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Definition of Partnership

According to section 4 of) Partnership Act, 193gﬁs
“Partnership is th m,g mong two 0,
Or more persons tc ts and losses yt 4 g @/
of tarried on by all or any of
em acting for all.” . *%‘k /L@
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Partnership Deed

: MIRAT TR I b
TEATaa affe Rs. 100

“Partnership deed” is a written document that

contains all the terms and conditions regarding  Bet0D St ONE
: . i HUNDRED'RUPEES

the conduct of the Partnership business.
It helps in settling the disputes arising among
the Partners in the general conduct of business.

Ww&é“l:‘NDIA
INDIA NON:JUDICIAL

Deed of Partnership
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Rules in the absence of Partnership Deed
® No partner has the right to a salary, s o %jmwar — 9PA 1932
® No interest is to be allowed on capital, (D 1% C)?:(g; — Equaly
® No interest is to be charged on the drawings, Lv’.io Jown —> 6/ (P2)

@ Interest at the rate @ to be allowed on a partner’s loan to the firm
® Profits and losses are to be s are

® Without the consent of all existing partners no new partner can be admitted to the firm.

Note: In the absence of an agreement, the interest and salary [0 pk
auable to a partner will be paid only if there is profit.
pay p p y if prof 9 ayces. ol
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Profit & Loss Appropriation A/c

/9

To bt
R =%y

B - xx

XK

Particulars X Particulars X
To Yavher's selov By Nek Pkt dera Jror KX XK
fl - o 5 lP/L ﬁ k)()o(
R— XY X¥ (—’) Mo\r\oj(Y\S Lo ()0']
T:) Pox'c"‘f\ty‘g (omm{fsie—n (..) Qmi_ 4o f\)c\«‘}y\(\(éo(;)
To Jnkvet or (of'{‘ak & ankverd mJ\oo\i&_f) ><)<)(/
A- 2
B- XV xx | By ZoD).
To Genexad Rvwve | xxc =
B- XV

Next w
g/é Toppersll

.——"———_—'



e
] | EIATCH:

/\\‘\(A
%

ormat of Capital Accounts

Dr- Poebne's (opi kel g/ o
Particulars X Y Particulars X Y
o Drawo\ XX X %\f Oym\v\a (ap | XX Xx X
To Tnk ’\?io elo
) %atoz XX | xx i\' ey 1| S
S0 ()"'.'“"""'Z\)Uv«»&' s | T s TR |
lo ( lo&g tc.r-ln XX | X 3\1 T\O(cf'M XX X
®r }‘1 ?Y(b t (ﬂ??) Xx | R
&1 DAL hond
(qf.'}oj XX |

Next \‘

Toppers Y 4



e
] | EIATCH :

Toygg}s))
® @
Format of Fixed Capital Accounts
Vostner's Fixed coptal o/ G- PYoxbnay's Covrud ajk €3
Particulars | X Y Particulars X Y Particulars | X Y Particulars Y
To C)em«m*‘ - ‘BV DP' (%? PO |\ > To of Bt Xee gl ®yop- Bek > M
\*)‘MMK o 21 Addi Fonad e 76%‘“‘*‘;’70 - Ry Sed -
Ty 7o L0 D — By Zo¢ -~
/0 (,100;'7 Sisa | e ’\G(J@m? By (om
Lar, XX | AX Bl, Ko awp =
by Wk%&ﬂfp) RRLAY
2\1 Uﬂ}\j RJ |




T € i : / ToNeXls 3P
VINTtRiST &I: G\?)‘W— | e 5 pavilie

4
CONCEPT kwoﬂ@ 1,919,900 - / / /

L.
\ <
- Qivue = 15,0000 = <5',°°z°°°)
, 1,66 404
| 2/- = D
Joc @ |0 P on 2’/2/2_97;3
. 32333 .
l(c\xm = lﬁff\'\(— 'tquj (41 month) — l\l,_o.o,—o—o';é x 10 x K 2 gl
| Frog - 3 ( 20,0097 v RE T
= ]Mo\?()\ Crodh ) — 20 7 X\
J ) §664¢ WS = 64,844

S 66,646
1Le6s

—




.""" - Next b
f oppers 74y
VINTQRQQT &l: G\?ﬂm— L% )ﬁvﬁ / 3] Dec /

CONCEPT kaan, = |0,09,009 |0 00,000

\ﬁ/ N\ «—— - <5;O;o,ooo)
/

w0 @G@@PO‘ on 2[R /2025

%;V q 'H?ﬁ'. 3\D{C— (ﬁh\br\‘h’\‘)) = \E v O"}‘XGL{X 12 ‘),'SSODO

~—

%{ _ ,OOW\ 3'Ma\xck (@,Mo&) 7 )0 00 Oﬂ)ﬂxg )(% 3 N
»I/{ |9'9' N
)66000

| B e a e




fig- Tt FoyfrgSop 0N T M Toppers 7gy
Unemrs SALARY

CONCEPT

?uhw\m\'\ = |lovvo jihiad qUN‘" = |eovuXh =) loovo
-ﬂU\\(L&k = |%vo0 pev morkh D [SwouX)y I?DOOU

-JQSW]‘\A(Y :> GD“O T.IY ANNUYN => 60%

,——"——__“




LAOYQ —-> I XQ“H Oygélts))

?HRTHt.R'S (ommsswﬂ
i N
)‘“” < x Yole Lole

86‘3‘ > wth}d o Com @ |0/ IOO+QJ§ 0(\3 o™
(J’ ofdev galwa HE  ofier 58

|300 000 — 20000V

Com = lﬁ B?wé : &C‘J“\‘ 2 Jovogu
N
:>7’,00,Oou

F'3 ,300 Qv oV
L) }a 7

NP'A’KRY ’Sq\m ¢ .
1 i _ﬁﬂum—evo (.
7 =< ly 7 1,10 voo

,%,O0,000 — QIOO/UO @
| - /Pfg e ————
“;00,000 | LIIDO/OOD







.m : . Next wh
é/ Topgé}SI’
Setvet OnSusaws 7 5 ) AT
U
CONCEPT @ L 7‘/
Dipt %\Amw é‘mo i % V 8 Hnﬁcz:::émy\hﬁ

G\MtJ 61\1 4/g
‘w! XY xb xa>
t I F m
S

= YXYys 3 | |
= 240 '.0 Va0l

O

Rom withvers [0000 rzy Mmodh A L 01 % ij —30

¢
= loogmx X 6y (= BNZ %k X S5 _ =200
—— lup 0y T
3o 2>




2 b y Tofet 3

6o TG &“ 9"‘9"‘3’”93 i 7@ o Promd withdrew Zfovo in
CONCEPT i'éf fasty = MZ:: ZBMNQ””jf" ’
()Asl/c{mom>> o/of/x,{(x_lé’_x _%Z
[ 00k - Mawen ] i p |
@{j Maok T 71592




