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9 PARTN ERSHIP
9.1 INTRODUCTION

Section 13: Provisions when partnership deed is silent

1 Remuneration No remuneration

2 Profit and loss ratio Profit or loss: Agreed ratio or Equal share (if not mentioned)
Loss: No insisting on sharing of loss (if not mentioned)

3 Interest on capital No interest on capital (apportion the profit in capital ratio if profit is
insufficient for interest on capital)

4 Interest on drawings No interest on drawings
5 (OU01 Ul U0 wOOw: 6% onthe loan (it is a charge) (no interest after dissolution)
6 Number of persons Minimum: 2

Maximum: 50 as per the Companies Rules 2014

(but 100 as per the Companies Act 2013)
Note: 6% rate of interest when interest on capital is allowed in deed without rate of interest.
Note: 5% rate of interest when interest on drawings is allowed in deed without rate of interest.

Note: In the absence of an agreement, the interest or salary to partner is paid only if there is profit.

Interest on drawings: Formula

Formula (in case drawings every month for full year)
- o
D¢ 0Qf Wi @0 QEARDVL A € EDMQQQE & "FEERMD Q1 WO QEVA & ADE 0 Qi 54 0
q
‘0¢ 0 QE @il @OV QNIQDLAE € €M QQQA R E € @1 U QEYE & ADE 0 Qb .%_C

'0¢ 0 QF &I L VIV G € EME Q G € €D Q1 OO QEYE EADe 0 Qi '%—tpb

Formula (in case drawings every month for six months)
"0t 6 QF il @0 ONIQDO0 G ¢ FM'QQNE ¢ "BERFD @1 OO QEYEH &E'QADE 6 Qi '(zli 0
"0¢ 0 'QE Wil @V QVIQHLVE € € VQQA Q€ B QI OV "QEV '© e 0 Qi '§i 0

0Ot 0 QF &Il GOV VNIV A € €dNE Q A€ fB QT OU QEVE EQADE 0 Qi Qéll 0

Profit and loss appropriation a/c
Profit and Loss Appropriation A/c
Particulars Particulars
To Interest on capital a/c  xxxx By Profit and Loss a/c [Net profit] = xxxx

/ EU0OT UUZ wz xxxx Interest on Drawings XXXX
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/ EUOOIT UUZ w" xxxx
Share of profit a/c XXX X

XX XX XX XX

Two methods of OEDOUEDOPOT wxEUUOI UUZ WEEXxDUEOWEEEOUOUUOG
1. Fluctuating Capital Method and

[All transactions relating to a partner are recorded in Capital A/c]
2. Fixed Capital Method

[Transactions relating to introduction or withdrawal of capital are recorded

in Capital a/c and other transactions are recorded in Current A/c]

Guaranteed Partnership:
One of the partners is guaranteed for fixed profit by other partner or partners

{CMA inter J13, 5 marks}

PRACTICAL PROBLEMS

Interest on Drawings | Interest on Capital |  Profit Guarantee | Commission to Partners
P/L Appropriation Accounts + Capital A/c

Past Adjustments : rectification of error | change in deed

Question 1: Calculate interest on drawings(drawings against profit)y @ 12% . for the following
cases

1. Awithdraws 10,000 every month beginning for the full year

2. Bwithdraws 15,000 every month end for the full year

3. Cwithdraws 20,000 every month middle for the full year

4. D withdraws 25,000, 30,000 and 40,000 on 1.7.18, 31.10.2@&nd 1.1.2019

Answer:

0 G&&DOI OL QEYDEQDE 0 Qi 54 op frrnnpp;npC X YT
0 Gé&&DdQI OO QEVE EQADE 0 Qi g—lpop mnnppinp?p ofw Tt T
0 G¢&E&DOI OL QYD EQADE 0 Qi 54 0¢ mnnpp;npcc pti mm
0 cﬁTnTtp— © vannlt L o PE % thoun

p TP G p TP pTLTIP G

Question 2: A, B and C are partners sharing P/L in the ratio of 3:4:5. Their capitals as on 1.4.18 wre
1,00,000, 2,00,000 and 3,00,000. The profit for year 2018 is 2,00,000. A introduced 1,00,000 and
4,00.000 on 1.9.18 and 31.12.18 respectively. B introduced1,00,000 and 2,00,000 on 1.1.19 and
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31.3.19 respectively. C withdrawn (drawings against capital) capital of 2,00,000 on 1.2.19. Find out
interest on capital @ 12% .

Answer: Interest on capital

o -~ pc v e pg T o pc o -

O pmmnmnm— — ¢nmmnn—_ — ommnn— — omnm
pmmpq pTTP G pTTIP G

. s pPe -~ PC -

0 ¢mimnn— — onmmnn— — (W nn
pmmpq prmpq

5 omfmmnlo BT pﬁIﬁTnT[p—c S otinm
pmmpq prmpq

Question 3: A, B and C are partners sharing P/L in the ratio of 3:2:1. Their capitals as on 1.4.18 were
60,000, 40,000 and 30,000. The profit for year 20189 is 18,000. Appropriate the profits to the
partners where the partner C is guaranteed for a minimum profit of 5,000 by (a) A (b) B? and (c)
Firm.3

Question 4: A, B and C are partners sharing P/L equally. Their capitals as on 1.4.18 were 1,00,000,
60,000 ad 40,000. Salary is payable to C 10,000. The profit for year 201819 is 50,000. B is entitled
for a commission of 10% on

1. NP4

2. NP after all appropriation but before such commission °

3. NP after all appropriation and such commission ¢

Question 5: A, B and C are partners sharing P/L in the ratio of 3:2:1. Their capitals as on 1.4.18 were
1,00,000, 60,000 and 40,000. The profit for year 2048 is 60,000 and drawingswere 10,000, 5,000 and
10,000. Appropriate the profits to the partners as per the deed given below

1. Cisgiven salary of 5,000

2. Commission @ 10% on profit is payable to B

3. Interest on capital @ 10% and interest on drawings @ 12%

Prepare P/L Appropriation A/c and Capital A/c.

Answer:
Profit and Loss Appropriation A/c
Particulars Particulars
To | Interest on capital a/c By | P/L a/ct Net profit 60,000

A: phtfitmtmp b | 10,000 Interest on Drawings

B: ofmmnmnpmnb | 6000 Acpfmnnp e 1 | 600

C: tfmnnpnb | 4,000 20,000 B:Smmnmpc¢ b m |300
For A:7T 2,000 = 7,000, for B: 6,000 and for C: 3,
2For A: 9, 00i0,2,f000r0 B= 46,,000000 and for C: 3,000 + 2,
*For A:i 1,000 ,= f ofr, 88:8006 ,MW® E&,nd for 0CQO0 =, 09,000:0 2,
‘Commi ssion = 50,000 110% = 5,10@O00D0 a,00d=3R00@ f i t f or ap
SCommi ssioni =1q@, &G®Q )IOD0 % = 4, 000 | 7 FOrO@Of 4,000 =B60000 appr op !
6 Commission=v it p fimm —  ohp o&pProfit for appropriation 50,000 10,000 3,636 =36,364
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"zUw2EOQEUVUa 5,000 C:l0mnmnmpc¢ P @ | 600 1,500

B: Commission a/c 6,000
P/L Alc
ZzUw" ExPUE]| 15,250

l zU0w" ExDUE| 10,167

"zUw" ExDUE| 5,083 30,500

61,500 61,500
Capital Alc
Particulars A B C Particulars A B C
To | Drawings a/c 10,000| 5,000/ 10,000| By | Balance b/d 1,00,000( 60,000| 40,000
Int. on Drawings 600 300 600 Int. on Capitals 10,000( 6,000| 4,000
Balance c/d 1,14,650| 76,867 | 43,483 Salary 5,000
Commission a/c 6,000
Share of profit 15,250( 10,167| 5,083
1,25,250| 82,167 54,083 1,25,250( 82,167 54,083

Question 6: A, B and C are partners in a firm with capitals of 50,000, 40,000 and 20,000
respectively. They share profits and losses as: (i) Up to 10,000, in the ratio of 4:3:3 (ii) Above 10,000
equally. The net profit of the firm for the year ended 31 st December, 2002 is amounted to 40,200 and
the drawings of the partners were: A - 6,000, B-5,000, G 3,000.

You are required to prepare the Profit and Loss Appropriation A/c for the year ended 31.12.2002 and
"ExPUEOw EEOUOUUWOI wUT T wxEUUOI UVUWEUUUODPOT OwpEAWXEUUO
are fluctuating, after considering the following adjustments:

1. POUT Ul U0 wOOwxEUUO!I UUZ WEEXDUEOUWUOWET wxEDPEwa whyY U wx3dE
2. interest on drawings to be charged @ 5% p.a.

3. Atoreceive salary of 5,000 p.a.; and

4. B and C to get commission @ 10% each on the net profit.

Answer:
Profit and Loss Appropriation A/c for the year ended 31 -12-2002
Particulars Particulars
To | Interest on capital a/c By | P/L a/ct Net profit 40,200
A: vimnmpmp 5,000 Interest on Drawings
B: tmnmnpnp 4,000 Aigmmno b ™ | 150
C: ¢ctmmmpmbp 2,000/ 11,000 B:mnmnmub ™ | 125
ZUw2EOEUa 5,000 c:3mnnub ™ 75 350
Commission a/c 8,040
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4,020
C: 4,020| 8,040
z Uw" E40808Z100) 6,170
Iz Uw" BX@ERA )| 5,170
" ZGhpital (3,000+2,170) 5,170| 16,510
40,550 40,550
(a) Fixed capital method: Partners Capital A/c
Particulars A B Cc Particulars A B Cc
To | Balance c/d 50,000/ 40,000| 20,000| By | Balance b/d 50,000/ 40,000| 20,000
50,000| 40,000/ 20,000 50,000| 40,000/ 20,000
Partners Current Alc
To | Drawings a/c 6,000 5,000| 3,000| By | Int. on Capital 5,000 4,000| 2,000
Interest on Drawings 150 125 75 Salary 5,000
Balance c/d 10,020, 8,065, 8,115 Commission alc --| 4,020| 4,020
Share of profit 6,170( 5,170| 5,170
16,160( 13,190( 11,190 16,170 13,190( 11,190
(b) Fluctuating capital method: Partners Capital A/c
Particulars A B C Particulars A B C
To| Drawings a/c 6,00C 5,00C 3,00( By| Balance b/d 50,00( 40,00( 20,00(
Interest on Drav 15( 12¢ 75 Interest on Cag 5,000 4,000 2,00C
Balance c/d 60,02( 48,064 28,11 Salary 5,00C
Commission a/ ---| 4,020 4,02(C
Share of profit| 6,17( 5,17\ 5,17
66,70 | 53,19( 31,19 66,70 | 53,19( 31,19

Question 7: A and B started a partnership on 1.1.2001 with respective capital contributions of

1,20,000 and 40,000. Their Capital Account balances as on 31.12.2002 were:-A2,09,500 and B

90,500. The transactions recorded in the Capital Accounts during these two years were interest on

capital @ 10% p.a. on initial investments and allocations of incomes. On 31.12.2002, it was further

discovered that drawings of 42,000 by A and 30,000 by Bhad been wrongly treated as business
ITRBRx1T OUIl UBws8OUWEUT wUl gUPUT EWUOWEWXEUUWEwWUDOT Ol wuNOUUOE
correctly on 31.12.2002.

