off)

07 Revaluation A/c Dr. 800
To A’s Capital A/c 480
To B’s Capital A/c 320

(Profit on revaluation of assets and
re-assessment of liabilities transferred
to A and B in old profit sharing ratio)

Revaluation Account

Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Stock 1,500 | Plant and Machinery 3,000
Furniture 1,000 | Investments 1,000
Provision for Doubtful 600 | Sundry Creditors 100
Outstanding Electricity 200

Profit on Revaluation
transferred to:
A’s Capital 480
B’s Capital 320

4,100 4,100
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Partner’s Capital Accounts
Dr. Cr.
Date Particulars A B C | Date Particulars A B C
2017 (Rs.) (Rs.) (Rs.) |2017 (Rs.) (Rs.) (Rs.)
Apr.01 [Balance 33,480 | 22,320] 15,000 | Apr.1 Balance b/d30,00020,000
c/d Bank 15,000
Goodwill 3,000 2,000
Revaluation 480 320
(Profit)
33,480 22,320 15,000 33,480 22,320 | 15,000
Illustration 25

Given below is the Balance Sheet of A and B, who are carrying on partnership business as on
March 31,2017. A and B share profits in the ratio of 2:1.

Balance Sheet of A and B as at March 31, 2017

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

Bills Payable 10,000 | Cash in hand 10,000

Sundry creditors 58,000 | Cast at bank 40,000

Outstanding expenses 2,000 | Sundry debtors 60,000
Capitals Stock 40,000

A 1,80,000 Plant and machinery 1,00,000

B 1,50,000 3,30,000 | Building 1,50,000

4,00,000 4,00,000

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

2. Plant is to be appreciated to Rs 1,20,000 and the value of buildings is to be appreciated by

10%.

3. Stock is found overvalued by Rs 4,000.

b

5. Creditors were unrecorded to the extend of Rs 1,000.
Record revaluation Account, partners’ capital accounts, and the Balance Sheet of the
constituted firm after admission of the new partner.

A provision for doubtful debts is to be created at 5% of debtors.
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Solution
Books of A and B
Revaluation Account
Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Stock in hand 4,000 | Plant and machinery 20,000
Provision for doubtful debts 3,000 | Buildings 15,000
Creditors
profit on revaluation 1,000
transferred to:
A’s Capital 18,000
B’s Capital 9,000 27,000
35,000 35,000
Partners’ Capital Accounts
Dr. Cr.
Date Particulars A B C | Dae Particulars A B C
2017 (Rs) (Rs) ®s) |2017 (Rs,) (Rs,) (Rs,)
March  |Balancec/d 238000 1,79,000  1,00000 | March Balabeebid 1,80,000 1,50,000
31 31 Bank 1,00,000
Goodwill 40,000 20,000
Revaluation 18,000 9,000
2,38,000 1,79,000 1,00,000 2,38,000 1,79,000 1,00,000
Balance Sheet of A, B and C as on April 01, 2016
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Bills Payable 10,000 | Cash in hand 10,000
Sundry Creditors 59,000 | Cash at bank 2,00,000
Outstanding Expenses 2,000 | Sundry Debtors 60,000
Capitals Less: Provision for 3,000 57,000
A 2,38,000 doubtful debts
B 1,79,000 Stock 36,000
C 1,00,000 5,17,000 | Plant and Machinery 1,20,000
Buildings 1,65,000
5,88,000 5,88,000
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1. Aslam, Jackab, Hari are equal partners with capitals of Rs. 1,500, Rs. 1,750 and Rs. 2,000

respectively. They agree to admit Satnam into equal partnership upon payment in cash of Rs.

1,500 for one-fourth share of the goodwill and Rs. 1,800 as his capital, both sums to remain in

the business. The liabilities of the old firm amount Rs. 3,000 and the assets, apart from cash,

consist of Motors Rs. 1,200, Furniture Rs. 400, Stock Rs. 2,650, Debtors of Rs. 3,780. The

Motors and Furniture were revalued at Rs. 950 and Rs. 380 respectively, and the depreciation

written-off. Ascertain cash in hand and prepare the balance sheet of the firm after Satnam’s
admission.

2. Benuand Sunil are partners sharing profits in the ratio of 3:2 on April 1, 2017. Ina was admitted
for 1/4 share who paid Rs. 2,00,000 as capital and
Rs. 1,00,000 for premium in cash. At the time of admission, general reserve amounting to Rs.
1,20,000 and profit and loss account amounting to
Rs. 60,000 appeared on the asset side of the balance sheet.
Required: Record necessary journal entries to record the above transactions.

3. Ashoo and Rahul are partners sharing profits in the ratio of 5:3. Gaurav was admitted for 1/5
share and was asked to contribute proportionate capital and Rs. 4,000 for premium (goodwill).
The Capitals of Ashoo and Rahul, after all adjustments relating to revaluation, goodwill etc.,
worked out to be Rs. 45,000 and Rs. 35,000 respectively.
Required: Calculate New Profit sharing ratio, capital to be brought in by Gaurav and record

S necessary journal entries for the same. )

3.8 YT AT AL (Adjustment of Capital) :

ST F, A EIRORFITE, WA T 2 TSI e ST A2 IR SIS
ST A1TST R T A FACO | G2 T SR, I gl SIAMICRR FET (e AF OCF (2
ELACS SRS SRR el el /eI ofe Rt T2 911 T AN | G2l e
ETLEC AN ARS8 711 @ RRICRS G AN AT OIS 2J0w] ETLCR AT TR
T O TR I3 G (@ SAMICER IR [6fS 209, (G2 ARG &1 i Wi 5j7e Face
2(F GR (X SRR S[EICA SUFS AR OIF (AT SORE JoCa N S#2 ST I 0o
209 | (Twi=e 26 (02 |

Tllustration 26

A and B are partners sharing profits in the ratio of 2:1. C is admitted into the firm for 1/4
share of profits. C brings in Rs. 20,000 in respect of his capital. The capitals of old partners
A and B, after all adjustments relating to goodwill, revaluation of assets and liabilities, etc.,
are Rs. 45,000 and Rs. 15,000 respectively. It is agreed that partners’ capitals should be
according to the new profit sharing ratio.

Determine the new capitals of A and B and record the necessary journal entries assuming
that the partner whose capital falls short, brings in the amount of deficiency and the partner
who has an excess, withdraws the excess amount.
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Solution

1. Calculation of new profit sharing ratio: Assuming the new partner C quires his share
from A and B in their old profit sharing ratio, i.e 2:1.
Total Share =1

s . 1
C’s Share =2
- _ 1 3
Remaining Shares =1——==
4 4
A’s New Share = gxzzi
4 3 12
B’s New Share =3, 1_3
4 3 12
C’s New Share -1.3_3
4 3 12

Thus, new profit sharing ratio between A,B and C is 6:3:3 or 2:1:1.
2. Required Capital of A and B
C’s capital (who has 1/4 share in profits) is Rs. 20,000. B’s new share in profits
1/4. Hence his capital will also be Rs. 20,000. A’s new share is 2/4 which is double of
C’s share. Hence his capital will be Rs. 40,000.