= %vaw.‘ LN Next S
~ XWEX 4 X 2 T
&VtS‘\'lON‘. L:xmis\‘*i v §ooe perment SN Mof . " ’:‘é/ S ;(p)(pfsrs;ﬂgu
/'_‘- L, Rishy withvew 19990 o ricd SLNWJ d\v“—;lw‘ﬁxf/X.E%( £ S |200
CONCEP e
/M\S’d\'\ ﬂ isl\u oue ?M‘wnb o Arem . ‘ ’ _
52 tal To Sa)
— /qf {L—% Ml‘fb\i : |9, 00,000 ’ NP /oovoo
L_) | ) M — 0v0 ¥ 12:3fovo 2.
Rizhv 5 00,000 R~ Lovox4 = 16999 f£5 600 Gy 107
N(‘\ (P t S 7'00‘000 TO <°") M . 1&%o
L1 Ve
/&Q\«YJ — M;g'%‘, . 3000 ma'\n“‘a {g.‘ Zl;o:: R _\__,_._.__ 8' @ O
— Richu:  4ooo &mGy\a ° |\ovo
\/(ommiss'con — Mishth: 10 fon vk P‘\%\t To P\/{&l‘
— R.-g}\u: 2 /on calen l;g‘ 3247708 50
= N , r & ' )
/ dnatest on %v«w.«?z\ 567 b 16 412 1% -
- ’ N s 703 \ 7 O%'K @)
/Tokak saleo 329,00, 094 X 2455 167_'5}8
e

SLi) &0



>




SOL.

Distribution of Profit in Wrong Ratio

X, Y and Z shared profits of ¥1,50,000 in the ratio ut the Partnership Deed
did not specify the profit-sharing ratio. Pass the necessary adjusting entry.
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Pand Q were pLir!tners in a firm sharing profits equally. The{r fixed capitls were
<1,00,000 and ¥50,000 respectively. The Partnership Deed providedfor Interest on
Capital at the rate of 10% per annum. For the year ended 31st March, 2016, profits

of the firm were distributed without providing Interest on Capital.
Pass necessary adjustment entry to rectify the error.
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GUARANTEE OF PROFIT
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GUARANTEE OF PROFIT

J

[

A partner (or partners) may
be guaranteed minimum
profit from the business.

|

7

Minumum Earning
Guaranteed by a partner to
firm.

The profit may be guaranteed to an existing or incoming (new) partner by:

e all the remaining partmers in an agreed ratio
e one or more of the existing or old partners, or
e the firm

When the guaranteed partner’s share
of profit is more than the guaranteed

amount, his actual share of profit is
given to him instead of the
guaranteed amount of profit.
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Monika, Bhoomika and Kamolika - 2 Particulars

are partners sharing profits in the
ratio of 6:4:1.

Kamolika is guaranteed minimum
amount of ¥3,00,000 as her share
in profits.

The firm earned net profit of
$22,00,000 for the year ended
31st March, 2022.

Prepare Profit & Loss
Appropriation Account of the firm
for the year ended 31st March,
2022.
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PROFIT & LOSS APPROPRIATION ACCOUNT
Dr. for the year ended 31st March, 2022 Cr.
Particulars ' L4 Particulars E ¢
To Monika’s Capital A/c By Profit & Loss A/c 22,00,000
(% 22,00,000 x 6/11) 12,00,000 (Net Profit)

Less: Deficiency (3/5 of X 1,00,000) 60,000| 11,40,000

To Bhoomika's Capital A/c
(% 22,00,000 x 4/11) 8,00,000
Less: Deficiency (2/5 of T 1,00,000) 40,000| 7,60,000

To Kamolika's Capital A/c

(¥ 22,00,000 x 1/11) 2,00,000
Add: Deficiency received from:
Monika 60,000
Bhoomika 40,000| 3,00,000

22,00,000 22,00,000
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The firm incurr loss =

Maanika, Bhavi and Komal are partners sharing profits in the ratio o@. Komal is
guaranteed a minimum profit o 32,00,000. [The firm incurred a loss of 22,00,000 for
the year ended 31st March, 2018 Pass necessary Journal entry regarding deficiency

borne by Maanika and Bhavi and prepare Profit & Loss Appropriation Account.

SOL. Date Particulars L/F Dr.X Cr.X




BATCH
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JOURNAL
Date Particulars LF| Dr® . ®
2018
March 31 | Maanika's Capital A/c D 2,40,000
Bhavi's Capital A/c ..Dr. 1,60,000
To Komal's Capital A/c (m
(Deficiency of Komal met by Maanika and Bhavi) (WN) |
PROFIT & LOSS APPROPRIATION ACCOUNT
Dr. for the year ended 31st March, 2018 Cr.
Particulars L | Particulars | X
To Profit & Loss A/c (Net Loss) & w By Loss transferred to:
Maanika's Capital A/c - 12,00,000
Bhavi’s Capital A/c : Bm
ﬂm . 200000 [ >
22,00,000 [~— s 22,00,000
Working Note:

Loss of the firm = ¥ 22,00,000
Komal’s share of loss = ¥22,00,000 x 1/11 =% 2,00,000
Guaranteed minimum profit = ¥ 2,00,000

Therefore, Komal’s Capital Account is to be credited by the amount of deficiency ¥ 4,00,000 (i.e., ¥ 2,00,000:

Share of Loss + ¥ 2,00,000 : Guaranteed Profit) which will be borne by Maanika and Bhavi in their profit-sharing
ratio, i.e,6:4o0r3:2.
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Minimum Earning Guaranteed by a partner to the firm & minimum profit
) guaramteed by the firm to a partner

Jay, Vijay and Karan were partners of an architect firm sharing profits in the ratio of
Their Partnership Deed provided the following:

> A monthly salary of 15,000 each to Jay and Vijay.

- Karan was guaranteed a profit of ¥ 5,00,00Q/and liayr guaranteed that he will earn
an annual fee of ¥2,00,000.(Any deficiency arising because of guarantee to Karan
will be borne by Jay and Vijay in the ratio of 3:2.