Partnershipg Introduction
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Answer:

Working Note 1: Ascertainment of Total Profit for 2 years

Particulars

A

B

Total

Balance of capital as on 1.1.2001

1,20,000/| 40,000

1,60,000

Add | Interest on Capital for 2 Years @ 10% p.a

24,000/ 8,000

32,000

144,000| 48,000

1,92,000

Add | Profit credited for 2 years (Balance)

65,500| 42,500

1,08,000

Balance of capital on31.12.2002

2,09,500| 90,500

3,00,000

Working Note 2: Ascertainment of Correct Profit

Particulars

Profits already credited (WN1) ( 65,500 + 42,500)

1,08,000

Add | Drawings shown as expense ( 42,000 + 30,000)

72,000

Corrected profits to be shared equally (A: 90,000 and B: 90,000)| 1,80,000

Working Note 3: Ascertainment of Correct Capital Balances

Particulars A

B

Total

Balance of capital as on 1.1.2001

1,20,000, 40,000

1,60,000

Add | Interest on Capital for 2 Years @ 10% p.a

24,000 8,000

32,000

144,000, 48,000

1,92,000

Add | Adjusted profit for 2 years (WN2)

90,000 90,000

1,80,000

2,34,000| 1,38,000

3,72,000

Less | Drawings

42,000/ 30,000

72,000

Corrected capital on 31.12.2002

1,92,000| 1,08,000

3,00,000

6 OUOPOT w- O01I wKow ERNUU

Ol OO0 woI

Particulars

0
A

B

Capital Balances as on 31.12.2002 (given)

2,09,500

90,500

Less

Corrected balances as on 31.12.2002 (WN4

1,92,000| 1,

08,000

Required adjustment: excess (+) / short <)

(+)17,500| (-)

17,500

Journal Entry

ZUw" ExDPUE Dr. | 17,500

30w! zUw" E

17,500

p! 1 DPOT wOT T wxEUUOI UUzZu
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Question 8: Ram and Rahim agreed to share profits as follows: First 8,000 to Ram and the balance in
2 : 1. The profits for the year are 11,600; the capitals being Ram 40,000 and Rahim 36,000. Interest
on capital had been omitted from the books and is to be allowed at 5% p.a. Adjust the omission by
passing entry

{CMA inter D05, 6 marks}

Answer:
Calculation of Profit (actual) | (Error)
Net profit 11,600, 11,600
Interest Ram 2,000
on capital Rahim 1,800 3,800
Profit to be actually divided 7,800 11,600
Share Ram 7,800 10,400
of Profit Rahim - 1,200
Total Ram 9,800| 10,400| 600 Dr
[Profit + Interest] | Rahim 1,800| 1,200| 600 Cr

1EOUz w < Dr. | 600

SOwWlET B( 600

Additional Problems

Question 1: A, B, C and D are partners in a garage comprising, (i) petrol sales, (ii) Repairs and
servicing, and (iii) Second-hand car dealing. A is responsible for petrol sales, B for repairs and
servicing, and C for second-hand car dealing, while D acts purely in an advisory capacity .

The partnership agreement provides for the following:

a) $EET wxEUUOT UwPUwUOwWUI E1 BYT wEOC
A+ 10%; Bt 15% and Ct 20%.
b) A total salary of 11,000 is payable to D which is to be allocated amomy the above three

departments in the ratio 3: 4: 4 respectively.

OPUUPOBOWOIT wUT + wdi Dwx U

c) 50% of the net profit of each department after charging commission and salary will be distributed
to A, B and C as undert

Petrol Sales Repairs and Servicing | Second-hand Car Dealing

A, B and C+{ Equally A:B:C=2:2:1 A:B:C=3:2:1

d) The balance of the profit of the firm will be shared equally.

e) The profits for the year ended 31.12.2002 were as under: Petrol sales: 20,000; Repairs and
Servicingt 40,000; Secondhanecar dealing ¢+ 50,000.

) 371 wxEUUOI Uz U-widHpemal B30,a00) EtU 25¢000; D 10,000.

g) Interest on capital is payable @ 10%
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You are required to prepare the Profit and Loss Appropriation Account for the year ended 31.12.2002.
{CMA inter D03, 16 marks}

Answer:
Profit & Loss Appropriation A/c
Particulars Particulars
To | Appropriated Profit [WN2] By | Net Profit
Capital A 31,000 Petrol 20,000
Capital B 31,000 Repair & Servicing | 40,000
Capital C 28,500 Second Hand Car | 50,000/ 1,10,000
Capital D 19,500( 1,10,000
1,10,000 1,10,000
WN1 Department Total
Petrol | Repair | Second-hand
Profit 20,000( 40,000 50,000
Less | Commission [10%, 15% & 20%] on profit 2,000, 6,000 10,000
Less | Salary of D[ 11,000 shared in the ratio of 3:4:4] 3,000, 4,000 4,000
Balance Profit 15,000/ 30,000 36,000
First Half of the Profit 7,500 15,000 18,000
Balance 7,500 15,000 18,000/ 40,500
Interest on Capital [10% on total capital] 10,500
Balance after interest on capital 30,000
WN2 Capital
A B C D
Commission [WN1] 2,000 6,000/ 10,000
Salary 11,000
Interest on Capital [@10%)] 4,000 3,000 2,500| 1,000
Sharing First Half of the Profit [WN1]
Petrol [1:1:1] 2,500 2,500, 2,500 -
Repair [2:2:1] 6,000, 6,000| 3,000
Secondhand [3:2:1] 9,000 6,000, 3,000
Sharing balance profit [Equally] 7,500, 7,500, 7,500| 7,500
31,000( 31,000/ 28,500| 19,500

Sahasri Singar Academy
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PARTNERSHIP ¢+ TREATMENT OF GOODWILL & JOINT LIFE POLICY

Reconstitution of Firm Adjustments
1 Admission 1 New P/L ratio 1 General
2 Retirement 2 Distribution of accumulated P/L 2 Capital
3 Admission cum Retirement 3 Goodwill 3 Specific
4 Death 4 Revaluation of Assets / Liabilities 4 Secret
(Memorandum Revaluation A/c)
5 Capital adjustment
6 Joint Life Policy
7 Section 37
Reserves
Types Examples Purpose
General Reserve | P/L, General Reserve, Reserve Fund Multi
Specific Reserve | PDD, Investment Fluctuation Reserve, Workmen Compensation, Specific

Capital Reserve | Share forfeiture, Capital Reserve, Profit Prior to Incorporation, CRR | Limited

Al W N P

SecretReserve | Asset/ Liabilities shown less / more than its book value [Prohibited]

Goodwill: (intangible asset) reputation in terms of money based on future maintainable profit
{CMA inter D03, J04, JO5 & JO6, 4, 4, 3 & 4 marks}
Need for valuation of Goodwil | - In case of

1. Change in Profit Sharing Ratio,

2. Admission of new partner,
3. Retirement and/or death of partner,
4. Sale of firm and
5. Amalgamation of firm
Reason Valuation Treatment
1 Location 1 Simple Average Methog 1 Non-cash method
2 Size [if profit has no trend] Gaining Partner A/c Dr xx
3 Patent 2 Weight Average Methog To Sacrificing Partner A/c XX
4 Technical Knowhow [if profit has trend] 2 Cash method
5 Key person 3 Super Profit Method Bank Alc Dr xx
6 MarketSituation 4 Capitalization Method To Sacrificing Partner A/c XX
5 Annuity Method 3 Cash + Noncash

o~ e o OF OE QUTEID E Q0N QO O L e s s
0QQQ QL Qe T e T L e 1 Q ' ' ) Q
(@) @eE QU OUI® | &1 £ Q0o OLOOQI g Q& ‘ew@in "Qoodhd

Note: If firm is dissolved before expiry of term, then return the premium on goodwill
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Practical Problems
Calculation of new P/L sharing ratio

Question 1: A and B share profit and loss in 4:3. C is joined for 1/8" share. Calculate the new profit
and loss ratio

Answer:
0ie QUMI Q p

8t QUM Q p

0 QU@ 'QT 0(%

L | —
v

Question 2: A and B share P/L in 4:3 C is joined for 1/8" UT EUl dw [ Ul Uw" z UWEEOPUUDOO
profit and loss in the ratio of 3:4. Calculate the new profit and loss ratio

€l €10
<|lqg X1~
la €1~

Answer:

di ¢ QUM Q p

€l €10
x|~ X|Qq
€1 €l1Qq

Bit QUadI Q p
5 QOB O Oc%
o %

Question 3: A and B share profit and loss in the ratio of 4:3. C is admitted as new partner. A sacrifices
1/2 of his share for C, and B sacrifices 1/3 of his share for C. Calculate new profit and loss ratio.

Answer: Old ratio ¢ sacrificing ratio

T T
oieQigio - - 2 3

X X ¢ X

o o
it Qumi oo o £ 2

X X 0 X

T (0}
siequmio- o 2 P2

X ¢ X o X

606G Ol d  cddp
x %%

Question 4: Babbu and Dabbu are partners, sharing profit or loss in the ratio 3:2. They admit Kachari
for -8Q share of profits in the firms of which she takes -i ‘Ofrom Babbu and -i ‘Grom Dabbu. Find

the new profit sharing ratio.

{CMA inter J14, 2 marks}

Answer:
TOOF vy LAY D 0
O00Wmd QUEI Q- P S &S
v ¢ 0 TU
T v o LRI Ry D 0
OOWdd QUWI QS L
v ¢ o WTT

506D .QC cop T TU%U
b Qo Tu"ﬁ% ok WL
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Question 5: S and N are partners sharing Profit/ (Loss) in the ratio of 5:3. They admit J into

partnership for —&Qin the Profit / (Loss) in which J acquired -6Qshare from S and—6Qshare from N

respectively. Calculate the new Profit / Loss sharing ratios of the partners.

Answer:

B G OG0B0 D G QQQ%J(%E

LUV PX
T

~PU T pp

UV VAR @ T O A
001 ORI Wi QQQ&JLZB&HQ— —

606 C()(‘)"Qép—),%po L cdegp
T T?biT[T

{CMA inter J16, 2 marks}

Question 6: W and X are equal partners. They admit Y and Z as partners with 1/5 and 1/6 share
respectively. What is the profit sharing ratio of all the partners?