Alternatively, based on C’s capital, the total capital of the firm works out at
Rs. 80,000 (4/1 x Rs.20,000). Hence, based on their share in profits, the capital of A and B
will be:

A’s capital = % of 80,000 = Rs. 40,000

B’s capital = % of 80,000 = Rs. 20,000

The capital of A and B after all adjustments have been made, are Rs. 45,000 and Rs.
15,000 respectively. Hence, A will withdraw Rs. 5,000 (Rs. 45,000—Rs.40,000) from the

firm whereas B will contribute additional amount of
Rs. 5,000 (Rs. 20,000-Rs.15,000). The journal entries will be :
Date Particulars LE Debit Credit
Amount Anount
(Rs.) (Rs.)
A’s Capital A/c Dr. 5,000
To Cash A/c 5,000
(Excess capital withdrawn by A)
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Cash A/c Dr. 5,000
To B’s Capital A/c 5,000
(Deficiency made good by additional
amount brought in by B)
SIS, PG TGN e G0N A5 AT 3R Gt 72T (oA 51 2R (3, AT SRR
EACS SR O FAICT SO AT 200 203 | G2 759 ~IfRiFRIore Ates Shmems
(ST 7RI B TG SRAMITT T4 TTEE) Toe O F© I6a $oF fofe T ot w1
o3 | S fig o fee S12@1 ATl o1 STt N 2ATor SRAMIC pOIS e TG
B AT 0O A |

SRR W) e e aft 9fbe @ @ e 77 SHAmRAmE (@ TS 77w
SRR o1 FITe Tge w12 withs o e 5erfs R2aeite TR RINeE
T ASFS! T A AT |

Tllustration 27

A, B and C are partners in a firm sharing profits the ratio of 3:2:1. D is admitted into the firm
for 1/4 share in profits, which he gets as 1/8 from A and 1/8 from B. The total capital of the
firm is agreed upon as Rs. 1,20,000 and D is to bring in cash equivalent to 1/4 of this amount
as his capital. The capitals of other partners are also to be adjusted in the ratio of their respective
shares in profits. The capitals of A, B and C after all adjustments are Rs. 40,000, Rs. 35,000
and Rs. 30,000 respectively. Calculate the new capitals of A,B and C, and record the necessary
journal entries.

Solution

1. Calculation of new profit sharing ratio:

A _ 113
2 8 8
5 _1 s
3 8 24

C will continue to get 1/6 as his share in the profits.
Thus, the new profit sharing ratio between A,B,C and D will be:

3 5 1 1 9 5 4 6
i—:—or—:—:—:— or 9:5:4:6
4 24 24 24 24

8 24 6
2. Required capitals of all partners:

A’sCapital = Rs.1,20,000 ><29—4 — Rs. 45,000

B’sCapital = Rs.1,20,000 ><2_54 ~ Rs. 25,000
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C’s Capital = Rs. 1,20,000 x% = Rs. 20,000
D’s Capital = Rs. 1,20,000 x% = Rs. 30,000
Hence, A will bring in Rs. 5,000 (Rs. 45,000 — Rs. 40,000), B will withdraw Rs.

10,000 (Rs. 35,000 — Rs. 25,000), C will withdraw Rs. 10,000 (Rs. 30,000 — Rs, 20,000)
and D will bring in Rs. 30,000. Alternatively, the current accounts can be opened and the
amounts to be brought in or withdrawn by A, B and C will be transferred to their respective
current accounts subject to the agreement among the partners. The journal entries in this

regard will be recorded as follows:
Books of A, B, C and D

Journal
Date Particulars LF. Debit Credit
Amount Amount
(Rs.) (Rs.)
Cash A/c Dr. 5,000
To A’s Capital A/c 5,000
(Deficiency made good by
additional amount brought in by A)
B’s Capital A/c Dr.
C’s Capital A/c Dr. 10,000
To Cash A/c 10,000
(Excess amounts withdrawn by B and C) 20,000
Cash A/c Dr. 30,000
To D’s Capital A/c 30,000
(Cash brought in by D as Capital)
Alternatively, for entries (2) and (3) above shall be
Books of A, B, C and D
Journal
Date Particulars LF Debit Credit
Amount Amount
(Rs.) (Rs.)
A’s Current A/c Dr. 5,000
To A’s Capital A/c 5,000
(Deficiency in A’s capital transferred to
A’s Current Account)
B’s Capital A/c Dr. 10,000
C’s Capital A/c Dr. 10,000
To B’s Current A/c 10,000
To C’s Current A/c 10,000
(Excess Capital of B transferred
to their current account)
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Illustration 28

A and B are partners in a firm sharing profits in the ratio 2:1. C is admitted into the firm with 1/
4 share in profits. He will bring in Rs. 30,000 as capital and capitals of A and B are to be
adjusted in the profit sharing ratio. The Balance Sheet of A and B as on March 31, 2017 (before
C’s admission) was as under:

Balance Sheet of A and B as at March 31,2017

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

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
Capitals: A 50,000 Stock 10,000

B 32,000 82.,000 | Furniture 5,000

Machinery 25,000

Building 40,000

1,00,000 1,00,000

Other terms of agreement are as under:
1. Cwill bring in Rs. 12,000 as his share of goodwill.
2. Building was valued at Rs. 45,000 and Machinery at Rs. 23,000.
3. A provision for bad debts is to be created @ 6% on debtors.
4. The capital accounts of A and B are to be adjusted by opening current accounts.
Record necessary journal entries, show necessary ledger accounts and prepare fund’s
Balance Sheet after C’s admission.