F_E)uring the year ended 31st March, 2018, Jay earned fee of ?1,75,mand the profits of
the firmamounted o 15,00,000. *

Showing your workings clearly prepare Profit & Loss Appropriation Account and the
Capital Accounts of Jay, Vijay and Karan for the year ended 31st March, 2018.
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g Minimum Earning Guaranteed by a partner to the firim & minimum profit guaranteed
@ 2 - [|{eo200
‘y‘-ﬂ by the firm to a partner 94“%1 5 V{7000 /’7 " ey
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Vi v Dd 25,000 | § 25 000
97 oo | 340000 |* (aeimed-rrme)
TTo P+ '
= Ghbpoo
(,‘02‘30) 205%00
bbo
(?géﬁog) = 3549200
k= 723000
) 24700 = SodM0g ésoes




Next N\

= Toppers Y 4
PROFIT & LOSS APPROPRIATION ACCOUNT
Dr. = for the year ended 31st March, 2018 ) ﬂ
r-ljarticulars 4 Particulars 3
To Partners’ Salary: By Profit & Loss A/c (Net Profit) 15,00,000
Jay's Capital A/c 1,80,000 By Jay's Capital A/c (% 2,00,000 - X 1,75,000) 25,000
Vijay's Capital A/c 1,80,000 | 3,60,000 (Deficiency in Guaranteed Fees)
To Profit transferred to:
Jay's Capital A/c 4,66,000
Less: Guaranteed (Profit to Karan)  1,60,200 | 3,05,800
Vijay's Capital A/c 4,66,000
Less: Guaranteed (ProfittoKaran)  1,06,800 | 3,59,200
Karan’s Capital A/c 2,33,000
Add: Deficiency met by Jay and Vijay 2,67,000 | 5,00,000
15,25,000 15,25,000
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Dr. PARTNERS' CAPITAL ACCOUNTS Cr.
Particulars Jay Vijay | Karan | Particulars Jay | Vijay | Karan-
L 4 3 L4 L4 L4
To Profit & Loss By Partners’Salary A/c 1,80,000( 1,80,000
Appropriation A/c 25,000 By Profit & Loss Appro-

To Balance c/d 4,60,800| 5,39,200| 5,00,000 priation A/c—Profit 3,05,800( 3,59,200| 5,00,000

4,85,800( 5,39,200| 5,00,000 4,85,800| 5,39,200| 5,00,000

Working Note: Calculation of Deficiency in Karan’s share and its recovery:
Profit to be Distributed = % 15,00,000 - X 3,60,000 + X 25,000 =X 11,65,000.

Division of Profit: Jay’s Share of Profit = ¥ 11,65,000 x 2/5 =X 4,66,000;
Vijay’s Share of Profit = ¥ 11,65,000 x 2/5 =X 4,66,000;
Karan's Share of Profit = ¥ 11,65,000 x 1/5 =¥ 2,33,000.

Karan's Deficiency = Guaranteed Profit - Karan’s Share of Profit

= ¥5,00,000 - 2,33,000 =¥ 2,67,000, which will be met by Jay and Vijay in the ratio
of3:2
Deficiency borne by: Jay = X 2,67,000 x 3/5 = < 1,60,200; Vijay =X 2,67,000 x 2/5 =% 1,06,800.
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Goodwill Methods & Adjustments

Gooduwill is the value of a business's reputation that helps attract and retain customers,
leading to future profits.

It is treated as a fixed (Intangible) asset because it helps in earning more profits.

{‘Self generated — s.. |

Types J Li;ij:
of Goodwill

frsses a/e Dv 400000
. Purchased | (5ot Dy 200000
To L qb"m{ Halk Z.30000

To ?“’\“* Dolalap, — D702



Need for valuation of goodwill

akChange in the profit sharing ratio among the existing Partners

J
@\Admission of a new partner i
@kRetirement of a Partners )
@kbeath of a Partners )

@\Dissolution of a firm involving sale of business as a going concern

\Amalgamation of Partners firms p
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[Purchased Goodwill]

Amrit Daily Needs acquired the business of Shivam for net purchase consideration of
$9,00,000 paid by cheque. The assets acquired and liabilities taken over are:

Assets: 3 Liabilities: 4

-urniture 10,000 | Creditors 5,20,000
nventory (Stock) 7,560,000 | Salaries Payable 15,000
Debtors 1,50,000 | Outstanding Expenses 15,000

Determine the value of goodwill and pass the necessary Journal entries.

Assef a/0 Oy Floooo
(M) Goodwi\l D 2.0 0000

(— .
ID)\"‘A loono
T; S‘l’\-\\/ o~ SO'O\)\\Q
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Methods
use to calculate goodwill

i i 1

Average Profit Super Profit Capitalisation
5 Method J L Method ) L Method J
e Simple Average e Simple Super e By capitalisation
Profit Method Profit Method of average profit

e Average Super

Profit Method L Profit Method J

e Weighted Average
L J of super profit

L e By capitalisation J




Average profit Method

A. Simple Average Profit Method
Step for the calculation-

Step 1. Find the total of the profit of required number of Years.

Step 2. Divide the total profit by specified number of Years and find average profit.

Step 3. Multiply the average profit by specified number of times and get goodwill.

@AVSW&% 5 P4 PrP

No (6\10

@ AVJ?V%:{‘%NO%?W (_\ys cg/\g
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Sara, Tara and Zara are partners in a firm sharing profits and losses in the ratio of
3:2:1. They admit Dara into partnership from 1st April, 2024 for 1/4th share in the
profits. For this purpose, goodwill is to be valued a‘he average annual profit of
the previous three or four years, whichever is higher.

Year Ended 3 a ?»4%-4-
— — _ Qyvs Tvo-
a0 44es Py PAH 35000, _;Wj LY

31st March, 2023 151760 30,300; —=
_31st March, 2022 e 31,200; |

31st March, 2021\1 27435 JZ,ZW

Calculate value of Goodwill.

Gl PP (4 ) XTho Y Rov yyts
> 37915 % 2
=2 +5%50

e



Adjustment of
Abnormal Profit & abnormalloss

(mxa(}» AVS%%{ = Q‘\@ ?WJ& o — Ponovmek P&k% + Pl la=e
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/Average Profit Method when Adjustments are Made|

Ramesh purchased Bharat's business with effect.from 1st April, 2024. It was

agreed that the firm's goodwill will be valued agears' purchase of average
normal business profit of the last three years. Profits for last three years ended
31st March, were:

2022 :%1,00,000 (including abnormal gain of ¥10,000); = Jopoow - lovow = Goooe
2023 :%1,10,000 (after charging abnormal loss of ¥20,000); 10000 4+ 200005 |20000
2024 :%85,000 (including profit of 5,000 on sale of fixed asset). g5o0u-Sov03 Bovoo

Calculate value of the firm's goodwill. R
2 0oovo
AP > 200000 _ |goooo
=

=) Z 20000
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/Average Profit Method when Adjustments are Made]

A and B are partners sharing profits and losses in the ratio of 3: 2. They agree to
take C into partnership for 1/3rd share. For this purpose, goodwill is to be valued at
ear's purchase of the average profit of last four years which were as follows:

Year ending on 31st March 2019
Year ending on 31st March 2020
Year ending on 31st March 2021
= Year ending on 31st March 2022

(%)

50,000 (Profit)
1,20,000 (Profit)
1,80,000 (Profit)
Cap.Sxp.  Dep.
70,000(-oss)+sfooﬁ _Iuof)o = 20000 /s

On 1st April, 2021 a Motor bike costing ¥50,000 was purchased and debited to
travelling expenses account, on which depreciation is to be charged @ 20% p.a.