Answer : Let total profits or losses of the firm be 1

Wwwe Qe QI Qp

PP
0]

P P

C

¢ ¢m
U O J (0 SOV P WP WP CP T
0 ("1 QO hhvwe @ (p_v%%ncg(% a%%l%ﬂ papap gp 1t

Goodwill: Calculation and Accounting Treatment

Simple Average Method and Weighted Average Method

Question1: " EOEUOEU]I wi OOEPPOOWUBET Uwl wal EUUZwxUUET EUT woOi wt

weighted average profit method from the profits for 20 19-20, 201819 and 201718 are 10,000, 8,000
and 6,000 respectively.

Answer:
i. Simple Average | ii. Weighted Average Method
Year Profit Weight Weighted Profit
2019-20 10,000 3 30,000
201819 8,000 2 16,000
2017-18 6,000 1 6,000
Total 24,000 6 52,000
Average Profit 8,000 8,667
Years of Purchase 2 2
Goodwill (1x2) 16,000 17,334

Super Profit Method, Capitalisation Method and Annuity Method

Question 2: Sachin& Ganguly are partnership of a firm SG & Co. From the following information
calculate the value of goodwill by (a) super profit method and (b) capitalization method:

(i) Average capital employed in the business 5,00,000.

(i) Net trading profit of the firm for the last three years 1,50,000; 1,70,000 and 1,90,000.
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(i) Rate of return expected from capital having regard to risk involved @ 15% per annum.
(iv) Goodwill to be valuedat2 al EUUZz wx UUET EUI &

Not in Exam: Also find out goodwill under annuity method. Annuity factor [AF] for 1 @ 10%for 3
years is 2.486

{CMA inter D12, 5 marks}

Answer : Calculate of Goodwiill

Particulars Calculation

(a) | Purchase of Super Profit Method

1 | Capital Employed [CE] 5,00,000

2 | Normal Rate of Return [NRR] 15%

Normal Profit [NP] (1x2) 5,00,000x15% 75,000

(-) | Actual Profit [AP] (or) Average PBO PR B 1,70,000
o

Super Profit [SP] 1,70,000t 75,000/ 95,000

Goodwill =2 x SP 1,90,000

(b) | Capitalization Method

Goodwill — w:)ﬂuﬂ s o 6,33,333

OR

p T415,00,000 6,33,333

Goodwill —z 6O

(c) | Annuity Method [Super Profit]

Goodwill "YO 6 & ¢ 60"Qd@o 95,000 x 2.486 2,36,170

Question 3: The profits of 20,000, 25,000, 5,000 and 30,000 earned in 2016, 201617, 201718 and
201819 respectively. Thefollowing items are to be considered

1. P&M purchased for 20,000 in 201718 was debited to purchases a/c [ate of depreciation @ 10%
on SLM is to be provided]
The closing stock in 201516 was undervalued by 2,000

3. There was a fire accident and stock costing 4,000 lost in 201718.

4. Existing manager drawing salary of 3,000 will leave from 1.4.2019 hence a new manger is
recruited for a salary of 5,000.

Find out goodwill under 3 years purchase of 4 years simple average profit.

Answer:
Book Corrections Correct
Year Profit | P&M Dep. | Stock | Ab.Loss | Profit
201516 20,000 2,000 22,000
201617 25,000 (2,000) 23,000
201718 5,000 20,000/( (2,000) 4,000 27,000
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201819 30,000 (2,000) 28,000
Total 1,00,000
Average Profit 25,000
() | Increase in salary 2,000
1 | Future Maintainable Profit 23,000
2 | Years of Purchase 3
Goodwill (1x2) 69,000

Question 4: Show the journal entry to adjust the goodwill on admission of the new partner C. The
existing partners A and B share profit and loss in the ratio of 3: 2 and C is admitted for 1/5% share of
profit. The balance sheet of the firm is given below

Balance Sheet
Liabilities Assets
Capital A 70,000 Goodwill -
Capital B 60,000 Fixed Asset 100,000
Current Liabilities 20,000| Current Assets 50,000
150,000 150,000

Goodwill of the firm valued at  25,000. C is not able to bring cash for his share of goodwill but cash
brought in for capital is 40,000

Answer:
o
sitQumiap o 2 B°
U U CU
sitormiop & & Y
U U CU

...,.,.,‘.pCLI—'CE pcy v e
v ol ch Y cud‘t_ud‘t_u P

Working Note A B C
Increase the goodwill (old ratio) 15,000 Cr. 10,000 Cr.
+ Reduce the goodwill (new ratio) 12,000 Dr. 8,000 Dr. 5,000 Dr.
3,000 Cr. 2,000 Cr. 5,000 Dr.

1) "zUw" ExPU Dr. 5,000
30w zUw"E 3,000
30w! zO0w" E 2,000
(being goodwill adjusted)
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2) Cash Alc Dr. 40,000
30w" zUw" E 40,000
PEI POT WEEXxPUEOWPOUU

Balance Sheet
Liabilities Assets
Capital A [70+3] 73,000| Goodwill [25 -25]
Capital B [60+2] 62,000| Fixed Asset 100,000
Capital C [40-5] 35,000| Current Assets 90,000
Current Liabilities 20,000
190,000 190,000

Question 5: Keep the above illustration as it is except that the new partner C can bring his share of
goodwill also in cash apart from his capital.

1) CzUw" AKBPUEO Dr. 5,000
30w zUw"ExDPUEO 3,000
30w! zUw" ExDPUEO 2,000
(being premium for GW brought in by C is shared by old partners
2) CashAlc Dr. 45,000
30w"zUw" ExDPUEO 45,000

(beingEExPUEOwWPOUUOEUE] EwEa w" zUwE

Balance Sheet
Liabilities Assets
Capital A 73,000| Goodwill
Capital B 62,000| Fixed Asset 100,000
Capital C 40,000| Current Assets 95,000
Current Liabilities 20,000
195,000 195,000

Question 6: A & B are equal partners. C is coming as a hew partner who pays 8,000 as premium for
goodwill. The new profit sharing ratio among A, B & C is 4:3:2. Pass necessary journal entries
showing the appropriation of premium money assuming that the premium for go odwill is
immediately withdrawn by the old partners.

Answer:
Working Note

01 Q4 @EWE ¢ QEIRGOT o & ;]%‘{Trnw i
wé ¢ (I)'Qi] OI0/E i1 Q C

"Ow
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A B C
Increase the goodwill (old ratio)  18,000Cr. 18,000 Cr.
+ Reduce the goodwill (new ratio) 16,000 Dr. 12,000 Ir. 8,000 Dr.
2,000 Cr. 6,000 Cr. 8,000 Dr.

1) CashAlc Dr. 8,000
30w" zUw" ExDPUEOuwW 8,000
@El POT WEEXxDPUEOwWDPOUUOEUET EwEa w" :
2) CzUw" AKBDUEO Dr. 8,000
30w zUw" ExDPUEOuW 2,000
30w! zUw" ExDPUEOuW 6,000
(being premium for GW brought in by C is shared by old partners )
3) zUw" ExPUEOw <~E Dr. 2,000
lzUw"ExPUEOQwW <~E Dr. 6,000
To Cash Alc 8,000

(being premium for goodwill withdrawn  immediately)

Question 7: A and B are partners in a firm sharing profits & losses in the ratio of 3:2. C is coming for
1/34 share, is to pay 30,000 as premium for goodwill but pays only 15,000. As between A and B,
they decided to share profits & losses equally.
Answer:

Working Note

06 01 Q& "@6WE ¢ QUG O £ ?htnng o fi T T
WEéE & WA &NAE I Q p
A B C

Increase the goodwill (old ratio)  54,000Cr. 36,000 Cr.

+ Reduce thegoodwill (new ratio) 30,000 Dr. 30,000 Ix. 30,000 Dr.

24000 Cr. 6,000 Cr. 30,000 Dr.

Cash Alc Dr. 15,000

30w" zUw" E 15,000
(beingcashD OUUOEUET EwEaw
"zUw" ExPU Dr. 30,000

30w zU0w" E 24,000
30uw! z0w" E 6,000
(being goodwill adjusted)
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Question 8: A and B share profit and loss in the ratio of 3:2. They decided to share their future profit
and loss in the ratio of 4:5. Goodwill is valued at 45,000. Pass the journal entry/s to adjust the
goodwill to show the impact of change in profit and loss ratio.

Answer:
Working Note A B
Increase the goodwill (old ratio) 27,000 Cr. 18,000 Cr.
+ Reduce the goodwill (new ratio) 20,000 Dr. 25,000 Dr.
7,000 Cr. 7,000 Dr.

lzUw" ExHU Dr. 7,000
30w zUw"E 7,000

Joint Life Policy

Question 1: X, Y and Z are partners sharing profits and losses in the ratio of 2:2:1. On ¥t January 2000,

they took out a joint life policy of 100,000. Annual premium of 5,000 was payable on % January

each year. Last premium was paid on 1.1.2003. Y died on 1.3.2003, and policynoney was received on

31st March, 2003.

The surrender values of policy as on 31t December of each year were as follows:

2000t Nil; 2001 ¢ 1,000; 2002 2,500.

Show necessary accounts and Balance sheet as on 8Dec, each year, assuming that:

1. premium is charged to profit and loss Account every year. (premium method)

2. premium is debited to Joint Life Policy A/c and the balance of the Joint Life Policy A/c is adjusted
every year to its surrender Value. (surrender value method)

3. premium is debited to JLP A/c & a sum equal to premium is debited to JLP Revenue (JLP reserve
method)

Answer:

Year | Premium Cumulative Current Loss of

Surrender Value Value Premium

2000 | 5,000 - - 5,000
2001 | 5,000 1,000 1,000 4,000
2002 | 5,000 2,500 1,500 3,500
2003 | 5,000

Note: Sum assured of 100,000 is received on 1.3.2003 the date of death of one of the partners.