Books of A, B and C

Journal
Date Particulars LFE Debit Credit
2017 Amount Anount
(Rs.) (Rs.)
March 1 | CashA/c Dr. 42,000
To C’s Capital A/c 30,000
To Goodwill A/c 12,000
(Amounts of capital and goodwill
brought in by C)
Goodwill A/c Dr. 12,000
To A’s Capital A/c 8,000
To B’s Capital A/c 4,000
(Goodwill brought in by C transferred to
A and B in their ratio of sacrifice)
Revaluation A/c Dr. 2,480
To Machinery A/c 2,000
To Provision for Bad Debts A/c 480
(Decrease in the value of machinery and
creation of provision for bad debts)
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Building A/c Dr. 5,000
To Revaluation A/c 5,000
(Increase in the value of building)
Revaluation A/c Dr. 2,520
To A’s Capital A/c 1,680
To B’s Capital A/c 840
(Profit on revaluation distributed
between A and B)
General Reserve A/c Dr. 6,000
To A’s Capital A/c 4,000
To B’s Capital A/c 2,000
(Undistributed profit transferred
to A and B)
A’s Capital A/c Dr. 3,680
To A’s Current A/c 3,680
(The excess of capital transferred to
partner’s current account)
B’s Capital A/c Dr. 8.840
To B’s Current A/c 8,840
(The excess of B’s capital transferred to
partner’s current account)
Revaluation Account
Dr. Cr.
Particulars Amount | Particulars Amount
(Rs.) (Rs.)
Machinery 2,000 | Building 5,000
Provision for bad debts 480
Transfer of profit on
revaluation to:
A’s Capital 1,680
B’s Capital 840 2,520
5,000 5,000
Partner’s Capital Accounts
Dr. Cr.
Dae | Particulars A B C | Dae | Particulars A B Cc
(Rs) (Rs) (Rs) (Rs) (Rs) (Rs)
CurrentAccounts 3,680 8,840 Balancep/d 50,000 32,000
Balancec/d 60,000 30,000 30,000 Cash 30,000
Goodwill 8,000 4,000
GeneralReserve - 4,000 2,000
Revaluation (transfer 1,680 840
of profit)
63,080 38,840 30,000 63,680 38,840 | 30,000
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Partner’s Current Accounts
Dr. Cr.
Dae | Particulars A B C Due Particulars A B C
(Rs) (Rs) (Rs) (Rs) (Rs) (Rs)
Balancec/d 3,680 8,840 Capital Alcs 3,68 8,840
Balance Sheet of A, B and C as on March 31, 2017
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Creditors 8,000 | Cash in hand 44,000
Bills Payable 4,000 | Cash at bank 10,000
Partners Current accounts: Sundry Debtors 8000
A 3,680 Less: Provision for 480 7,520
B 8,840 12,520 Doubtful Debts
Capitals Stock 10,000
A 60,000 Furniture 5,000
B 30,000 Machinery 23,000
C 30,000 1,20,000 | Buildings 45,000
1,44,520 1,44,520
Notes

1. New Profit Sharing Ratio

Since nothing is given as to how C acquired his share from A and B. It is assumed that A and B, between
themselves continue to share the profit in the old ratio of 2:1.

C’s Share of Profits = i
Remaining Share = 1- 1 = 3
4 4
A’s New Share = 2 of é = i = l
3 4 12 2
B’s New Share = l of é = i - l
3 4 12 4

Thus, new profit sharing ratio between A, B and C is 2:1:1

2. New Capitals of A and B

C’s capital is Rs 30,000 and his share of profits is 1/4. Based on C’s capital, the total capital of the firm will
work out at Rs 1,20,000 (4/1 x 30,000) and the respective capitals of A and B will be as follows :

A’s Capital 0f 1,20,000 = Rs. 60,000

B’s Capital of 1,20,000 = Rs. 30,000
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Tllustration 29

The Balance Sheet of W and R who shared profits in the ratio of 3 : 2 was as follows on
January. 01, 2015.

Balance Sheet of W and R as on Jan. 01, 2015

Liabilities Amount | Assets Amount

(Rs.) (Rs.)

Sundry Creditors 20,000 | Cash in hand 5,000
Partner’s Capital Sundry Debtors 20,000

w 40,000 Less: Provision for 700 19,300

R 30,000 70,000 doubtful debts

Stock 25,000

Plant and Machinery 35,000

Patents 5,700

90,000 90,000

On this date B was admitted as a partner on the following conditions:

I
2.
3.

He was to get 4/15 share of profit.

He had to bring in Rs 30,000 as his capital.

He would pay cash for goodwill which would be based on 2 42 years purchase of the
profits of the past four years.

W and R would withdraw half the amount of goodwill premium brought by B.

. The assets would be revalued as: Sundry Debtors at book value less a provision of

5%; Stock at Rs 20,000; Plant and Machinery at Rs 40,000; and Patents at Rs 12,000.
Liabilities were valued at Rs 23,000, one bill for goods purchased having been omitted
from books.

Profit for the past four years were :

2011 15,000 2013 14,000

2012 20,000 2014 17,000

Give necessary journal entries and ledger accounts to record the above, and prepare
the Balance Sheet after B’s admission.

Solution

The goodwill of the firm is Rs 41,250 worked out as under :

Profits :

Year 2011 15,000
Year 2012 20,000
Year 2013 14,000
Year 2014 17,000

66,000
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Average Profits= Rs.

66’4?00 =Rs. 16,500

5
Goodwill at 2 2 Years purchase = Rs .16,500 x 5 =Rs. 41,250

4
B’s share of goodwill = Rs. 41,250 x E =Rs, 11,000.

Books of W, R and B
Journal

159

Date Particulars
2015

LFE

Debit
(Rs.)

Credit
(Rs.)

Jan. 01 Cash A/c Dr.
To B’s Capital A/c
To Goodwill A/c

(Sum brought in by B as his Capital and

his share (4/5) of the goodwill)

Goodwill A/c Dr.
To W’s Capital A/c
To R’s Capital A/c

(Goodwill brought by B credited to W’s

and R’s capital accounts in old profit

ratio of 3:2)

W’s Capital A/c Dr.
R’s Capital A/c
To Cash A/c
(Amount (half of goodwill)
withdrawn by the old partners)

Revaluation A/c Dr.
To Provision for Doubtful Debts A/c
To Stock A/c

(Increase in provision for doubtfull debts to

Rs 1,000 (5% of Rs 20,000) and decrease

in value of stock)

Plant and Machinery A/c Dr.

Patents A/c Dr.
To Revaluation A/c

(Increase in value of Plant and

Machinery and Patents)

Revaluation A/c Dr.
To Sundry Creditors A/c
(Increase in liabilities)