The firm also paid an annual insurance premium of 20,000 which had already

been charged to Profit and Loss Account for all the years. fex Ho..%f’y G Oo&@&

Calculate the value of goodwill.

P 5 3204900

- =%0bopon WK D °>Z:,601)0()

2
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Average profit Method

B. Weighted Average Profit Method

Step for the calculation-
Step 1. PicRing up of the profit of the last year.
Step 2. Multiplying each Years profit by its weight and finding out product.
Step 3. Adding the product of all the given Years and ascertaining total of the product.
Step 4. Finding the total weights.
Step 5. Dividing total product by the total of weight and finding weighted average Profit.
Step 6. Multiplying weighted average profit with number of Years and finding gooduwill.



The profits of a firm for the last five years were as follows:
Year ended 31st March Profits (3)
2020 43,000 ¥
2021 50,000 *2
2022 52,000 X3
2023 65,000 x4
2024 85,000 #5

You are required to calculate the value of goodwill on the basis of@ear's

purchase of weighted average profits. The weights to be used are:
2020-1; 2021-2; 2022-3; 2023-4; 2024-5.
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wY Year ended Profits Weight Products
31st March (%)
2020 43,000 X 1 43,0001
2021 50,000 A 2 1,00,000
2022 52,000 < 3 1,56,000
2023 65,000 X 4 2,60,000
2024 85,000 o 5 4,25,000
15 9,84,000

. a
Weighted Average Profit = =222, 222000 - 265,600

Goodwill = wﬂpxm% Py = 65,600 x2 = %1,31,200
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Super Profit Method

A. Simple Super Profit Method
Step for the calculation-
Step 1. Calculate Normal Profit - Normal Profit = Capital Employed x Normal Rate of return.
Step 2. PicRing up of the profit of the last year (Actual Profit).
Step 3. Calculate Super Profit — Super Profit = Normal Profit — Actual Profit.
Step 4. Multiplying Super profit with number of Years and finding goodwill.

—)}f Nmmo&%ﬂj‘t: CQ@WXNRR
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Adjustment of Closing Stock
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Average profit earned by a firm is 75,000 which includes undervaluation of stock of
5,000

on average basis. Capital invested in the business is ¥7,00,000 and the normal rate of

returnis 7%. Calculate goodwill of the firm on the basis of 5 times the super profit.
undey

() oeve B 5 75000 + Sooo = Foooo

@ NP 2 Capitad ANRR
/Docoo X7/ =2 é]?ox')o

@) &P= AP—NP

= Bowoo - GYopo

— 2v00
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Super Profit Method

B. Average Super Profit Method
Step for the calculation-
Step 1. Calculate Normal Profit— Normal Profit = Capital Employed X Normal Rate of return.
Step 2. PicRing up of the profit of the last Years.
Step 3. Calculate Average Profit.
Step 4. Calculate Super Profit = Super Profit = Normal Profit — Average Profit.
Step 5. Multiplying Super profit with number of Years and finding goodwill.
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A firm earned net profits during the last three years as:
Year Profits ()
18,000
I 20,000
I 22,000

The capital investment of the firmis ¥60,000. Normal return on the capital is 10%.

Calculate value of goodwill on the basis oears' purchase of the average super
profit for the last three years. A7 = Deoses

W7 = Qoo x oy = 4900

SP= AP-N

= 20000 —€§0%g o) \Uooo

Glos = SPxNod Y
- “100())&5
= 42000
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A firm's average profits are I70,000. It includes an abnormal profit of ¥5,000.
Capital invested in the business is ¥5,50,000 and the normal rate of returnis 10%.
Calculate goodwill at four times the super profit.

AP = 6§000
Hf’: SS 50

5F = Jooov xy

’-———7 L]UOOQ
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Average profit earned by a firm is 75,000 which includes undervaluation of stock
of ¥5,000 on average basis. Capital invested in the business is ¥7,00,000 and the

normal rate of returnis 7%. Calculate goodwill of the firm on the basis of 5 times
the super profit.
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Actual Average Business Profit = ¥ 75,000 + X 5,000 (undervalued stock) = X 80,000

Normal Business Profit = Capital Employed (Investment) x Normal Rate of Return/100
= ¥ 7,00,000 x 7/100 =X 49,000

Super Profit = Actual Average Business Profit - Normal Business Profit
= ¥ 80,000 - ¥ 49,000 = ¥ 31,000

Goodwill = ¥ 31,000 x 5 =3 1,55,000.
Note: Undervaluation of stock decreases net profit. Hence, it is added to determine average business profit.




Capitalisation Method

A. By capitalisation of Average Profit
Step for the calculation-
Step 1. Gooduwill = Capitalised value of Average Profit — Actual capital Employed.

Step 2. Actual Capital Employed : Total assets except goodwill — Outside Liabilities.

Average Profit
Normal/Average rate of Return

Step 3%pitalised value of Average Profit = x 100

&) Gpied o
®

Next S\ N

Toppersll



Next wh
Toppers Y 4

A firm earned 360,000 as profit, the normal rate of return being 10%. Assets of
the firm are ¥7,20,000 (excluding goodwill) and Liabilities are ¥2,40,000. Find the
value of goodwill by Capitalisation of Average Profit Method.

AP = fovoo
HRR:) |oy Pal COOdwiu = Cc\cI;»}{-qlig-Q& \,49.;)4_ %‘AP s QC"’U&Q CQf\H gw\fb
fiz 720000 l/
L‘-— 24Lo0ovo0 ‘HP XJOO
¢ gjl?,ﬁ: 4<oooo NRR
v O/OZ;O xles  —  4%0000

= 600()00 = (‘\Koooo

g/w: Z 120000
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| ' it x 100
Total Capitalised Value of the Firm = Average Normal Business Profit x
Normal Rate of Return

~ T 60,000x100
10

Net Assets = Total Assets — Liabilities
= ¥7,20,000 - X 2,40,000 =X 4,80,000
Goodwill = Total Capitalised Value of the Firm — Net Assets
= ¥6,00,000 - X 4,80,000 =X 1,20,000.

=¥ 6,00,000
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A and B were partners in a firm with capitals of ¥ 3,00,000 and ¥ 2,00,000
respectively. The normal rate of return was 20% and the capitalised value of
average profits was ¥ 7,50,000. Calculate goodwill of the firm by capitalisation of
average profits method.