Case I. Joint Life Policy (Premium Method)
JLP Premium ¢ debited to P/L a/c& Claim ¢ credited to capital a /c

01.01.2000 Joint Life Policy a/c Dr. 5,000
To Cash 5,000
31.12.2000 Profit and Loss a/c 5,000
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To Joint Life Policy a/c 5,000

01.01.2001 Joint Life Policy a/c Dr. 5,000

To cash a/c 5,000
31.12.2001 Profit and Loss a/c 5,000

To Joint Life Policy a/c 5,000
01.01.2002 Joint Life Policy a/c Dr. 5,000

To cash a/c 5,000
31.12.2002 Profit and Loss a/c 5,000

To Joint Life Policy a/c 5,000
01.01.2003 Joint Life Policy a/c Dr. 5,000

To Cash 5,000
31.03.2003 Cash a/c 100,000

To Joint Life Policy a/c 100,000
31.03.2003 Joint Life Policy a/c Dr. 95,000

30w7zV0w" ExDI 38,000

30w8zUw" ExDI 38,000

30w9zUw" ExDI 19,000

Joint Life Policy Alc

Date Debit Date Credit
01.01.00 To Cash 5,000 31.12.00 By Profit & Loss Alc 5,000
5,000 5,000
01.01.01 To Cash 5,000 31.12.01 By Profit & Loss A/c 5,000
5,000 5,000
01.01.02 To Cash 5,000 31.12.02 By Profit & Loss Alc 5,000
5,000 5,000
01.01.03 To Cash 5,000 31.03.03 By Cash 1,00,000
31.03.03 70w8 wd w9 z U 95,000
95,000 1,00,000
Note: Nothing will appear in balance sheet
Case Il. Joint Life Policy (Surrender Value Method)
JLP Premium is treated as asset up to its surrender value
01.01.00  Joint Life Policy a/c Dr. 5,000
To Cash 5,000
31.12.00 Profit and Loss a/c 5,000
To Joint Life Policy a/c 5,000
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01.01.01  Joint Life Policy a/c Dr. 5,000
To cash alc 5,000
31.12.01 Profit and Loss a/c 4,000
To Joint Life Policy a/c 4,000
01.01.02  Joint Life Policy a/c Dr. 5,000
To cash a/c 5,000
31.12.02 Profit and Loss a/c 3,500
To Joint Life Policy a/c 3,500
01.01.03  Joint Life Policy a/c Dr. 5,000
To Cash 5,000
31.12.03 Cashalc 100,000
To Joint Life Policy a/c 100,000
31.12.03 Joint Life Policy a/c Dr. 92,500
30w7zV0w" ExE 37,000
30w8zUw" ExE 37,000
30w9zVUw" ExE 18,500
Joint Life Policy Alc
Date Debit Date Credit
01.01.00 To Cash 5,000 31.12.00 By Profit & Loss A/c 5,000
5,000 5,000
01.01.01 To Cash 5,000 31.12.01 By Profit & Loss Alc 4,000
Balance c/d 1,000
5,000 5,000
01.01.02 To Balance b/d 1,000 31.12.02 By Profit & Loss Alc 3,500
01.01.02 Cash 5,000 Balance c/d 2,500
6,000 6,000
01.01.03 To Balance b/d 2,500 31.03.03 By Cash 1,00,000
01.01.03 Cash 5,000
31.03.03 70w8 wdé w9 z U 92,500
95,000 1,00,000
Balance Sheet 200001
Liabilities Assets
Joint Life Policy a/c Nil
2001¢ 02
Joint Life Policy a/c 1,000
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2002¢ 03
Joint Life Policy a/c 2,500

Case lll. Joint Life Policy (JLP Reserve Method)
JLP Premium is treated as asset up to its surrender value

Year JLP Reserve a/c is created to adjust the loss on JLP

2000 Joint Life Policy a/c Dr. 5,000

To Cash 5,000

Profit and Loss a/c Dr. 5,000

To JLP Reserve a/c 5,000

JLP Reserve a/c Dr. 5,000

To Joint Life Policy a/c 5000
2001 Joint Life Policy a/c Dr. 5,000

To Cash 5,000

Profit and Loss a/c Dr. 5,000

To JLP Reserve a/c 5,000

JLP Reserve a/c Dr. 4,000

To Joint Life Policy a/c 4,000
2002 Joint Life Policy a/c Dr. 5,000

To Cash 5,000

Profit and Loss a/c Dr. 5,000

To JLP Reserve a/c 5,000

JLP Reserve a/c Dr. 3,500

To Joint Life Policy a/c 3,500
2003 Joint Life Policy a/c Dr. 5,000

To Cash 5,000

Cash a/c Dr. 100,000

To Joint Life Policy a/c 7,500

To JLP Reserve 92,500

JLP Reserve alc Dr. 95,000

30w/ EVUUDI UUZ w' 95,000

Joint Life Policy Alc

Date Debit Date Credit

01.01.00 To Cash 5,000 31.12.00 By JLP Reserve a/c 5,000
5,000 5,000

01.01.01 To Cash 5,000 31.12.01 By JLP Reserve a/c 4,000

Partnershipg Introduction 9.119



Balance c/d 1,000
5,000 5,000
01.01.02 To Balance b/d 1,000 31.12.02 By JLP Reserve a/c 3,500
01.01.02 Cash 5,000 Balance c/d 2,500
6,000 6,000
01.01.03 To Balance b/d 2,500 31.03.03 By Cash 1,00,000
01.01.03 Cash 5,000
31.03.03 JLP Reserve a/lc 92,500
1,00,000 1,00,000
Joint Life Policy Reserve Alc
Date Debit Date Credit
01.01.00 To Joint Life Policy a/c 5,000 31.12.00 By Profitand Lossa/c 5,000
5,000 5,000
01.01.01 To Joint Life Policy a/c 4,000 31.12.01 By ProfitandLossa/c 5,000
Balance c/d 1,000
5,000 5,000
31.12.02 To Joint Life Policy a/c 3,500 01.01.02 By Balance b/d 1,000
31.12.02 Balance c/d 2,500 31.12.02 Profitand Loss a/c 5,000
6,000 6,000
31.03.03 To / EUUOI UUz u 95000 01.01.02 By Balance b/d 2,500
31.12.02 Joint Life Policy a/c 92,500

95,000

95,000

Individual insurance policy

Question: Partners share P/L in the ratio of 3 : 2: 1. Y died on 1.1.2021.

Partner | LIC Policy | Surrender Value
X 1,00,000 20,000
Y 60,000 10,000
z 40,000 10,000

Answer: Amount realised on death

Partner | LIC Policy | Surrender Value | Amount realized
X 1,00,000 20,000 20,000
Y 60,000 10,000 60,000 Policy amount as Y died
z 40,000 10,000 10,000
90,000
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Bank Alc

To JLP

JLP Alc

To X Capital Alc
To Y Capital Alc
To Z Capital Alc

Dr.

Dr.

90,000

90,000

90,000

30,000
20,000
10,000
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9.2 PARTNERSHIP + ADMISSION OF A NEW PARTNER

Practical Problem

Question 1: Rain and Storm are partners in a firm sharing profits and losses as 3:2 respectively. Their
Balance sheet on 31.12.2000 stands as under:

Balance Sheet
Liabilities Assets

Creditors 35,000| Cash 4,000

Capital Accounts: Debtors 22,000
Rain 40,000 (-) Provision for doubtful debts 2000 | 20,000
Storm 20,000| 60,000| Stock 18,000
Machinery 20,000
Land & Building 33,000
95,000 95,000

On 1.1.2001, theyagreed to take Dust as a partner on the following conditions:

1. Goodwill of the firm shall be valued at 23,750 and Dust shall pay his share of goodwill in cash.

2. Dust shall contribute 15,000 as his share of capital.

3. Land and Building shall be valued at 42,000. Machinery shall be depreciated by 5,000. Provision
for doubtful debts shall be raised to 3,000 and another provision shall be made for a probable
liability for damages amounting to  1,300.

4. Profit & loss sharing ratio shall be so adjusted that, between Rain & Storm the former ratio is
maintained, while between Storm & Dust there shall be the same ratio as between Rain & Storm.

5. The capital shall be adjusted (without disturbing the ultimate total capital) so as t o correspond
with the new ratio, the excess or deficit being transferred to their respective current accounts.

Show the journal entries tothe above arrangement and prepare the opening B/S of the new firm

Answer:
Journal Entries Dr. Cr.
1 Land and Building A/c Dr. 9,000
To Revaluation Alc 9,000

(Being land and building appreciated)

2 Revaluation A/c Dr. 7,300
To Machinery Alc 5,000
To Provision for Doubtful Debts A/c. 1,000
To Liability for Damages Alc 1,300

(Being machinery written down and provision for DD and damages created)

3 Revaluation A/c ( 9,000% 7,300) Dr. 1,700
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To Rain Capital Alc 1,020

To Storm Capital A/c 680
(Being revaluation profit OUEOUIT 1 UUT EwUOwx E

4 Cash Alc Dr. 15,000
To Dust Capital Alc 15,000
(Being cash brought in for capital )

5 Cash Alc (WN2) Dr. 5,000
To Rain Capital Alc 3,000
To Storm Capital A/c 2,000
(Being cash for premium for goodwill shared by old partners)

6 Rain Capital A/c.(WN 3) Dr. 5,320
To Rain Current Alc 5,320

(Being excess capital of rain transferred to current a/c)

7 Strom Current A/c (WN 3) Dr. 3,120
Dust Current A/c Dr. 2,200
To Storm Capital Alc 3,120
To Dust Capital Alc 2,200

! 1 DPOT wEl | PEPUWEEXxDUEOwWOI w2 UOUOWEOE w# U/

Balance Sheet of the New firm as on 1 st January, 2001
Liabilities Assets
Capital Accounts: Land and Building [33+9] 42,000
Rain 38,700 Machinery [20-5] 15,000
Storm 25,800 Stock 18,000
Dust 17,200| 81,700| Debtors 22,000
Current Alc (-) Provision for DD [2,000+ 1,000]| 3,000, 19,000
Rain 5,320| Cash ( 4,000 +20,000) 24,000
Creditors 35,000| Current Alc
Liability for Damages 1,300 Storm 3,120
Dust 2,200 5,320
1,23,320 1,23,320

Working Notes
(10 Qb &0 Qbg; Ddods
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@)
A B C
Increase the goodwill (old ratio)  14,250Cr. 9,500 Cr.
+ Reduce the goodwill (new ratio) 11,250Dr. 7,500 . 5,000 Dr.
3,000 Cr. 2,000 Cr. 5,000 Dr.

®3)
/ EUUOI UUzw" ExPDUEOwW ~E

Dr. Particulars Rain  Storm Dust Cr. Particulars Rain  Storm  Dust
To Currentalc (bal) 5,320 By Bal. b/d 40,000 20,000
R/S Capital Alc 5,000 Bank Alc. ---- 20,000
Revaluation Alc 1,020 680
#z 0w" ExH 3000 2000 -
Balance 38,700 25,800 17,200 Current a/c (Bal) ---- 3,120 2,200
44,020 25,800 22,200 44,020 25,800 22,200

4)

Revaluation A/c
Debit Credit
To Decrease in plant and machinery 5,000 By Increase in land and building 9,000
Provision for bad debts A/c. 1,000
Liability for damages 1,300
/ EUU0OI UUz wPkefit DU 1,700
(Raint 1,020; Stormt 680
9,000 9,000

Hidden Goodwill

Question 2: A and B are partners sharing profits and losses in the ratio of 3: 2. Their Balance Sheet
stood as under on 01.01.2003.

Liabilities Assets
Capital Accounts A 29,000 Buildings 35,000
B 15,000 Machinery 19,000
Reserve 10,000 Furniture 5,000
Creditors 28,500 Stock 15,000
Outstanding Expenses 4,000 Debtors 9,400

Less : Provision for Bad Debts 400 9,000

Prepaid Insurance 1,500
Cash 2,000
86,500 86,500

Total of capitalbalances of all partners is shared in new P/L r#€0,000 + 15,000 +5,000 + 1,700)84,700Q

Admission Of A New Partner 9.23



C is admitted as a new partner introducing a capital of 21,000. The capitals of the partners are to be

adjusted in the new profit sharing ratio, which is 5: 3: 2 taking C & capital as base. C is to bring

premiumfor T OOEPDPOOWPOWEEUT  w&OOEPPOOWEOOUOUWPUWET DOT WEED
profits and capital contributed by him. Following revaluations are made:

i. Stock to be depreciated by 5%;

ii. Provision for bad debts is to be raised to 500;

ii. Furniture to b e depreciated by 10%;

iv. Buildings are revalued at 41,350.