41,000

11,000

3,300
2,200

5,300
300

5,000
6,300

3,000

30,000
11,000

6,600
4,400

5,500

5,000

11,300

3,000
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Revaluation A/c Dr. 3,000
To W’s Capital A/c 1,800
To R’s Capital A/c 1,200
(Being profit on adjustment transferred
to partners’ capital accounts)
Cash Account
Dr. Cr.
Date Particulars JF Amount Date Particulars JF Amount
2015 (Rs.) 2015 (Rs.)
Jan. 1 | Balanceb/d 5,000 Jan. 1 | W’s Capital 3,300
B’s Capital 30,000 R’s Capital 2,200
Goodwill 11,000 Balance ¢/d 40,500
46,000 46,000
B’s Capital Account
Dr. Cr.
Date Particulars JF Anount Date Particulars JF Amount
2015 (Rs.) 2015 (Rs.)
Jan. 1 | Balancec/d 30,000 Jan. 1 | Cash 30,000
30,000 30,000
W?’s Capital Account
Dr. Cr.
Date Particulars JF Anount Date Particulars JF Amount
2015 (Rs.) 2015 (Rs.)
Jan.1 Cash 3,300 Jan. 1 | Balance b/d 40,000
Balance c/d 45,100 Goodwill 6,600
Revaluation 1,800
48,400 48,400
R’s Capital Account
Dr. Cr.
Date Particulars JF Anount Date Particulars JF Amount
2015 (Rs.) 2015 (Rs.)
Jan. 1 | Cash 2,200 Jan. 1 | Balance b/d 30,000
Balance c/d 33,400 Goodwill 4,400
Revaluation 1,200
35,600 35,600
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Revaluation Account
r. Cr.
Particulars Anount | Particulars Amount
(Rs.) (Rs.)
Provision for 300 | Plant and Machinery 5,000
doubtful debts Patents 6,300
Stock 5,000
Sundry Creditors 3,000
Profit transferred to:
W 3/5 1,800
R 2/5 1,200 3,000
11,300 11,300
Balance Sheet of W, R and B as on January 01, 2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Sundry Creditors 23,000 | Cash in hand 40,500
Capitals: Sundry debtors : 20,000
W 45,100 Less: Provision for
R 33,400 doubtful debits 1,000 19,000
B 30,000 1,08,500 | Stock 20,000
Plant & Machinery 40,000
Patents 12,000
1,31,500 1,31,500
The new profit sharing ratio will be:
11 3_33
= (d- —)
15 5 75
R = (1__) llxg 22
155 75
_4_2
15 75
The new ratio is 33 : 22 : 20.
P £ . .
3.9 IS TAGIAHA L A F5e S AT #if#2$« (Change in Profit sharing

ration among the existing partners) : ST, G TR SAWA! F-E I @

I S 2129 Tl ST BT SITHE TSI I 35 SIS sAf7a6e TS | G FoT7g (el
SRR I SRS TR ST AT FAS (7 T4 ey SRR I O T od! < 200
AN | SRRRTGo!, @0 FIG A, B @33 C 26T SIRAMA T 8:5:3 SefoAITS 11 1541 0 | 451 @A
TR @ FCR IGTIC! A ARFTOI SHi2Ze TS S 53 17 |
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Illustration 30

Dinesh, Ramesh and Suresh are partners in a firm sharing profits and losses in the ratio of 3:3:2.
They decided to share the profits equally w.e.f. April 1,2015. Their Balance Sheet as on March 31,
2016 was as follows :

Liabilities Amount | Assets Amounts
Rs. Rs.
Sundry Creditors 1,50,000 | Cash at Bank 40,000
General Reserve 80,000 | Bills Receivable 50,000
Partner's Loan : Sundry Debtors 60,000
Dinesh 40,000 Stock 1,20,000
Ramesh 30,000 70,000 | Fixed Assets 2,80,000
Partners Capital :
Dinesh 1,00,000
Ramesh 80,000
Suresh 70,000 2,50,000
5,50,000 5,50,000

It was also decide that :
1. The fixed assets should be valued at Rs. 3,31,000.
2. A provisions of 5% on sundry debtors be made doubtful debts.
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Solution

The goodwill of the firm at this date be valued at 4 % years purchase of the average net profits
of last, five years which were Rs. 14,000; Rs. 17,000;
Rs. 20,000; Rs. 22,000 and Rs. 27,000 respectively.

The value of stock be reduced to Rs. 1,12,000.

Goodwill was not to appear in the books. Pass the necessary journal entries and prepare the
revised Balance sheet of the firm.

Books of Dinesh, Ramesh and Suresh
Journal

2016
Apr. 01

Fixed Assets A/c Dr. 51,000
To Revaluation A/c 51,000
(Increase in value of fixed assets)

Revaluation A/c Dr. 11,000
To Stock A/c 8,000
To Provisions for 3,000

Doubtful debts A/c

(Decrease in value of stock and creation

of provision for doubtful debts)

Revaluation A/c Dr. 40,000
To Dinesh's Capital A/c 15,000
To Ramesh's Capital A/c 15,000
To Suresh's Capital A/c 10,000

(Profit on revaluation transferred to partners'

capital accounts in old profit sharing ratio)

General Reserve A/c Dr. 80,000
To Dinesh's Capital A/c 30,000
To Ramesh's Capital A/c 30,000
To Suresh's Capital A/c 20,000

(General reserve, transferred to partners'

capital accounts in old ratio)

Suresh's Capital A/c Dr. 7,500
To Dinesh's Capital A/c 3,750
To Ramesh's Capital A/c 3,750

(Goodwill adjusted in partner's capital

accounts in their sacrificing/gaining ratio)

Working Notes:

1. Gain or sacrifice of partners

Dinesh Ramesh Suresh

Old Share 3/8 3/8 2/8
New Share 1/3 1/3 1/3
Difference 1/24 1/24 2/24

(sacrifice) (sacrifice) (gain)
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2. Goodwill

Total Profits : Rs. 14,000 + Rs. 17,000 + Rs. 20,000 + Rs. 22,000 + Rs. 27,000
=Rs. 1,00,000

Average Profits =Rs. 1,00,000/5
=Rs. 20,000
1
Goodwill =Rs. 20,000 x 45
=Rs. 90,000

Suresh in expected to bring in Rs. 7,500
2 ,

as he gain By share in profits.

Dinesh in expected to receive Rs. 3,750
1

as he sacrifices S share in profits
Ramesh is expected to receive Rs. 3,750

as he sacrifices 5 share in profits

Had we raised Goodwill A/c in the old ratio and written it off in the new ratio, the net effect would have
been the same.

(a) Good will A/c Dr. 90,000
To Dinesh's Capital A/c 33,750
To Ramesh's Capital A/c 33,750
To Suresh's Capital A/c 22,500

(Goodwill raised in old ratio)

(b) Dinesh's Capital A/c Dr. 30,000
Ramesh's Capital A/c Dr. 30,000
Suresh's Capital A/c Dr. 30,000

To Goodwill A/c 90,000

3. Capital Accounts

Date | Particulars JFE Dinesh Ramesh Suresh | Date Particulars JE Dinesh Ramesh Suresh
(Rs) (Rs) (Rs) (Rs) (Rs) (Rs)
Dinesh's 3,750 Balanceb/d 1,00,000 80,000 70,000
Account Profiton
Ramesh's 3,750 Revaluation 15,000 15,000 10,000
Account General
Balancec/d 1,48,750 1,28,750 92,500 Reserve 30,000 30,000 20,000
Suresh's 3,750 3,750
Account
148,750 1,28,750 1,00,000 148,750 1,28,750 1,00,000
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Balance Sheet as on April 01, 2015
Liabilities Amount | Assets Amount
(Rs.) (Rs.)
Sundry Creditors 1,50,000 | Cash at Bank 40,000
Partner's Loan : Bills Receivable 50,000
Dinesh 40,000 Sundry Debtors 60,000
Ramesh 30,000 70,000 | Less Prov. for Doubtful
Debts 3,000 57,000
Capitals: Stock 1,12,000
Dinesh 1,48,750 Fixed Assets 3,31,000
Ramesh 1,28,750
Suresh 92,500 3,70,000
5,90,000 5,90,000
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1. A and B were partners in a firm sharing profits and losses in the ratio of 3:2. They admit C into the
partnership with 1/6 share in the profits. Calculate the new profit sharing ratio?
(Ans:3:2:1)