Capital mp 2 50000 GIv = Cap valwa QP — flchal
/<T/PR$ 20°/. 3 % =

= ]S5og00 — 56000 O

5/»@ = 50000

/—\
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From the following particulars, calculate value of goodwill of a firm by Capitalisation
of Average Profit Method:

(i) Profits of last five consecutive years ending 31st March, are:

2024—% 54,000; 2023—% 42,000; 2022—% 39,000; 2021—% 67,000 and 2020—

< 59,000.

(if) Capitalisation rate 20%.

(iii) Net assets of the firm ¥ 2,00,000.

E)rﬁ y[00 77 onooo

HRR
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Capitalisation Method

B. By capitalisation of Super profit

Step for the calculation-

Step 1. Calculate Normal Profit -2 Normal Profit = Capital Employed X Normal Rate of return.
Step 2. PicRing up of the profit of the last Years.
Step 3. Calculate Average Profit

Step 4. Calculate Super Profit — Super Profit = Normal Profit — Auerage Profit

Super Profit 100
Normal rate of Return

Step 5. Goodwill =
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Average business profit of the firm is ¥1,50,000. Total tangible assets in the firm
are ¥14,00,000 and outside liabilities are ¥4,00,000. In the same type of business,
the normal rate of return is 10% of the capital employed.

Calculate value of goodwill by Capitalisation of Super Profit Method.

”ﬂf =150000 4@ Goodwill <P

B
NRR

Cepita = R-L T o
C\?) = I'0,0o,ouo Q?"f" i = FiE &
=I5 _ Juog = 00O
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Capital Employed = Total Tangible Assets — Outside Liabilities
= ¥ 14,00,000 - ¥ 4,00,000 = ¥ 10,00,000
Normal Business Profit = Capital Employed x Normal Rate of Return/100
= ¥ 10,00,000 x % =3 1,00,000
Super Profit = Average Business Profit - Normal Business Profit
= ¥ 1,50,000 - X 1,00,000 =X 50,000

Super Profit x100 % 50,000x100
Normal Rate of Return 10 = ¥5,00,000.

Goodwill =
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Raja Brothers earn an average profit of ¥ 30,000 with a capital of ¥ 2,00,000. The
normal rate of returnin the business is 10%. Using capitalisation of super profit
method, workout the value of the goodwill of the firm.

80\)@( :\7"{{;{” = ﬂ-?—— 'l\”>

20000 — Q0000

SP =) |ovoo
C;/VQ;EE ¥ 10 9Q
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Meaning of Reconstitution of Partnership

Wh there is a ch inretatianship of partners, i.e., in the t

of agreement, it results if reconstitutionyf the firm. [
-7

As a result, existing partnership agreement comes to an end and new
partnership agreement comes into existence. However, the firm continues.
im A B <

0\

|1
A 5 : Q
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Meaning of Reconstitution of Partnership

A firm is reconstituted on occurrence of any of the event below:

& Change in the profit-sharing ratio among the existing partners.
& Admission of a new partner or partners.

& Retirement of a partner or partners.

& Death of a partner.

& Amalgamation of two or more partnership firms.
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' Change in the Profit-Sharing Ratio Among the Partners

Existing partners may agree to share profits and losses in a ratio
that is different from the earlier agreed profit-sharing ratio.

As a result of change in the profit-sharing ratio among partners,

Vo
il
the firm is reconstituted. e'
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Adjustment for Change in Profit-Sharing Ratio

The issues that need to be addressed at the time of change in the
profit-sharing ratio are:

e Determining of Sacrificing Ratio and Gaining Ratio,

e Accounting of Gooduwill,

e Accounting of Reserves, Accumulated Profits and Losses,

e Revaluation of Assets and Reassessment of Liabilities,

e Adjustment of Capital.
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Determination of Sacrificing Ratio and Gaining Ratio

ng\c QOJQO = 0ld - New

Olda= 3.2
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[Sacrificing and Gaining Share|
Om and Shyam are sharing profits and losses equally. With effect from 1st April,

2024, they agree to share profits in the ratio of 4: 3. Calculate individual partner's
gain or sacrifice due to the change in ratio.

ptd 2 1)
New 2 473
Old - New
e~
ON\’ 2. 3 '™ | u
Sl o\ S ik i
2 M Y
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Accounting of Goodwill

Accounting Standard-26 (AS-26), 'Intangible Assets’

& According to AS-26, ‘Intangible Assets', Goodwill should be recognised
in the booRs only when consideration in money or money's worth has
been paid for it.

& Thus, in case of change in the profit-sharing ratio among partners or
admission or retirement/death of a partner, goodwill is not recognised
in the booRs of the firm because considerationin money or money's

worth is not paid for_t:
& Gooduwill should b hrough Partners’ Capital Accounts.




Accounting of Goodwill

Gaining partner compensates the sacrificing partner(s).

The compensation payable by the gaining partner for his gain to the sacrificing
partner or partners is Rnown as 'Goodwill' or 'Premium for Gooduwill.

It is paid by the gaining partners for their gained profit share to the sacrificing
partners in their sacrificing ratio.

\Amount of Compensation Payable = Value of Firm's Goodwill x Gained Profit Share/

7
Poschesed Gluo = B/s — Aesel = Pis /ﬁ&\

/

\) gdé q&ﬂ__.) M\S\JH. — QOX(\
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Anil, Sunil and Ramesh are partners sharing profits in the ratio of 5: 3: 2. They decide to share
profitgequally'with effect from 1st April, 2024. Goodwill of the firm is valued at1,08,000.
(ﬁf)GOOdWI exists in the books at ¥18,000. Pass the Journal entries to record theabove change

?;f:;zuz ﬂd)ud'7 | o000 ”54'03
P N5 1. I5-o =5 X IEeor =\gooo
i <23 Sael
. (@ s+3- L - a-ie <o S
lo G| | & boo FRRE =¥ =
%i;:?b; vl (© - 72043 -./4%:)0 7 —§(X\o 550 = |Ylhoo

To/:]— a/ ¢ | fovo
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If capitals are fluctuating:
JOURNAL
Particulars LF. | DrR) Cr.®)
1 | Anil's Capital A/c (X 18,000 x 5/10) ..Dr. 9,000
Sunil’s Capital A/c (X 18,000 x 3/10) ..Dr. 5,400
Ramesh’s Capital A/c (X 18,000 x 2/10) .Dr. 3,600
To Goodwill A/c 18,000
(Existing goodwill written off in old ratio)
Sunil’s Capital A/c (X 1,08,000 x 1/30) .Dr. 3,600
Ramesh’s Capital A/c (X 1,08,000 x 4/30) .Dr. 14,400
To Anil's Capital A/c (X 1,08,000 x 5/30) 18,000
(Adjustment made on change in profit-sharing ratio)
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Sim, Shwe and Meg are partners in a firm sharing profits in the ratio They

decided to share profits, w.e.f., 1st April, 2024 in the ratio of 2 : 3 : 5. Omthe date of
change in profit-sharing ratio, the firm had balance in General Reserve of 1,00,000. Pass

the Journal entry for distributing General Reserve on change in pr‘ofit-@?ring ratio.
> (%-

gef\uaﬁ (Rw a/c DY )omoo

To Sim Loyoo
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Maira, Sara and Praneeti are partners in a firm sharing proflts in the ratio o@ They
a

decided to share profits, in the ratio of 2: 3: 5 w.e.f.,
change in profit-sharing ratio, the firm had balance inGeneral Reserve of 1,00,000. .
It was agreed by the partners that out of General Reserve 50,000 be trans 0

Workmen Compensation Reserve to meet a claim of workers, if any.
Pass the Journal entry for distributing General Reserve on change in profit-sharing ratio.