Prepare necessary Ledger Accounts and the Balance Sheet of the new firm.

{CMA inter D04, 14 marks}

Answer:
Revaluation A/c
Particulars Amount Particulars Amount
To Stock Alc 750 By Building Alc 6,350
Furniture Alc 500
Provision for Bad Debts A/c 100
Partner Capital A/c
At 3,000
B+t 2,000 5,000
6,350 6,350
Balance Sheet
Liabilities Amount Asset Amount
Capital A/c Building 41,350
A 52,500 Machinery 19,000
B 31,500 Furniture 4,500
C 21,000 1,05,000 Stock 14,250
Creditors 28,500 Sundry Debtors 9,400
Outstanding Expenses 4,000 Less: Provision 500 8,900
Prepaid insurance 1,500
Cash (WN1) 48,000
1,37,500 1,37,500
Working Notes:
A B C Total
Capital 29,000 15,000 -
Reserve 6,000 4,000
Revaluation Profit 3,000 2,000
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1 Total 38,000 21,000 21,000 80,000
2 30UEOQwW" ExPUEOwgUU 1,05,000
Goodwill [2 ¢ 1] 25,000

Partner Capital A/c

Dr. Particulars A B C Cr. Particulars A B C
To z0w" E -- -- 2500 By Balance b/d 29,000 15,000 -
lzUw" E -- -- 2,500 Reserve Alc 6,000 4,000 --
Balance c/d 52,500 31,500 21,000 Revaluation A/c 3,000 2,000 -
Cash Alc -- -- 26,000
"zUw" ExH 2500 2500
Cash Alc 12,000 8,000
52,500 31,500 26,000 52,500 31,500 26,000
Cash Alc
Particulars Particulars
To Balance b/d 2,000 By
z 0w" E x f 11,500
l'zU0w" Exf 8,500 Balance c/d (B/F) 48,000
"z U0w" E x £ 26,000
48,000 48,000

Question 3: The Balance Sheet of P & R, Partnership Firm, as at 31March, 2003 is as follows:

Liabilities Assets
Capital Account : Land and Building 14,400
P 26,400 Machinery 14,000
R 33,600 60,000 Furniture 2,200
Contingency Reserve 6,000 Stock 26,000
Sundry Creditors 9,000 Sundry Debtors 6,400
Cash at Bank 12,000
75,000 75,000

P & R share Profits and Losses as 1:2. They agree to admit S (whalso hasabusiness of his own) as a
third partner from 01.04.2003.

The Assets are revalued as under:Goodwill 6,000, Machinery 18,000, Land and Building 30,000,
Furniture 6,000. S brings he following Assets into Partnership + Goodwill 7,500, Furniture 2,800,
Stock 13,600.
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Profits in the new firm are to be shared equally by the three Partners and the Capital Accounts are to

be so adjusted as to be equal.

Prepare Revaluation A/c, Partners Capital A/c and Balance Sheet after the admission of S.

{CMA inter JO3, 4+6+6=16 marks | modified}

Answer:
Revaluation A/c

Particulars Amount Particulars Amount

To Partner Capital Alc By Machinery A/c 4,000

/ zUw" Ext 7,800 Land & Building A/c 15,600

1z Uw" Exf 15600 23,400 Furniture Alc 3,800

23,400 23,400

Partner Capital A/c
Particulars P R S Particulars P R S

To 2z 0w" (&K 2500 500 - By Balance b/d 26,400 33,600 -
Balance c/d 52,700 52,700 52,700 Contingency 2,000 4,000 --
Revaluation P/L 7,800 15,600 -
/ wé wlz UN -- -- 3,000
Furniture Alc - - 2,800
Stock Alc - -- 13,600
Bank A/c 19,000 -- 33,300
55,200 53,200 52,700 55,200 53,200 52,700

Note: ( OwPUWEUUUO!I EwUT E0wlzUw" ExDPUEOWPUWUEOI QOWEUWEEUT wiO6

Balance Sheet

Liabilities Asset
Sundry Creditors 9,000 Machinery 18,000
Partner Capital A/c Land & Buildings 30,000
P 52,700 Furniture 8,800
R 52,700 Stock 39,600
S 52,700 1,58,100 Sundry Debtors 6,400
Cash and Bank 64,300
1,67,100 1,67,100
Working note P R S
Increase the goodwill of Firm (old ratio) 2,000Cr. 4,000 Cr.
Increase the goodwill of S (old ratio) 7,500 Cr.
+ Reduce the goodwill (new ratio) 4500Dr. 4,500 D. 4,500 Dr.
2,500Dr.  500Dr. 3,000Q.
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Question 4: Ranu & Mili are partners in a firm sharing profits & losses in the ratio of 2:1

Balance sheet of the firm on 31.12.2002 was as follows:
Liabilities Assets

Creditors 7,000 Investments 25,000

Investment provision 2,000/ Stock 15,000

General Reserve 10,500| Debtors 20,000

Workmen compensation Fund 6,000 | Less: Provision for bad debts | 2,500 17,500

Capital A/c: Ranu 30,000 Bills Receivable 12,500

Capital A/c: Mili 24,500| 54,500 Bank 10,000
80,000 80,000

On the above date, Manisha is admitted for 2/5" share in the profits or losses of the firm. Following
adjustments were made at the time of admission:

a. Manisha is required to bring in 50,000 as capital.

b. Her goodwill was calculated at 12,000.

c. Ranu and Mili purchased a Machinery on hire purchase system for 15,000 of which only 500 are
to be paid. Both machinery and unpaid liability did not appear in the Balance sheet.

d. There was a joint life policy on the lives of Ranu and Mili for 75,000. Surrender value of the

policy on the date of admission amounted to 12,000.

Accrued incomes not appearing in the books were 500.

Market value of investments is 22,500.

Claim on account of compensation is estimated at 750.

S, an old customer, whose account was written-off as bad, has promised to pay 1,750 in

Sae "o

settlement of the full claim.
i. Provision for bad debts is required at 3,000.

/Ul xEUl wil YEOUEUDOOwW v EPaftér heJad@issidrilog Mahisha PUEOw ¥ Ewd w!

Answer:
Revaluation A/c
Debit Credit
To Investment Provision A/c (Nt 1) 500 By Accruedincome A/c 500
Prov. For bad debts Alc. 500 Workmen Comp. Fund A/c (Note 2) 5,250
Creditors A/c (hire purchase) 500 Bank A/c [Joint Life Policy] 12,000
/ EUUOIT UUz wt mofitb U 31,250 Machinery A/c 15,000

(Ranut 20,833; Milit 10,417
32,750 32,750

Admission Of A New Partner 9.2.7



/ EU0O0I UUzw" ExDUEOwW <¥E
Particulars Ranu  Mili Manisha Particulars Ranu  Mili Manisha
To Ranu/ Mili 12,000 By Balance b/d 30,000 24,500
Balance c/d 65,833 42,417 38,000 Revaluation A/c 20,833 10,417
General Reserve 7,000 3,500
Manisha A/c 8,000 4,000
Bank A/c 50,000
65,833 42,417 50,000 77,833 48,417 50,000
Balance2 T 1 1 UwOi wUT T wubUOwmEI Ul Uw, EODUI
Liabilities Assets
Capital Alc Machinery 15,000
Ranu 65,833 Investment 25,000
Mili 42,417 Stock 15,000
Manisha 38,000 Debtors 20,000
Creditors + HP installment 7,500 (-) Provision for Doubtful Debt 3,000 17,000
(7,000+500) Bills Receivable 12,500
Investment Provision ( 2,000 + 500) 2,500 Accrued income 500
Workmen Comp Fund (6,000-5,250) 750 Bank (10,000 + 50,008 12,000 72,000
1,57,000 1,57,000

Working Notes:

Since there is a fall in the market value of investments of 2,500, investment provision is increased

Workmen compensation fund is nothing but retained profit. Therefore, it is credited to

Revaluation Alc. AOUT UBEUDYI OaOwPUWEOUOEwWI EYIi wEI I OwWEUI EDUI E

Since Manisha is not paying the required amount of premium for goodwill. Therefore,

goodwill will be adjusted through the Capital Accounts of the partners.

1.
form 2,000 to 2,500.
2.
profit sharing ratio.
3.
4,

Admission of Partner with Memorandum Revaluatio

OUI UUPOBWKk 6 wnOOOODPDLOT WwbEUWOIT T w! »2wodi w

31.12.2006:

n Method

30,000

There will be no entry for the promise made by S, since it is an event and not a transaction.

6! Ow? bl Owki Ul w

Liabilities
Capital Accounts
A
B

Balance Sheet

Assets

Plant and machinery 12,00,000

10,00,000 Building
5,00,000 Sundry debtors

9,00,000
3,00,000

Sahasri Singar Academy
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Reserve fund 9,00,000 Stock 4,00,000

Sundry creditors 4,00,000 Cash 1,00,000
Bills payable 1,00,000
29,00,000 29,00,000

TTAwETUIT EwWOOWEEOPUws" zwbhbOUOwWUT 1T wxEUUOI UUT Bx wOOwWOT 1 u
The goodwill of the firm was fixed at 105,000.
That the value of stock and plant and machinery were to be reduced by 10%.

That a provision of 5% was to be created for doubtful debts.

3
1
2
3
4. That the building account was to be appreciated by 20%.
5. There was an unrecorded liability of 10,000.

6. Investments worth 20,000 (Not mentioned in the B/S) were taken into account.
7

That the value of reserve fund, the values of liabilities & the values of assets other than cash
are not to be altered.

8. C was to be given 1/4th share in the profit and was to bring capital equal to his share of profit
after all adjustments.

Prepare Memorandum Revaluation Account, Capital account of the partners and the Balance Sheet of
the newly reconstituted firm.