2. A,B,C were partners in a firm sharing profits in 3:2:1 ratio. They admitted D for 10% profits.
Calculate the new profit sharing ratio?
(Ans :9:6:3:2)

3. X and Y are partners sharing profits in 5:3 ratio admitted Z for 1/10 share which he acquired

equally for X and Y. Calculate new profit sharing ratio?
(Ans :23:13:4)
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4. A, Band C are partners sharing profits in 2:2:1 ratio admitted D for 1/8 share which he acquired
entirely from A. Calculate new profit sharing ratio?\
(Ans: 11:16:8:5)

5. Pand Q are partners sharing profits in 2:1 ratio. They admitted R into partnership giving him 1/
5 share which he acquired from P and Q in 1:2 ratio. Calculate new profit sharing ratio?
(Ans:3:1:1)

6. A, Band C are partners sharing profits in 3:2:2 ratio. They admitted D as a new partner for 1/5
share which he acquired from A, B and C in 2:2:1 ratio respectively. Calculate new profit sharing
ratio?

(Ans: 61:36:43:35)

7. A and B were partners in a firm sharing profits in 3:2 ratio. They admitted C for 3/7 share which
he took 2/7 from A and 1/7 from B. Calculate new profit sharing ratio?
(Ans: 11:9:15)

8. A, Band C were partners in a firm sharing profits in 3:3:2 ratio. They admitted D as a new partner
for 4/7 profit. D acquired his share 2/7 from A. 1/7 from B and 1/7 from C. Calculate new profit
sharing ratio?

(Ans:5:13:6:32)

9. Radhaand Rukmani are partners in a firm sharing profits in 3:2 ratio. They admitted Gopi as a new
partner. Radha surrendered 1/3 of her share in favour of Gopi and Rukmani surrendered 1/4 of her
share in favour of Gopi. Calculate new profit sharing ratio?

(Ans:4:3:3))

10. Singh, Gupta and Khan are partners in a firm sharing profits in 3:2:3 ratio. They admitted Jain as
anew 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?

(Ans: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?
(Ans: 1:1.)

12. Rao and Swami are partners in a firm sharing profits and losses in 3:2 ratio. They admit Ravi as
anew 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?

(Ans : New Profit Ratio 4:3:1 and Sacrificing Ratio 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:



14.

15.

16.

17.

18.

19.

20.
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Rs.
2013 40,000
2014 50,000
2015 60,000
2016 50,000
2017 60,000

(Ans : Rs. 2,08,000)

Capital employed in a business is Rs. 2,00,000. The normal rate of return on capital employed is
15%. During the year 2015 the firm earned a profit of Rs. 48,000. Calculate goodwill on the basis
of 3 years purchase of super profit?

(Ans : Rs. 54,000)

The books of Ram and Bharat showed that the capital employed on 31.12.2016 was Rs. 5,00,000
and the profits for the last 5 years : 2015 Rs. 40,000, 2014
Rs. 50,000; 2013 Rs. 55,000; 2012 Rs. 70,000 and 2011 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 return is 10%?

(Ans : Rs. 30,000)

Rajan and Rajani are partners in a firm. Their capitals were Rajan Rs. 3,00,000; Rajani Rs. 2,00,000.
During the year 2015 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%?

(Ans : Rs. 2,50,000)

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%?

(Ans : Rs. 1,80,000)

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.

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?

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
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sharing ratio between Arti, Bharti and Sarthi will be 2:1:1. Record the necessary journal
entries in the books of the new firm?

21. X andY 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?

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?

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.

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 1.1.2013. 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 2013, Rs. 60,000 for 2014, Rs. 90,000 for 2015 and Rs. 70,000 for 2016.
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.
¢) Goodwill appears in the books at Rs. 2,05,000.

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.

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?
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27. Given below is the Balance Sheet of A and B, who are carrying on partnership business on
31.12.2016. A and B share profits and losses in the ratio of 2:1.

Balance Sheet of A and B as on December 31,2016

Liabilites Amount | Assets Amount
(Rs.) (Rs.)
Bills Payable 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

C is admitted as a partner on the date of the balance sheet on the following terms:
(1) Cwillbringin Rs. 1,00,000 as his capital and Rs. 60,000 as his share of goodwill for 1/4 share
in the profits.
(i) Plantis to be appreciated to Rs. 1,20,000 and the value of buildings is to be appreciated by
10%.
(ii)) 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.

(Ans : Gain of Revaluation Rs. 27,000. Balance Sheet Rs. 5,88,000)

28. Leela and Meeta were partners in a firm sharing profits and losses in the ratio of 5:3. In Jan. 2017
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.

29. Amit and Viney are partners in a firm sharing profits and losses in 3:1 ratio. On 1.1.2017 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.

30. A and B share profits in the proportions of 3/4 and 1/4. Their Balance Sheet on Dec. 31,2016 was
as follows:
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B’s Capital = Rs. 1,20,000 x% = Rs. 25,000

Balance Sheet of A and B as on December 31,2016

Liabilites Amount | Assets Amount

(Rs.) (Rs.)

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 & Building 25,000

91,500 91,500

OnJan. 1,2017, C was admitted into partnership on the following terms:

31

32.

(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) Anitem 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.

(Ans : Gain on Revaluation Rs. 1600. Balance Sheet Total Rs. 1,05,950).

A and B are partners sharing profits and losses in the ratio of 3:1. On Ist Jan. 2017 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. Itis 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?

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
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33.

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?

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

the ratio of ii : 3 respectively.
1414 14

Liabilites Amount | Assets Amount

(Rs.) (Rs.)

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

34.

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.

(Ans : Gain on revaluation Rs. 4,550. Balance Sheet Total Rs. 68,000))

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, 2016 (before Chintan’s admission) was as follows:
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Balance Sheet of A and B as on 31.12.2016

Liabilites Amount | Assets Amount

(Rs.) (Rs.)

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 Funiture 5,000

Babli 32,000 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.
iii) 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.

(Ans : Gain or Revaluation Rs. 2,520. Balance Sheet Rs. 1,44,520).

35. Ashish and Dutta were partners in a firm sharing profits in 3:2 ratio. On Jan. 01, 2015 they
admitted Vimal for 1/5 share in the profits. The Balance Sheet of Ashish and Dutta as on Jan. 01,
2016 was as follows:

Balance Sheet of A and B as on 1.1.2016

Liabilites Amount | Assets Amount

(Rs.) (Rs.)