Qmuc& Rea G/SDY |0 vOou

To NCR alc Eooov

To V) 2 Sogo
To S | Sov0
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Sangeeta, Deepa, Ajay and Lalit were partners in a firm sharing profits and losses in the
ratio of 3:2:4:1. They decided to share profits and losses in the ratio of 5: 1:% Mj"*
effect from 1st April, 2022. On this date, goodwill of the firm was valued a£%,20,000

General Reserve appeared in the books at 1,00,000.— B>

Pass necessary Journal entries for the above transactions. Show your working clearly.
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JOURNAL
Particulars LE| Or® | .
1| General Reserve A/c D, 1,00,000
To Sangeeta's Capital A/c ' 30,000
To Deepa'’s Capital A/c 20,000
To Ajay’s Capital A/c 40,000
To Lalit's Capital A/c 10,000
(General Reserve distributed among partners in their old profit-sharing ratio)
April 1| Sangeeta’s Capital A/c (¥ 5,20,000 x 2/10) ..Dr. 1,04,000
Lalit’s Capital A/c (X 5,20,000 x 1/10) ..Dr, 52,000
To Deepa's Capital A/c (X 5,20,000 x 1/10) 52,000
To Ajay’s Capital A/c (X 5,20,000 x 2/10) 1,04,000
(Adjustment made for goodwill on change in the profit-sharing ratio)

Working Notes:
Calculation of Gain/Sacrifice of Partner:
Sacrificed Profit Share = Old Profit Share - New Profit Share
Sangeeta = 3/10 - 5/10 = (2/10) (i.e., Gain);
Deepa = 2/10 - 1/10 = 1/10 (i.e., Sacrifice);
Ajay = 4/10 - 2/10 = 2/10 (i.e., Sacrifice);
Lalit = 1/10 - 2/10 = (1/10) (i.e., Gain).
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Param, Karan and Pawan sharing profits and losses in the ratio oecide to
share profits and losses in the ratio of 2:3:4 with effect from 1st Aprif; 2024. An

extract of their Balance Sheet as at 31st March, 2024 is:

Liabilities 4 Assets 4

Workmen Compensation Reserve | 90,000

Show the accounting treatment under the following alternative cases:
Case 1. When no information as to claim is given. "

Case 2. When there is no claim..”

Case 3. When a claim on account of workmen compensation is
Case 4. When a claim on account of workmen compensation is
Case 5. When a claim on account of workmen compensation is




JOURNAL
Particulars LF.| DrQ®) @
Workmen Compensation Reserve A/c .Dr. 90,000
To Param’s Capital A/c 40,000
To Karan's Capital A/c 30,000
To Pawan’s Capital A/c 20,000
(Transfer of Workmen Compensation Reserve to Partners' Capital
Accounts in their old profit-sharing ratio)
Case Same entry as given in Case 1.
Case Workmen Compensation Reserve A/c D, 90,000
To Workmen Compensation Claim A/c 45,000
To Param’s Capital A/c 20,000
To Karan's Capital A/c 15,000
To Pawan's Capital A/c 10,000
(Transfer of surplus Workmen Compensation Reserve to Partners’ Capital
Accounts in their old profit-sharing ratio)
Case Workmen Compensation Reserve A/c .. 90,000 /
Revaluation A/c DI 9,000 >

To Workmen Compensation Claim A/c
(Shortfall debited to Revaluation Account)

2\ N
Toygé}s Il



Case

Param's Capital A/c N9 )

Karan’s Capital A/c ...

Pawan's Capital A/c DI
To Revaluation A/c

(Transfer of loss on revaluation to Partners’ Capital Accounts in their

old profit-sharing ratio)

Workmen Compensation Reserve A/c ...

To Workmen Compensation Claim A/c
(Workmen Compensation Claim accounted)

4,000
3,000
2,000

90,000

90000

90,000
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Radha, Gauri and Kabir sharing profits and losses in the ratio of 4:3:2, decide to share
future profits and losses in the ratio of 2:3:4 with effect from 1st April, 2024. An
extract of their Balance Sheet as at 31st March, 2024 is:

Liabilities 4 Assets 4

Investments Fluctuation Reserve [\ 18,000 )| Inuvestments (At cost) 2,00,000

Show the accounting treatment under the following alternative cases:

Case 1. When there is no other information.
Case 2. When market value of investments is $2,00,000. , IFR oDy (Koo

Case 3. When market value of investments '

Case 4. When market value of investments ig% 2,183,000,

Case 5. When market value of investments W

LFR Py |Rovo
Rey Py Foo
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I JOURNAL | .
Particulars LF.| Dr@®) Cr. )
-
1|
1| Investments Fluctuation Reserve A/c* .Dr. 18,000
To Radha's Capital A/c 8,000
To Gauri's Capital A/e 6,000
To Kabir's Capital Alc 4,000
(Transfer of Investments Fluctuation Reserve to Partners' Capital Accounts
in their old profit-sharing ratio)
Case 2| Same entry as given in Case 1.
Case 3| Investments Fluctuation Reserve A/c DI, 18,000
To Investments A/c 9,000
To Radha's Capital A/c 4,000
To Gauri's Capital A/c 3,000
To Kabir's Capital A/c 2,000
(Transfer of excess Investments Fluctuation Reserve to Partners’ Capital
Accounts in their old profit-sharing ratio)




Investments Fluctuation Reserve A/c
To Radha's Capital A/c
To Gauri's Capital A/c
To Kabir's Capital A/c

(Transfer of Investments Fluctuation Reserve to Partners’ Capital
Accounts in their old profit-sharing ratio)

~Dr.

Investments A/c
To Revaluation A/c
(Value of investments brought up to market value)

-Dr.

Revaluation A/c
To Radha's Capital A/c
To Gauri's Capital A/c
To Kabir's Capital A/c
(Transfer of gain (profit) on revaluation)

«Dr.