{CA inter NO7, 16 marks}

Answer:
Memorandum Revaluation A/c
Particulars Particulars
To Stock 40,000 By Building 1,80,000
Plant & machinery 1,20,000 Investments 20,000
Provision for doubtful debts 15,000
Unrecorded liability 10,000
/ E U U @hpitalAcuOR)
10,000
B 5,000 15,000
2,00,000 2,00,000
To Building 1,80,000 By Stock 40,000
Investments 20,000 Plant & machinery 1,20,000
Provision for doubtful debts 15,000
Unrecorded liability 10,000
/ EU0OI UUZ w" E x ¢
A 7,500
B 3,750
C 3,750 15,000
2,00,000 2,00,000
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/ EUUOT UUzw" ExDUEOW vE

Particulars A B Cc Particulars A B c
To Reval. Loss 7,500 3,750 3,750 By Balanceb/d 10,00,000 5,00,000 -
Reserve 4,50,000 2,25,000 2,25,000 Reserve 6,00,000 3,00,000 -
A (W.N.3) - - 17,500 C (W.N.3) 17,500 8,750 -
B (W.N.3) - - 8,750 Reval. Profit 10,000 5,000
Balance (nt) 11,70,000 5,85,000 5,85,000 Cash (Bal) 8,40,000
16,27,500 8,13,750 8,40,000 16,27,500 8,13,750 8,40,000

-OUl ow" ExDUEOwWPUWEENUUUI EwEEUTI EwOOw" ZUwWEExDUEO

Balance Sheet of newly reconstituted firm as on 31.12.2006

Liabilities Assets
Capital Accounts Plant & Machinery 12,00,000
A 11,70,000 Building 9,00,000
B 5,85,000 Sundry Debtors 3,00,000
C 5,85,000 Stock 4,00,000
Reserve Fund 9,00,000 Cash (1,00,000 + 8,40,000 9,40,000
Sundry Creditors 4,00,000
Bills Payable 1,00,000
37,40,000 37,40,000

Working Notes:

1. New ratio calculation

5it QUMD Q p

-] -1
| NID

Qlo aln»

0i & QUi Qp
Bcgcg Sp(ﬁ
0D Q@i QC tdf Cdpdp

2. Goodwill adjustment
A B C
Increase the goodwill (old ratio)  70,000Cr. 35,000 Cr.
+ Reduce the goodwill (new ratio) 52500Dr. 26,250 Dr. 26,250Dr.
17,90 Cr. 8,79 Cr. 26,250Dr.
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9.3PARTNERSHIP + RETIREMENT OF A PARTNER

Question 1: A, B and C are partners sharing in the ratio 3:2:1. Calculate new ratio if;

1. If Aretires.
2. If Bretires.
3. |If C retires.

Answer:

Retire  New ratio

1 A 2:1
2 B 31
3 C 3:2

Question 2: A, B and C are partners sharing in the ratio 3:2:1. A retiresand his share is taken over by
B 2/6" and C 1/6". Calculate new ratio.

Answer:

8itQuai 0o
0

€10 slNn
alo aln

5i& Qi of
0

6 QOGHI Q%cg o

Question 3: A, B and C are partners sharing profits in the ratio 3:2:1. B retires and his share was
acquired by A and C in the ratio 2:1. Calculate new ratio.

Answer:
o a
it Qumi 00 - - 2
¢ ¢ o py
v
piequmi b > 2 2
¢ ¢ o py
0 Q0@ i 'Qp i p 4y
0 Q@i Q—
o by
Calculation of Gaining Ratio
Question 4:A, B and C are partners sharing profits and losses in the ratio of -, — and - respectively. B

retires form the firm and A& C decide to share future profits and losses in the ratio of 3:2.

Answer: New ratio ¢ old ratio

o
oitQuai oo 2 £
Vv ¢ pT
6itQomi oo P P
U U L
oot sl P oS
Ow "Q¢ 'Od 6Qe- —
S > o P&
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Question 5: W, A, B and C are partners sharing profits and losses in the ratio of -, -, - and -
respectively. B retires and W, A and C decide to share future profits and losses equally.

Answer: New ratio 4 old ratio

oizouam o £ &

O O
sitaim of 2 P

S 9 0
6itquami of 2 P

S 9 0

06 "QE TOD S % g c% ¢ "Gigp

Question 6: A, B and C are partners sharing profits and losses in the ratio of 25:15:9. B, retires and it is

decided that profit sharing ratio between A &C will be the same as existing between B and C.
Answer: New ratio ¢ old ratio
0 Q0 ocKIEO O E p g udg

v v TUGTMMTU
bi¢ Quadi @b - S ITUSTMIE

U 1Tw 0O w(¢ 0O w(¢

g T v
6ieQuai oo — PIXXG XU
U 1Tw 0O w(¢ 0O w(¢

V] V]
06 0 168 Wé— ch T U og

T
0w
Question 7: A, B and C are partners sharing profits and losses in the ratio of -, - and -. B retires and
surrenders -t of his share in favour of A and remaining in favour of C.

Answer:

T L TR Ol | p
0ii dwi 'KRAGE & a)di)p o
po

T
bieimdi on o P
w 0 W CX
T
5itaumi of 2 ¥ P
W o0 W CX

op T
66 GO S T
& P dp
00 O T T

Question 8: A, B & C are partners sharing profits and losses in the ratio of -, —and - respectively. B

retires and his share is taken by A and C in the ratio of 2:1. Then immediately W is admitted for -dQ

share of profit, half of which was gifted by A and remaining share was taken by W equally from A
and C.

Answer:

After retirement of B

P

6 ¢ X
oi e Q@I Q- — = —
C pmao pm
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o
siequai of ~ P2
UV pMOC PT
After admission of W
T
bieQumi X 2P, PP PIP
Pt T g T ¢ ¢ ym
P P P PW
01 &€ QUi Q— - - = —
P 1 ¢ ¢ ym
wC TT

0Q0 wo Qﬁ—%}% lIJp
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B
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Comprehensive

Question 1: On 31-3-1995, the Balance Sheet of M/s A, B and C sharing profits and losses in
proportion to their capitals, stood as follows:

Balance Sheet

Liabilities Assets
Sundry Creditors. 1,00,000 Land and Buildings 2,00,000
Capital Alcs. Machinery 3,00,000
A 2,00,000 Stock 1,00,000
B 3,00,000 Sundry Debtors 1,00,000
C 2,00,000 7,00,000 Cash and Bank 1,00,000
8,00,000 8,00,000

On3lt, EUET whuNNkOw? 2 wEI UPUI EwUOwWUI UPUI wi UOOWUT 1T wi DBUOWE
on. It was agreed to revalue the assets and liabilities on that date on the following basis:

No o krwdhe

Land and Buildings be appreciated by 30%
Machinery is to be depreciated by 20%
Stock is to be valued at 75,000.
Provision for bad debts is to be made at 5%.
Old credit balances of Sundry Creditors 20,000 is to be writteroff.
Joint Life Policy of the partners surrendered and cash obtained 80,000.
Goodwill of the entire firm be valued at WOKYOYYYwoéw z UwUT EUT woOi wiOi 1 w&OOE
accounts of B & C who share the future profits equally. No Goodwill A/c being raised.
The capital of the firm is to be the same as before retirement. Individual capital is in their profit
sharing ratio.
OOUOUWEU]l wUOOw? »wPUwWUOWET wUI UUOT EwOOwUT 1T wi 660606pPHOI
within one year.

Prepare Revaluation A/c, Capital A/c of partners, Cash & Bank A/c and Balance Sheet as on 1.4.1995
of M/s. B&C.
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Answer: In the Books of M/s/ A, B and C

Revaluation Alc

Particulars Particulars
To Machinery Alc 60,000 By Land and Buildings A/c 60,000
tock Alc 25,000 Sundry Creditors Alc 20,000
Provision for bad debts A/c 5,000 JLP 80,000

ZUw" ExPUEOuw 20,000

lzUw" ExDPUEOQuw 30,000

"zUw" ExPUEOwW 20,000
1,60,000 1,60,000

/ EU0OI UUzw" ExDUEOwW <¥E

Dr. Particulars A B C Cr. Particulars A B C
To ACap (GW) 10,000 30,000 By Balance b/d 2,00,000 3,00,000 2,00,000
Bank (50% ) 1,30,000 Reval Alc 20,000 30,000 20,000
A Loan Alc 1,30,000 l zUw" Ex 1 10,000
"z Uw" Ex1 30,000
Bal (required) -~ 3,50,000 3,50,000 Bank (Bal) -~ 30,000 1,60,000
2,60,000 3,680,000 3,80,000 2,60,000 3,60,000 3,80,000

Note: JLP can otherwise be credited to revaluation a/c

Cash and Bank Alc
To Balance b/d 1,00,000 By 7 Chpital A/c  1,30,000
Joint Life Policy Alc 80,000 Balance c/d 2,40,000
lzUw" ExDUE 30,000
"zUw" ExDUE 1,60,000
3,70,000 3,70,000

Balance sheet of M/s. B and C as on 2t April, 1995

Liabilities Assets

/ EU0OI UUZ WEE x Land and Buildings 2,60,000
B 3,50,000 Machinery 2,40,000
3,50,000 7,00,000 Closing Stock 75,000

ZUw+OEOw ¥E 1,30,000 Sundry Debtors 1,00,000
Sundry Creditors 80,000 (-) Provision for Bad Debts 5,000 95,000
Cash and Bank Balances 2,40,000
9,10,000 9,10,000
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Working note for GW A B C
Increase the goodwill (old ratio)  40,000Cr. 60,000 Cr. 40,000 Cr.

+ Reduce the goodwill (new ratio) - 70,000 0. 70,000Dr.

40,000 Cr. 10,000 Dr. 30,000Dr.

Admission ¢ um Retirement

Question 1: Ram, Rahim and Robert are partners, sharing Profits and Losses in the ratio of 5:3:2lt
was decided that Robert would retire on 31.3.2005 and in his place Richard would be admitted as a
partner with new profit sharing ratio among Ram, Rahim and Richard at3: 2: 1.

Balance Sheet of Ram, Rahim and Robert as at 31.3.2005

Liabilities Assets

Capital Accounts: Cash in hand 20,000
Ram 1,00,000 Cash in Bank 1,00,000
Rahim 1,50,000 Sundry Debtors 5,00,000
Robert 2,00,000 Stock in Trade 2,00,000
General Reserve 2,00,000 Plant & Machinery 3,00,000
Sundry Creditors 8,00,000 Land & Building 5,30,000
Loan from Richard 2,00,000

16,50,000 16,50,000

Retirement of Robert and admission of Richard is on the following terms:

a
b.

c
d.

Plant & Machinery to be depreciated by 30,000.

Land and Building to be valued at 6,00,000.

Stock to be valued at 95% of book value.

Provision for doubtful debts @ 10% to be provided on debtors.

General Reserve to be apportioned amongst R-am, Rahim and Robert.

3T 1T wi PUOzZUwWT OOEPPOOWUOWET wYEOUT EWEUwW! wal EVUwxUUET E
The relevant figures are:

1. Year ended 31.3.2002 - Profit 50,000
2. Year ended 31.3.2003 - Profit 60,000
3. Year ended 31.3.2004 - Profit 55,000

Out of the amount due to Robert 2,00,000 would be retained as loan by the firm and the
balance will be settled immediately.