Creditors 15,000 | Land & Building 35,000

Bills Payable 10,000 | Plant 45,000
Ashish Capital 80,000 | Debtors 22,000

Dutta’s Capital 35,000 | Less: 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.
i) The value of plant be increased by 10,000.
iii) Goodwill of the firm be valued at Rs. 20,000.
iv) Vimal to bring in capital to the extent of 1/5" of the total capital of the
new firm.
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Record the necessary journal entries and prepare the Balance Sheet of the firm after Vimal’s
admission.

(Ans : Gain on Revaluation Rs. 25,000. Balance Sheet Total Rs. 2,25,000).

COINF (QIYATOIF AGIZCIT ©feTh

COIIT RAATOIT AT — 1

1. (a), 2 (a), 3. (b).

COTF (IO 27— 11

1. (c), 2. (b), 3.(c), 4 (b), 5. (b).



ST STITRERE GRS

(Reconstitution of a Partnership Firm-Retirement/Death of a Partner)
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4.1 SRAREIA/TC AFNMACS 2w S
sAfeel Rl (Ascertaining the amount due to

retiring/deceased partner)

SRATAZAFI AT (SRATLAZCAT CFTE) QR N3N
afefafa/fdizame (To9 oF@) o S 2R S@o
TG AR :

(i) ORI fRARRITes (SIh (o,

(i) R v fRITes & (o (3 2AF)

(i) O FVITHT B¥
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(iv) O 7fferge PR (o) B

(v) e @ MR 2SR (Fa O Aited oikH

(vi) SRR / IR el 7K@ oI Ao =i

(vii) SRR /TG e #E O TR Sl 9w, T Srarel AT 9]

(vili) SRR /eI e 7@ Ol (e /i, T Srare AT |
fAferie RExeita T s, O I (A0 AW (S (@0 A

() SRvARS ZARITST (©fE (& (I ATF)

(i) O FTIT S AW e 203, AM ATASH 27 |

(iii) ST 7T Fox B

(iv) F= @ RITHF 2L O Hioq it

(v) SRR R i 715@ oz wog oies

(vi) SPTREEe /TR fre 7@ oI Srele

(vii) SRPTREEE /I el 1% Ok SreeTta 8o 3w, T Srarkl AT |
TSR SIKRMIF S2CF 02 SRR ST /I AR e fifem e s1kare g

?a—ﬂ'fﬁ'ﬁ{*’{
T AR T S G TS S&e] ST fefgffm
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I @ VIR 2w
TRIATE TV € S e
g o1Ie G Foq T
SRR /oI e A e /Foa e e
SRR foereael, W TS 23 |
SRR/ IO SRAME A S fwifie

4. 2 T A B Sl® (New profit sharing ratio)
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AT SRATS JAIE 6 FACI | SRS SRMIACTR 91 JAPR SLHBT® A ©IF e siices
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SATS SIHR FS 396+ FACI | Srizgergg=t, s, 7ife) @3z fomeit 3:2:1 Spoiits «3fo afewies
IS @I " I+ CF | i I ST 2zl T, SN 8 il Sy oo JA1el 366+ Sgoiite
2(J 3:1, W 1 O SO IGE PS5 |

(b) IS SR SRR/ TS SAMCIT JAR SIS S SN Jow 3567
AT OIS O SIS TS A, EICHCE, S ) T YA A5 S ajef= 1l
VIR | SRIZIAFIA, T, A @R TF 5:3:2 TS FC @R o IGAT AW |
AT B (ATF TPREAZ FC G3R OIF FANCST S A 8 O 2:1 SIS OS] 4 |
QBTG el AP SRS FTHFCA aieiel T 27 |

IO SRAMIET TG AT THl= SJJA T+ AT/ SR zeFia SAm (A
PSS

New share of Continuing Partner= Old Share + Acquired share from
the Outgoing Partner

Gaining Ratio2: 1

. 2 3
Share acquired by Naveen = 3 of o
2 3 2
= = X — ==
3 10 10
. 1 3
Share acquired by Tarun =3 of 1o
_r,3_1
- 3710 10
5 2 7
Share of Naveen = —+—=—
10 10 10
2 1 3
Share of Tarun = —+—=—
10 10 10

©iZ, T IR SYTIR TS el A5 STyiTe 20 = 7:3

(c) TSI SRAMIRRA TS TGeT o121 A5 S ATS FAITST I AT ZC AN

GICFCE SRS Sq#iefb 203 Toa A IS0 S |
4.3 ¥ S[& SIT® (Gaining Ratio)
TS SRV (SIS SRTRAZIFIN/ O SRS I (ATH FACS <A SG1e] SR, O
S &7+ SIS T | NS, TSN SRR I SR AR I S4TSR/
O SAIC TP S 27 T, (T2, (L SRS SRR I SIGe] SIS St 7!
SRR B SIHAITST T 20 IR GICFHCE TS SIS S[#AS 91l TS 27 1 | {FFreitd,
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@ TS SR SRR /o SAmIcs oG gd T ©f IR TEY A0S
AT | CICFCE, TRIRE, FAC TG ST AT ARS8, FiFd @b G2 weife 2@ @
TPITS S SRR/ O AN (ATF FCSH S TS| FACE | TS G| S ATS
I TRTI ot O3 T 27 T2 TG SRAMMIFE Tow AP 36 Sgeire WS
2T | GF71 ARFRIGTS 2Tor SRS SAMIT Tge ST S (AT O RN S ATes
<G W R e e SEerefb 9ol T0e 203 | SHRATTgS, e, Wt ¢ a9 ge
SRAME, T 5:3:2 SATS JAAIF I+ I |

! ST &1Zel 9T | WS @ {9l ol ARSDIT 3:2 SRATS AP AT P fo7a |
U, TS TG TS FFffie St oo T 23

Amit’s Gaining Share - 3.5_6-5_1
5 10 10 10

2 2 4-2 2

5 10 10 10

Gagan’s Gaining Share
Thus, Gaining Ratio of Amit and Gagan = 1:2

This implies Amit gains % and Gagan gains % of Dinesh’s share of profit.