Investments Fluctuation Reserve A/c
Revaluation A/c
To Investments A/c
(Fall in value of investments adjusted through Investments
Fluctuation Reserve and shortfall charged to Revaluation Account)

wDI.
Dt

Radha's Capital A/c
Gauri's Capital A/c
Kabir’s Capital A/c

To Revaluation A/c

(Transfer of loss on revaluation to Partners’ Capital Accounts
in the old profit-sharing ratio)

-Dr.
~Dr.

18,000

18,000

18,000

18,000
9,000

4,000
3,000
2,000

8,000

4,000

18,000

8.000

6,000
4,000

27,000

9,000
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Revaluation of Assets
& Reassessment of Liabilities

Reuvaluation means changing the book value of assets and liabilities to reflect their
_current market value. )

e |t is done when the profit-sharing ratio changes among partners.

e Gain or loss from revaluation is transferred to partners’ capital accounts in their
old profit-sharing ratio.

e This ensures fairness, as changes in values belong to the period before the new
ratio applies.
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L~ ¢ Accounting Entries

. For increase in the value of an asset

Assed af <P
To Revaluekion

.

3. For Increase in the amount of a liabilitg/

?(VAJOC\%\Q"\ “Je
o J\‘\G}Q\.U""(\j atk!

2. For decrease in the value of an asset
.

/\2&\1 a |«

o Psscdalc

4

\4. For decrease in the amount of a liabilitg/

0L‘\°\1\ A/L@Y
o Rev
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Accounting Entries

3. For recording an unrecorded asset

WU - Wesed al D¢
(Pev 4l

.

7 Reuvaluation Expense

(Rev q/LQY
%CO\SL /?O\Y%QX C\IQ_

\6. For recording an unrecorded liability

/RQV el ¢ 9\/
/[_B L‘o‘-b \ V) L*K (u rye Q)

\8. For transfer of Balance in Revaluation Accoun'g

Net Gain Net Loss

‘Reva&;,\s},, O1A PA's Dy
‘T‘;OM P—}s- o RQV Lofs-



A

Revaluation Account

Dr. P(lf L 7\
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Anil, Manvi and Payal are partners sharing profits and losses in the ratio of 5: 3: 2. Their Balance Sheet as at
31st March, 2024 stood as follows:

Liabilities 3 Assets z
Capital A/cs: 4 *Land and Building — > 2,60,000 1= 262°°
Anil 3,50,000 Machinery — 3,50,000 1> 5239
Manvi 2,50,000 Stock 90,000
Payal 3,00,000 | 9,00,000 | Bills Receivable 70,000
General Reserve 20,000 | Sundry Debtors _sy 1,00,000 — Sv7-=2 Sevo
Workmen Compensation Reserve —= 30,000 Cash at Bank 1,05,000
\/\) (02 DY Sundry Creditors 50,000 | Cash in Hand 25,000
10,00,000 | 10,00,000
To W< Claivh L -
Ta f-\ They decided to share profits and losses in the ratio of 2:2:1 w.e.f. 1st April, 2024 on the following terms:
1.Land and Building be appreciated by 10%.
M 2.Machinery be reduced by 15%. —
? 3.Stock be increased to ¥1,00,000.

4.Provision for Doubtful Debts be created @ 5% on Sundry Debtors.
5.A Creditor of 5,000 is not to claim the dues. Hence, it is to be written back.
6.A claim on account of Workmen Compensation is 10,000
7.An expense of ¥2,000 was paid by the firm for getting the value of Land and Building certified from a
Chartered Engineer.
Pass the Journal entries and prepare Revaluation Account.
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Revaluation Account
Dr. KD BT Ly Cr.
Particulars X Particulars 3
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BATCH

JOURNAL

Date Particulars LF.|] Dr.R®) .

2024

April 1| General Reserve A/c 0. 20,000
To Anil’s Capital A/c 10,000
To Manvi's Capital A/c 6,000
To Payal's Capital A/c 4,000

(General Reserve credited to Partners’ Capital Accounts in their
old profit-sharing ratio)

Workmen Compensation Reserve A/c .Dr. 30,000
To Workmen Compensation Claim A/c 10,000
To Anil's Capital A/c 10,000
To Manvi's Capital A/c | 6,000
To Payal’s Capital A/c 4,000

(Workmen Compensation Reserve, after adjusting claim, credited to
Partners’ Capital Accounts in their old proﬁt-sharing ratio)

Land and Building A/c ..Dr. 26,000 |
Stock A/c ..Dr. 10,000
To Revaluation A/c “l 36,000
(Increase in value of land and building and stock recorded)
Revaluation A/c ..Dr. 57,500
To Machinery A/c 52,500
To Provision for Doubtful Debts A/c 5,000

(Decrease in value of Machinery recorded and provision for doubtful
debts made)




BATCH

Sundry Creditors A/c ..Dr. 5,000
To Revaluation A/c 5,000
(Amount not payable written back)
Revaluation A/c ..Dr. 2,000
To Cash/Bank A/c 2,000
(Expense for valuation of Land and Building)
Anil's Capital A/c .Dr. 9,250
Manvi’s Capital A/c .Dr. 5,550
Payal's Capital A/c «Dr. 3,700
To Revaluation A/c 18,500
(Loss on revaluation debited to Partners’ Capital Accounts in their
old profit-sharing ratio)
Dr. REVALUATION ACCOUNT Cr
Particulars T Particulars ?
To Machinery A/c 52,500 |By Land and Building A/c 26,000
To Provision for Doubtful Debts A/c 5,000 |By Stock A/c 10,000
To Cash/Bank A/c (Expenses) 2,000 |By Sundry Creditors A/c 5,000
By Loss transferred to:
Anil's Capital A/c 9,250
Manvi's Capital A/c 5,550
Payal’s Capital A/c 3,700 18,500
59,500 59,5
| ——  —
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Pass entries in the firm's journal for the following on admission of a partner:

i) Machinery be reduced by ¥ 16,000 and Building be appreciated by ¥ 40,000.

ii) A provision be created for Doubtful Debts @ 5% of Debtors amounting to ¥ 80,000.
iii) Provision for warranty claims be increased by ¥ 12,000.