1PET EUEZUWEEXDUEOwWUT OUOCEWET wi GUEOWUOwWk YU wOl wlOi 1T wgod

Prepare: (i) Capital accounts ofthe partners; and (ii) Balance Sheet of the reconstituted firm.
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Answer:

Dr. Partnersdd Capital al/c Cr
To Ram Rahim Robert Richarc By Ram Rahim Robert Richarc
Revaluatior 10,00t 6,000 4,000 - Balance b/d 100,00 150,00 200,00( -
Robert 200,00( General resern 100,00 60,00C 40,00( -
Bank 58,00( Ram / Rah(WI 22,00( -
Rob Cap (V 3,667 - 18,33. Loan A/c trans - - - 200,00(
Bal. c/d 190,00 200,33: - 195,1¢ Bank - - - 13,50
200,00C 210,00( 262,00C 213,50( 200,000 210,00( 262,00C 213,50(
Assumptions:

1. Richards loan is considered as part of his capital

2. Memorandum revaluation method is followed for goodwill treatment. Hence it is raised and

cancelled.
Balance Sheet as at 31.3.2005 after the admission
Liabilities Assets
Capital Accounts: Land and Building 6,00,000
Ram 1,90,000 Plant and Machinery 2,70,000
Rahim 2,00,333 Stock 1,90,000
Richard 1,95,167 Debtors 4,50,000
Sundry Creditors 8,00,000 Cash at Bank 55,500
Loan from Robert 2,00,000 Cash in hand 20,000
15,85,500 15,85,500
Revaluation Alc
Dr. Particulars Cr. Particulars
To Plant and Machinery 30,000 By Land and Building 70,000
To Stock 10,000 By / EUUOI UUz w'
To Debtors 50,000 Ram 10,000
Rahim 6,000
Robert 4,000 20,000
90,000 90,000
1. 0t ¢ QU Qe " ¢ plp frt Tt
2. Working note for GW Ram Rahim Robert Richard
Increase the goodwill (old ratio)  55,000Cr. 33,000 Cr. 22,000Cr.
+ Reduce the goodwill (new ratio) 55,000Dr. 36,667 D. 18,333 Dr.

3,667 Dr. 22,000 O. 18,333 Dr.

15 N 'Q Qe MOV G OR'Y WO Of pmmnnu nnnp nnuv b im
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9.4 PARTNERSHIP + DEATH OF A PARTNER

Death of a partner

1. ) OUUOEOwI OUUaAawWwUOWUUEOUI I UwET ET EUIl EwxEUUOI Uz UwUT EUI u
#1 El EUl EwxEUUOI Uz UwUI EUl wWEEOEUOEUIl EwWEUwxI| UwEI Ul | EwU
P/L Suspense Alc Dr. xxxx
3Ow#!1 ET EUI Ew/ EUC XXXX

2. 21 EUDOOwt Aow#]1 OEawbOwUl UUOI O O0wUOwWUT T wel ET EUI EwxEU
Maximum of:

(a) Interest @ 6% p.a. on the amount due to them
(b) the share of profit earned for the amount due to the partner

Conditions: The surviving partners continue to carry on the business of the firm.

Question 1: Unsettled capital of C 52,000 (Date of retirement: 30.9.08, financial year 20089). Net
Profit earned by the firm after C s retirement 25,000. Capitak of A: 57,000 and B 76,000)

Answer: C is entitled  7,027: The maximum of the following:
(@) Interest @ Gbp.a.=v nmm— phomn

(b) The profit earned by his capital - h 3 h : Rt C X

Question 2: A, B and C were partners of a firm sharing profits and losses in the ratio of 3:4:3.

Balance Sheet as at 3% March,1998
Liabilities Assets
Capital Accounts: Fixed Assets 100,000
A 48,000 Current Assets
B 64,000 Stock 30,000
C 48,000| 160,000, Debtors 60,000
Reserves 20,000| Cashinhand | 30,000| 120,000
Sundry Creditors 40,000
220,000 220,000

The firm had taken a joint life policy for 100,000; the premium periodically paid was charged to
Profit and Loss Account. Partner C died on 30" September 1998. It was agreed between the surviving
partners and the legal representatives of C that:

1. Goodwill of the firm will be taken at 60,000
2. Fixed Assets will be written down by 20,000
3. Inlieu of profits, C should be paid at the rate of 25% p.a. on his capital as on 313-98,
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Policy money was received and the legal heirs were paid off. The profits for the year ended 31-3-99,
after charging depreciation of 10,000 (depreciation up to 30Sep was agreed to be 6,000), were
48,000.
/ EUUOI UUzw#UEPDPOT Uw EEOUGRUUWUT OPi EWEEOEOEI UWEUWUO
1. 7z UwE UE H$H0D0 (drawn evenly over the year)
2. | z UwE U E 4000 (dyawn evenly over the year)
3. " z UwE U E(bpRt@datd of death) 20,000
On the basis of the above figures, please indicate the entitlement of the legal heirs of C,assuming that
they had not been paid anything other than the share in the Joint Life Policy.
[CA inter NOO]

Answer: Determination of entitlement of legal heirs of C

Profits for the half year ended 31 st March, 1999:
Profits for the year ended 31st March, 1999 (after depreciation) 48,000

Add Depreciation 10,000
Profits before depreciation 58,000
Period 01.04.98 01.10.98

30.09.98 31.03.99

Profit split for two half years (assumed: evenly spread) 29,000 29,000
Less Depreciation [l half 6,000 and Il half 4,000] 6,000 4,000
Profits 23,000 25,000

Capital Accounts of partners as on 30 t September, 1998:

Particulars A B C Particulars A B C
To Fixed Assets 6,000 8,000 6,000 By Balance c/d 48,000 64,000 48,000
Drawings 9,000 12,000 20,000 Reserve* 6,000 8,000 6,000
Goodwill 18,000 24,000 18,000
"ZUWwWSRIE - - 52,000 P/L Appropriation* - - 6,000
Balance c/d 57,000 76,000 -
72,000 96,000 78,000 72,000 96,000 78,000

* (Interest on 48,000 @ 25% for 6 m)

(3) Section 37 of the partnership Act : C is entitled 7,027: The maximum of the following:

(@) Interest @ 86 p.a.=v nTT— phv @ T

(b) The profit earned by his capital = n = n ) 1R

p=x

Question: A x EUUOIT Uz Uw O 63,0004ty Bireticemdnt) ki has to be paid in four annual
equal instalments and that the loan is to carry interest at 6% per annum. Pass the journal entry and
prepare ledger for repayment of the loan.

Answer:
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| Year Il Year Il Year IV Year
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Interest on Loan A/c Dr. 1,800 1,350 900 450
30w/ EVUUOI Uz 1,800 1,350 900 450
/ EU0OI Uz Uw+ ¢ Dr. 9,300 8,850 8,400 7,850
To Bank Alc 9,300 8,850 8,400 7,850
P/L Alc Dr. 1,800 1,350 900 450
To Interest on Loan A/c 1,800 1,350 900 450

11 UPUDOT w/ EVUUOI Uz Uw+OEOwWw EEOUO

Year

Il year

Il year

Year Dr Particulars

1Year To Cash xlv mmphptmm 9,300 1 Year

Balance c/d 22,500

31,800

Il year Cash xfv mmmtplo v T 8,850

Balance c/d 15,000

23,850

Il year Cash 8,400

Balance c/d 7,500

15,900

IV year Cash 7,950

7,950

Cr Particulars
By Capital Account

Interest Account

Balance b/d

Interest A/c (6% on 22,500)

Balance b/d

Interest Account

Balance b/d

30,000
1,800
31,800
22,500
1,350
23,850
15,000
900
15,900
7,500
450
7,950

Additional Problems

Question 1: Asha, Bhipasa and Chitra are partners in a partnership firm sharing profits and losses as
8:7:5. From 1.4.09 the partners decided to change their profit sharing ratio as 5:4:1 and for that
purpose the following adjustments were agreed upon. Balance Sheet d the firm as on 31.3.2009 was

as under.
Liabilities Asset
Capital a/cs Plant &machinery 80,000
Asha 50,000 furniture 10,000
Bipasha 40,000 Stock 40,000
Chitra 30,000 1,20,000 Trade Debtors 52,000
Reserves 30,000 Less Provision (2,000) 50,000
l zUwWwOOEOuw 20,000
Trade Creditors 40,000
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Bank 30,000
1,20,000 1,20,000

() Furniture and Machinery were to be depreciated and appreciated by 5% and 10% respectively.

(i) Provision for bad debts was to be increased by 3,000.

(i) P&L Alc of the firm for the year ended 31.3.10 showed a net profit of 68,700.

(iv) A contingent liability of 10,000 was to be treated as actual liability.
The partners decided not to alter the book values of the assets, liabilities and reserves but
recorded the change by passing one single journal entry.

You are required:
a) To show a single journal entry adjusting the capitals of the partners as on 1-4-09, and
b) To show the P&L A/C for the year ended 31.3.10 after considering the following adjustments:
() Interest on capital at 5%
@i (OUT Ul U0wOOw! ZUWOOEOWEDE w
(iii) Transfer 20% of the divisible profit to the reserves after charging such reserve.
{CMA inter D10, 10 marks}

Answer:
Memorandum Revaluation A/c
Particulars Particulars
To Furniture 500 By Machinery 8,000
Provision for Debtors 3,000 Reserves 30,000
Contingent Liability 10,000
/ EU0O0I UUzZ w!'
Asha 8/20 9,800
Bipasha 7/20 8,575
Chitra 5/20 6,125 24,500
38,000 38,000
Machinery 8,000 Furniture 500
Provision for Debtors 3,000
Contingent Liability 10,000
Reserves 30,000 / EU0OI UUZ w!
Asha 5/10 12,250
Bipasha 4/10 9,800
Chitra 1/10 2,450 24,500
38,000 38,000

Adjustment Entry
Ul Ez Uw" E%8W EXPE0) v E Dr. 2,450
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I Dx EUT Ez Uw8E5t08@0Ou Dr.

30w" i DOUEz UaL2H 2,850)

1,225

3,675

Profit and LossA/cfor the year ended 31.3.2010

Particulars
To Interest on capital @ 5%

Asha (50,008 2,450) 2,378
Bipasha (40,000t 1,225) 1,938

Particulars

By Balance b/d

(68,700 1,200)

(Interest on loan @ 6%)

Chitra (30,000 + 3675) 1,684 6,000

Reserve (61,500%20/120' 10,250
/ EU0OT Uz Uw" I

Asha 5/10 25,625
Bipasha 4/10 20,500

Chitra 1/10 5,125 51,250

67,500

67,500

67,500

Question 2: Following is the B/S of A, B & C who were the partners as on 31.322.

Balance sheet as at 31.3.192

Liabilities
zUw" ExPUE 33,600
l zUw" ExDUE 25,200
"zUw" ExDPUE 12,000
Sundry creditors 12,000
15% Mortgage Loan 16,600

99,400

Assets
Plant and Machinery
Furniture and fittings
Stock in Trade
Sundry debtors
Cash on hand

Cash at bank

49,000
4,800
22,800
21,600
1,000
200
99,400

They share profits and losses in the ratio of 2:2:1 on % April, 2022 C retired from the firm and
claimed his share of secret reserve/profits arising out of the following.

a. During the year ended 31.3.2022 purchase of Machinery at a cost of 10,000 was charged to
purchase account, the erection charges of 600 being charged to machinery repairs account.