TG /SRS SAMITIT FACST A = Tge] SR* - AN T
Gaining share of Continuing Partner = New share — Old share
4 ﬁmw . N
farmferie fRaaaeEm Sox fofe S ol wreiv Ssiis € Spaigsiites i @is |
1. 91¢f (meaning)
2. SRAMICIT FITST ST o7 2 (effect on partners share of profit)
3. 91991 49 (mode of calculation)
\ 4. A 9191 F09 209 (When to calculate) )
Illustration 1

Madhu, Neha and Tina are partners sharing profits in the ratio of 5:3:2. Calculate new profit
sharing ratio and gaining ratio if

1. Madhu retires

2. Neha retires

3. Tina retires.

Solution

Given old ratio among Madhu : Neha : Tinaas5:3:2

1. If Madhu retires, new profit sharing Ratio between Neha and Tina will be
Neha : Tina = 3:2 and Gaining Ratio of Neha and Tina =3:2
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2. If Neha retires new profit sharing Ratio between Madhu and Tina will be
Madhu : Tina = 5:2
Gaining Ratio of Madhu and Tina = 5:2

3. If Tina retires, new profit sharing ratio between Madhu and Neha will be:
Madhu : Neha = 5:3
Gaining ratio of Madhu and Neha = 5:3

Tllustration 2

Alka, Harpreet and Shreya are partners sharing profits in the ratio of 3:2:1. Alka retires and her
share is taken up by Harpreet and Shreya in the ratio of 3:2. Calculate the new profit sharing
ratio.

Solution
.. . . 3. 2
Gaining Given, Ratio of Harpreet and Shreya=3:2 = 55
Old Profit Sharing Ratio of between Alka, Harpreet and Shreya 3:2:1 = % : % : %
. 3 .3 9
Sh d by H t = Zof2 =L
are acquired by Harpree =75 = 30
. 2 .3 6
Share acquired by Shreya = Zof= = —
au Y Y 5 © 6 30
New Share = Old Share + Acquired Share
Harpreet’s New Share -2 + 9 = 19
6 30 30
Shreya’s New Share 1 + 6 = 11
6 30 30

New Profit Sharing Ratio of Harpreet and Shreya = 19:11
Illustration 3

. . . . 1
Murli, Naveen and Omprakash are partners sharing profits in the ratio of g % and 3

Murli retires and surrenders 2/3rd of his share in favour of Naveen and the remaining share
in favour of Omprakash. Calculate new profit sharing and the gaining ratio of the remaining
partners.
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Solution
Naveen Omprakash
@ Old Share 1 1
2 8
(i) Share Acquired by Naveen and

Omprakash from Murli = gof 3_2 1 of 3_1

3 8 8 3 8 8

. .. 1 2 1 1
New Share = (i) + = —+Z Z 4=

(i) New Share = (i) + (ii) 5 + s s + 5
_ 6 3 2 1

= —or=— == or=—

8 4 8 4

Thus, the New profit sharing Ratio = 2 :— or 3:1, and the

1
4

Gaining Ratio = % : — or2:1 [as calculated in (ii)].

Q| =

Tllustration 4

Kumar, Lakshya, Manoj and Naresh are partners sharing profits in the ratioof 3:2:1: 4.
Kumar retires and his share is acquired by Lakshya and Manoj in the ratio of 3:2. Calculate
new profit sharing ratio and gaining ratio of the remaining partners.

Solution
Lakshya Manoj Naresh
. 2 1 4
Old Sh = 1 2
0] are 10 0 10
(i) Acquired Share from Kumar 3 of 3 2 of 3 Nil
5 10 5 10
=9 =8 Nil
50 50
(i) New share = (i) = (ii) 2,9 -1,6 =2 il
10 50 10 50 10
=19 -1 =20
50 50 50

The New Profit Sharing Ratiois 19:11:20
Gainingratiois3:2:0
Notes : 1. Since Lakshya and Manoj are acquiring Kumar’s share of profit in the ratio of 3:2,
hence, the gaining ratio will be 3:2 between Lakshya and Manoj.
2. Naresh has neither sacrificed nor gained.
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Tllustration 5

Ranjana, Sadhna and Kamana are partners sharing profits in the ratio 4:3:2. Ranjana retires;
Sadhna and Kamana decided to share profits in future in the ratio of 5:3. Calculate the
Gaining Ratio.

Solution
Gaining Share = New Share — Old Share
Sadhna’s Gaining Share - 5. 3_4-24 _ 21
8 9 72 72
Kamana’s Gaining Share = 3.2 _ 27-16 _ 11
8 9 72 72

Gaining Ratio between Sadhna and Kamana = 21:11.

( Do it Yourself h
1. Anita, Jaya and Nisha are partners sharing profits and losses in the ratio  of 1 : 1:1
Jaya retires from the firm. Anita and Nisha decided to share the profit in future in the
ratio 4:3. Calculate the gaining ratio.
2. Azad, Vijay and Amit are partners sharing profits and losses in the proportion of
i% and % . Calculate the new profit sharing ratio between continuing partners if
(a) Azad retires; (b) Vijay retires; (c) Amit retires.
3. Calculate the gaining ratio in each of the above situations.

4. Anu, Prabha and Milli are partners. Anu retires. Calculate the future profit sharing
ratio of continuing partners and gaining ratio if they agree to acquire her share : (a) in
the ratio of 5:3; (b) equally.

5. Rahul, Robin and Rajesh are partners sharing profits in the ratio of 3 : 2 : 1. Calculate
the new profit sharing ratio of the remaining partners if (i) Rahul retires; (ii) Robin
retires; (iii) Rajesh retires.

6. Puja, Priya, Pratistha are partners sharing profits and losses in the ratio of
5:3:2. Priya retires. Her share is taken by Priya and Pratistha in the ratio of 2 : 1.
Calculate the new profit sharing ratio.

7. Ashok, Anil and Ajay are partners sharing profits and losses in the ratio of
s
2°10
future profits and losses in the ratio of 3 : 2. Calculate the gaining ratio.

and é Anil retires from the firm. Ashok and Ajay decide to share
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4.4 TS fRoaf@@ael 9= (Treatment of Goodwill)

SRR/ TS ST SRR A YA AT OF AR S* AT SIS | Fiel
ARSI AT SRAMIWR AT G2 T SIS 1 ZACZ | AR SRAMIIT Sz Al
OTA T, SRR N §IE SR SRR/ TS AN SRR O A
(%] JW 2l9fy BIF, SRS SAMAE 7 (I SRR O A ACSH KA
AT T FIS TGo] FATR) SIS TS ISl NS AW 1 T |

gt sfFRiore FFIeH RoaRFemmR IR o7 FE 2foary wiek &R T30
AR AT emfHe zrTe /el |

4.4.1 T4 BITHA AT I emife AT =t
(When Goodwill does not appear in the books) :

T I RN FT1ST 2m*lS QT a1, GTCRGa B St AT T S SRR ZeIR SRR
SIF AT SR Grel) AT S/ 2] 1 ({0 AN, Q9ET 29 formgo —

(a) AT ©IF 7 JooU RTINS R T G (72 Pl 29007 GARIOw 13 87 -
(Goodwill is raised at its full value ane retained in the books as such) : 93 (%@, N
e O 2T (Uit 11 & @R AT AR (SRPREIG/ o SAMR 7R) o
RS SN I 16 SRS T T2 27 | fwaioe T Tadoitg s 214wy
oo 2 |