(
(
(
(
(

iv) Furniture (Book Value ¥ 50,000) is to be reduced by 40%. — K\\v
v) Furniture (Book Value ¥ 50,000) is to be reducedt940%. — S 7
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Admission of a Partner

Admission of a partner is reconstitution of the firm because with the
admission of a partner, existing partnership deed or agreement ends and

new agreement among all the partners (including incoming or new
partner) comes into force.
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Key points on Admission

J |
[ ”a a2 I

New partner gets share in Sacrificing partners are Neyu partner brings

future profits (sacrificed compensated by @ 0 gain rights in
L by old partners) J L goodwill/premium J L rm's assets J




Effect of Admission of a Partner

& Old partnership ends

& New partner gets profit share

& Brings in capital

& Gets rights in assets & liabilities

& Adjust reserves & accumulated profits
& Reualue assets & liabilities

& Pay gooduwill to sacrificing partners

Next S\ N

Toppersll



Next % h
Toppers 74y

Adjustments on Admission of a Partner

& Profit-sharing ratios — determine new & sacrificing ratios

& Goodwill - valuation and accounting

& Revaluation - adjust gain/loss on assets & liabilities

& Deferred revenue expenses — write-off (e.g. aduertisement suspense)
& Reserves & accumulated P/L - transfer in old ratio or Adjustment

& Capital adjustments — rebalance capitals per new ratio
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Change in Profit Sharing Ratio
. Sttuation1 . Sttuation2 . Stituation3 . Sttuation4
When new or When new or When new or When one of the
Incoming partner incoming partner iIncoming partner existing partners
gets his/her share gets his/her share gets his/her share in retains his/her
from old or existing from old or existing a particular fraction original share of

partners in their old partners in a (part) from old or profit on admission
Lprofit—sharing ratio. J particular ratio. J L existing partners. J L of a new partner. J




L Sttuation 1 )

When new or
Incoming partner
gets his/her share

from old or existing
partners in their old
Lprofit—sharing ratio. J

O

L Case - 1 ) L Case - 2 ) L Case - 3 )

When profit share of When share of new When the new or
new or incoming partner is given and incoming partner get

partner is given but also new profit- his/her share from

sacrificed share by sharing ration of old the old or existing
the old partnersis L partner is given. J L partners equally. J
L not given. J
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Case - 1 When profit share of new or incoming partner is given but ppers 4

Situation-1 3l : :
L P _ sacrificed share by the old partners is not given.

P,Q and R were partners in a firm sharing profits in the ratio of 3:2:1. They admitted X
fohare in profits. Calculate New Profit-sharing Ratio.

3:2: ) i
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Situation - 1 Case - 2 When share of new partner is given and also new profit-

J sharing ration of old partner is given.

Rohit and Sandhya are partners. They admit Kullu for 1/4th share. In future, profit-sharing
ratio between Rohit and Sandhya would be 2:1. Calculate New Profit-sharing Ratio.
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Case - 3 When the new or incoming partner get his/her share from ppers 4

Situation-1 g
L _ the old or existing partners equally.

Lord and Puneet are partners sharing profits in the ratio of 5:4. They admit Boss for 1/10th
share of profits which he acquires equally from both. Find the new profit-sharing ratio

54
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l 10 2 0
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£ lo 2 20
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Situation-2
\ Y

Nandu and Bandhu are partners sharing profits in the ratio of 2:1. They admit Chandu into
partnership for 25% share of profits. Chandu acquired the profit share from old partners
in the ratio of 3:2.

Calculate the New Profit-sharing Ratio. 5« =
S 20
) as ) <
== oo A St
GG - _ B @5 °
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L Situation-3 J

A and B are partners in a firm sharing profits and losses in the ratio of 3:2. A gives 1/5th of

his share, whereas B gives 2/5th of his share to C, the new partner. Calculate new profit-
sharing ratio

v 2
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L Situation-4 J

X, Y and Z are partners sharing profits in the ratio of 2:2:1. W is admitted as a new partner

for 1/6th share. Z is to retain his share. Calculate new profit-sharing ratio.
RaY2

| W
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Valuation in Accounting of Goodwill
AS-26 Rule
8 J
Gooduwill is recorded only when paid in money; not
recorded on admission/retirement if no payment is made.
Self-generated Goodwill :> Premium for Goodwill
Arises from past efforts of <: New partner compensates old (sacrificing)
Lexisting partners, not purchased. _ partners for sharing future profits. J
E S00000% )
Cll’g Q/WQEOOQQ _ §

:> IUOOOO



Accounting of Goodwill at the time of
Admission of a Partner

There can be following five situations for accounting of goodwill:
e Goodwill (Premium for Goodwill) is paid privately; — No Qn\v\&

e Goodwill (Premium for Goodwill) is brought in or by cheque by the new
or Incoming Partner and is retained in business;

e Goodwill (Premium for Goodwill) is brought in cash or bg chequ§ by the new
or Incoming Partner and is withdrawn by Sacrificing Partn lly or partly;

e Goodwill (Premium for Gooduwill) is brought i 7 hssd
e When a part of Goodwill (Premium for Goodwill) is brought;

e When the new partnexdoes not bring his/her share of goodwill.
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| When Premium for Goodwill is paid privately ]

Xand Y are partners in a firm sharing profits andlosses in the ratio of 5:3. They admit Z as
a partner for 1/4th share. Z paid ?80,000 X and Y as his share of goodwill.
Pass the necessary Journal entries on Z's admission.

S L
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| When Premium for Goodwill is brought in cash and is retained in business )

Rajat and Dalal are partners in the firm sharing profits in the ratio of 3:2. They both give 1/2
of their respective shares to L-wish. L-wish brings her share of premium for goodwill in cash.
Goodwill of the firm is valued at ¥40,000. Pass Journal entries for goodwill in the above case.

(L)'.D'Dgg\ ot's sac = -%-X"'L =
Rk s s~ ° fac Raio= 202
| Dolal's sac = Z x ‘é’ ;@2
f?ww\m 82)4 W 9 Total ¢l < Naws Pl's shole 3 |
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LWhen Premium for Goodwill is brought in Cash)

A and B are partners in a firm sharing profits in the ratio of 2:1. On 1st April, 2023, their
capitals were ¥4,00,000 and ¥2,00,000 respectively. On that date, they admitted C as a
partner fohare in profits. New profit-sharing ratio of A, Band C is to be 3:1:1.

C brought in¥1,00,000 as his capital ands his share of premium for Goodwill.

Pass Journal entries and show Capital Accountsof all the Partners.
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k(:‘.oodwill Existing in the Books at the Time of Admission and written off )

X and Y are partners in a firm sharing profits in the ratio of 4:3. On 1st April, 2024, they

admitted Z as a partner. Z brought ¥1,00,000 for his capital and ¥21,000 for 1/3rd share of
goodwill premium.

On Z's admission, goodwill existed in the books of the firm at(¥28,000.
Pass necessary Journal entries on Z's admission.
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£=31% New=2:2:2
AN \.%  Premium for Goodwill withdrawn Partially
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A and B were partners in a firm sharing profits in the ratio of 4:3. They admitted C as a new
partner for 3/7th share in the profits of the firm. New profit-sharing ratio will be 2:2:3. C

brought ¥2,00,000 as his capital and ¥60,000 for his share of premium for goodwull half of
which was withdrawn by A and B from the firm.

Calculate sacrificing ratio and pass Journal entries in the books of the firm for the above
transactions. Cosh afe Dy oo
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