(b) FAACF CIFT YA [ZARITE (RITA 7 G ST ©f S_ean=ia 21 237 (Goodwill is
raised at its full value and written off immediately) : 3 PRI (@& = @ TG Tae2tq
FAINCE CRAIT Z0F 1 3R S9(T0S T Taeoitg em*(e 20 I, S NS F6eT SRAMIER
o RIS (s TR O 2T Tlisi Fa1 2 (SRS o SRR e a7
TFET ) AT SRMG SRAMICIT RAGISE el JAIF A5+ TATS (S5 I 433 FA
fRATASF O AN &6 I SR 1 21 |

(c) FNTF SRS/ TS SANACIT ST TN 27 ) 23 G ST ©F S/ I3
237 (Goodwill is raised to the extent of retired/deceased partners share and written off
immediately) : (GTCHCG AN RARASCS SROTANG /@ SAMITIT ST ANARTINC (TG
I (AT 20T G oI SRR /5@ SAMICERT e Aot (b 1 203 | oo
SRS SRR e AR S 1S STee SIgaiits (Bt T4 28 @R N AR
(B T SR a1 2T |

(d) T 20T T 2@ Riea) 27 7 (No goodwill account is raised at all in firms
books) : I PG @63 27 @ I RS FIGR BATI @RI 263 I, Gewg @b
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SLAMICHR eTael AT fafiie eitawl wifens e ferese w1 &3 |

Continuing partners’ capital A/c’s Dr.
(individually in their gaining ratio)

To Retiring/Deceased Partner’s Capital A/c
(Retiring/deceased in the remaining partners’
capital accounts into their gaining ratio)

STl SR G0 SRIRATIR AR TR SfHfe A [358 92T I SRAMICI SIaoaze i
Y AT AR AR 7 ATt @R 535! 11 |

(a)If goodwill is raised at full value and retained in books

Goodwill A/c Dr. 60,000
To A’s capital A/c 30,000
To B’s capital A/c 20,000
To C’s capital A/c 10,000

(Goodwill raised at full value and credited
to all the partners in their old profit

sharing ratio)
(b) If goodwill is raised at full value and written off immediately.
(1) Goodwill A/c Dr. 60,000
To A’s capital A/c 30,000
To B’s capital A/c 20,000
To C’s capital A/c 10,000

(Goodwill raised at full value and credited
to all partners in old ratio)
(i)A’s capital A/c 45,000
C’s capital A/c 15,000
To Goodwill A/c 60,000
(Goodwill written off and debited to
remaining partners in the new ratio)
(c) If goodwill is raised to the extent of retiring partner s share and written off immediately.
(1) Goodwill A/c Dr. 20,000
To B’s capital A/c 20,000
(Goodwill raised to the extant of B’s share)
(i) A’s capital A/c Dr. 15,000
C’s capital A/c Dr. 5,000
To goodwill A/c 20,000
(Goodwill written off by debiting remaining
partners’ in gaining ratio)
(d)  If goodwill is not to appear in firm's books at all
A’s capital A/c Dr. 15,000
C’s capital A/c Dr. 5,000
To C’s capital A/c 20,000
(B’s share of goodwill adjusted to remaining
partners’ capital accounts in gaining ratio)

¥



SIS ST G T 185

GBI T AT @ — SRS SRMIAWE &Y Tgel JAIF ITC SGATT DI Ferwg,
TG TS LW O SRR FNCSH G S 971 T A | 42 ~IfFRere somaid/go
SR e [BARRITeR AfRe O JEree RARre o wsiite et T 209 @38
SR TSN SRAMITET e O FAted o7 fofe 703 efiwe Aife 36+ Seeiite @Rkt
9 2 |

Illustration 6

Keshav, Nirmal and Pankaj are partners sharing profits and losses in the ratio of 4 : 3 : 2. Nirmal retires
and the goodwill is valued at Rs. 72,000. Keshav and Pankaj decided to share future profits and
losses in the ratio of 5 : 3. Record necessary journal entries (a) when goodwill is raised at its full value
and written off immediately (b) when goodwill is not to appear in firms books at all.

Solution

(a) When Goodwill is raised and written-off

Journal
Date Particulars LF Debit Credit
Amount Amount
(Rs.) (Rs.)
1) Goodwill A/c Dr. 72,000
To Keshav’s Capital A/c 32,000
To Nirmal’s Capital A/c 24,000
To Pankaj’s Capital A/c 16,000
(Goodwill raised at its full value in
old profit sharing ratio)
(ii) Keshav’s Capital A/c Dr. 45,000
Pankaj’s capital A/c Dr. 27,000
To Goodwill A/c 72,000
(Goodwill written off in the new profit
sharing ratio)
b) When goodwill is not to appear in firm’s books at all
g pp
Journal
Date Particulars LFE Debit Credit
Amount Amount
(Rs.) (Rs.)
Keshav’s Capital A/c Dr. 13,000
Pankaj’s Capital A/c Dr. 11,000
To Nirmal’s Capital A/c 24,000
(Nirmal’s share of goodwill adjusted to Keshav
and Pankaj in their gaining ratio of 13:11)
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Working Notes

1. Vimal’s share of goodwill = Rs. 72,000 xg =Rs. 24,000
2. Calculation of Gaining Ratio

Gaining Share = New Share — Old Share
Keshav’s Gaining Share = 5_4_13

8 9 72
Pankaj’s Gaining Share = 3_2_1

8 9 72

Hence, Gaining Ratio between Keshav and Pankajis 13:11 i.e.

ITllustration 7

13 11

24 24

Jaya, Kirti, Ekta and Shewata are partners in a firm sharing profits and losses in the ratio of 2
:1:2:1.0nJaya’s retirement, the goodwill of the firm is valued at Rs. 36,000. Kirti, Ekta and
Shewata decided to share future profits equally. Record the necessary journal entry for the

treatment of goodwill without opening *Goodwill Account’.

Solution
Books of Kirti, Ekta and Shewata
Journal

Date Particulars LF Debit Credit
Amount Amount
(Rs.) (Rs.)

Kirti’s Capital A/c Dr. 6,000

Shewata’s Capital A/c Dr. 6,000
To Jaya’s Capital A/c 12,000

(Jaya’s share of goodwill adjusted to

remaining in their gaining ratio)

Working Notes
1. Jaya’s Share of Goodwill

=Rs. 36,000 x % = Rs. 12,000

2. Calculation of Gaining Ratio
Gaining Share = New Share — Old Share

Kirti’s Gain -1 1_2-1_1
3 6 6 6

Ekta’s Gain -1.2.2-2.0 (Neither Gain nor Sacrifice)
3 6 6 6
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Shewata’s Gain =

Hence, Gaining ratio between Kirti and Shewata

Illustration 8

Deepa, Neeru and Shilpa were partners in a firm sharing profits in the ratio of 5:3:2. Neeru
reti