(Depreciation is to be charged at 10% p.a.)

b. 600 received from Mr. X on 31.322 towards rent of the property sublet was credited to his
personal accounts instead of to rent account so as to reduce his debit balance from 1,000 to 400

debit on 31.322.

c. Interest on mortgage loan was paid in advance up to 31.522 and the whole amount was charged

to interest account during the year ended 31.322.

d. After rectifying the above errors, it was mutually decided as under:

Death Of A Partner
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1. The goodwill of the firm is valued at 5 times the average profits of the last 3 years. Such profits
should be correct profits & not the book profits. The book profits for the last 3 financial year were:
201920 18,380;202021 32,000;2021-22 ,7,471.

2. Plant & Machinery to be depreciated by 10% and provision for bad doubtful debts to be made at
5% on sundry debtors.

3. The goodwill should not appear in the books.

4. There is a liability for 501 for bill discounted. This has to be accounted for.

5. C should be paid half of his dues in cash which shall be brought in by A and B in their profit
Ul EUPOT wxUOxOUUPOOWEOGEWUT 1T wOUT T Uwi EOCI wUT EOQOWET wol i 1
of 18% p.a.

Prepare Profit & Loss A/c, Revaluation A/c, Capital A/c of the partners and the Balance Sheet of
6dw! wEI etiretentsz UwU
{CA inter M94}

Answer:
Profit and Loss Adjustment A/c
Particulars Particulars
To / EU0UOI UUZz w" E x By Plants and Machinery Alc 9,540
A 4,222 Interest on Mortgage Loan 415
B 4,222 Sundry Debtors A/c (Rent) 600
2,111
10,555 10,555
Revaluation A/c
Particulars Particulars
To Provision for doubtful debts 1,110 By / EUUOI UUz w" E x
Depreciation (Plant & Machinery) 5,854 A 2,986
Liabilities for bills discounted 501 B 2,986
C 1,493
7,465 7,465
Capital Alc

Dr. Particulars A B C Cr. Particulars A B C
To Revaluation A/c ( 2,986 2,98¢ 1,49. By Balance b/d 33,60C 25,20 12,00t

Cés Capi 11,4 11,4 - P/L Adjustment 4,227 4,22: 2,11
Cash Alc - - 17,71 Ads Cap - - 11,4
C6s Loan - - 17,71 B6s Cap - - 11,4
Balance c/d 32,29( 23,89( - Cash Alc 8,855 8,855 -
46,67 38,27 36,91 46,67 38,27 36,91

Cash paid 17,710 to C is out of the receipts from A and B [ 8,855 each]
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Balance Sheet of M/s A and B as on 1.42022

Liabilities
Capital Alc :
A
B
"zZUw+ OEQWEYE
15% Mortgage Loan
Liabilities
for bills discounted

Creditors

Assets

Plant and Machinery

32,290
23,890
17,710
16,600

501

Stock in Trade
Sundry Debtors

Less: Provision

Less: Depreciation

Furniture and Fittings

Interest on Loan prepaid

12,000 Cash in hand
Cash at Bank

1,02,991

58,540
5,854

22,200
1,110

52,686
4,800
22,800

21,090
415
1,000
200
1,02,991

Working Notes:

Sundry Debtors

Opening Debtors as on 31.3.1993

21,600

Add

Rent received from Mr. X

600

Adjusted Debtors

22,200

Calculation of Goodwill

Year

Profit

201920

18,380

202021

32,000

202122[7,471+10,555]

18,026

Total Profit [TP]

68,406

Average Profit [AP] = TP/3

22,802

Number of years of purchase

5

Goodwill = AP x5

114,010

1/5

11 UpUDBT w/ EUUOI

22,802

Calculation of balance of Plant and Machinery

3

Opening Plant and Machinery

49,000

Add

Machinery Purchased | 10,000

Add

Installation charge 600

Total 10,600

Less

Depreciation 1,060

9,540

Closing Plant and Machinery

58,540

Death Of A Partner
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9.5PARTNERSHIP ¢ DISSOLUTION

Practical Problems

1. Dissolution by single lot sale
a. Dissolution ¢ basic
b. Dissolution with a partner insolvent [Garner Vs. Murray Model or Deed]
c. Dissolution with all partners insolvent (preparation of Deficiency A/c)
2. Dissolution by piece -meal
a. Capital proportionate method
b. Maximum loss method

Steps
1. Open ledgers: RalisationA/c | Capita | A/c | Bank Alc
2. Record the B/S items (once)
a. Assetst Debit side of Realisation A/c [BV]
b. Liabilities ¢ Credit side of Realisation A/c [BV]
c. Capital + Capital Alc
d. Accumulated P/L t Capital A/c (shared in old ratio to old partners)
3. Post the adjustment entries (twice)
a. Sale of Assets / t&en by partner / given for debt
Bank Alcy w/ EUUOT Uz Uw" ExBUI Dr. xxx
To Asset Alc [RV] XXX
b. Settlement of Liabilities / taken by partner / by asset
Liabilities A/c Dr. xxx
To! EOOw YvEwyw/ EVUDI Uz U XXX
c. Realisation Expenses
RealisationA/c Dr. xxx

To Bank A/c (Expenses) XXX

4. Close the ledgers:RealisationA/c | Capita | A/c | Bank Alc

Insolvency and Garner Vs. Murray Rule (insolvent partner Wilkins)
Situation Exist :

1. Three partners in the firm

2. One partner is insolvent

3. Loss in Realisation A/c

4. No deed to share the loss of deficiency due to insolvent partner

Judgement:

1. Solvent partners should bring cash for realisation loss
2. Solvent partners should share the deficiency in their capital ratio

{CMA inter J09, 4 mark$

Partnershipg Dissolution

9.51



Piecemeal Distribution: For the distribution of amount received from gradual realization of assets
the following two methods are used:

(i) Highest relative capital method or Proportionate Capital Method or Absolute Surplus Capital
Method
(i) Maximum loss method
Priority of distribution:
(a) Payment of expenses on realization and external liabilities.
(b) Payment of internal debts.
(c) Payment of Partners loan.
(d/ Ealdl OUwOi wxEUUOI UZUWEExDUEOS
{CMA inter D11, 5 marks}

Dissolution ¢ basic

Question 1: X, Y and Z are partners of the firm XYZ and Co., sharing Profits and Losses in the ratio of
4:3:2. Following is the Balance sheet of the firm as at 3% March, 2008:

Liabilities Assets

/ EU0OI UUg Fixed Assets 5,00,000
X 4,00,000 Stock in trade 3,00,000
Y 3,00,000 Sundry debtors  5,00,000
z 2,00,000 Cash in hand 10,000
General Reserve 90,000
Sundry Creditors 3,20,000

13,10,000 13,10,000

Partners of the firm decided to dissolve the firm on the above said date. It was found that a credit
purchase of 20,000 in January, 2008 had not been recorded in the books of the firm.

Fixed assets realized 520,000 and book debts 440,000.

Stocks were vdued at 250,000 and it was taken over by partner Y.

Creditors allowed discount of 5% and the expenses of realization amounéd to 6,000.

You are required to prepare: (i) Realization A/c; (ii) Partners capital A/c; and (iii) Cash account.
{CA inter N08, 8 marks}

Answer:
Realization Alc
Dr. Particulars Cr. Particulars
To Fixed assets 5,00,000 By Creditors 3,20,000
Stock in trade 3,00,000 Cash (5,20,000+4,40,00C 9,60,000
Debtors 5,00,000 Y (Stock taken over) 2,50,000
Casht Expenses 6,000 Capital a/c (Loss)
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Casht Creditors 3,23,000 X 44,000

(3,40,000x 95% ) Y 33,000
z 22,000
16,29,000 16,29,000
Partnersd Capital A/lc
Dr. Particulars X Y z Cr.  Particulars X Y z
To Realization, 44,00( 33,00 22,00( By Balanceb/d 4,00,000 3,00,00t 2,00,00
Realization . - 2,50,00 - General rese  40,00C  30,00C  20,00C
Cash 3,96,000 47,00C 1,98,00
4,40,00C 3,30,00C 2,20,00C 4,40,00C 3,30,00C 2,20,00C
Cash Alc
Particulars Particulars
To Balance b/d 10,000 By Realization A/c (Expenses) 6,000
Realization Alc 9,60,000 Realization A/c (Creditors) 3,23,000
(Fixed assets and X Capital Alc 3,96,000
book debts realized) Y Capital A/c 47,000
Z Capital Alc 1,98,000
9,70,000 9,70,000

Question 2: ASHA, REKHA, and ASHOK are partners sharing Profits and Losses in the ratio of 5:3:2
respectively. On March 31, 2007 they decided to dissolve the partnership firm and on that date their
Balance Sheet was a$ollows:

Liabilities Assets

Capital Account: Cash at Bank 12,000

Asha 96,000 Debtors 50,400
Ashok 84,000 1,80,000 PDD 2,400 48,000
General Reserve 24,000 11 OF Eapital 12,000
Creditors 72,000 Land & Building 96,000
Bills Payable 24,000 Stock 54,000
, UUB UT OO0z Uw+C 12,000 Furniture 36,000
Investment Fluctuation Fund 6,000 Bills Receivable 30,000
Investments 30,000
3,18,000 3,18,000

The terms of dissolution are as follows:
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a) 22,800 were paid to a Creditor as against only 15,600 provided for in the books of Accounts

b) There was a bad debt of 8,400 and discount of 10% was allowed to Debtors.

c) Bills payable were due on an average after 3 months werepaid immediately at a discount of 12%

p.a.

d) Investmentrealized 26,400; Land and Building was sold for 1,20,000, Stock realized 20% less.

e) Ul OOwET Ul 1 EwUOwxEaw, UUBw UT 00330000 EQWEOEWUOOOwWOYI U

f) A rebate of 1,200 was given to Bills Receivable and Expenses of dissolution were 3,600 which

were paid by Rekha.

/ Ul xEUIl w1l EOPUEUDPOOwW

Answer:

E

OUBUOwW! EO6OwWw EEOUOUWEOBEW/ EVUUODI

{CMA inter D07, 12 marks}

Realisation A/c

Particulars Particulars
To Debtors Alc 50,400 By Provision Alc 2,400
Land & BuildingA/c 96,000 Creditors Alc 72,000
Stock A/c 54,000 Bills Payable A/c 24,000
Furniture Alc 36,000 Mrs. Ashok loan Alc 12,000
Bills Receivable Alc 30,000 Investment Fluctuation Fund A/c 6,000
Investment A/c 30,000 Ashok Capital A/c
Cash Alc (Furniture A/c) 33,600
(Creditors) 79,200 Cash Alc
(Bills Payable) 23,280 (Debtors) 37,800
11 OT Ez Uw" Ex (Investment) 26,400
(Realisation Expenses 3,600 (Land & Building ) 1,20,000
Ashok Capital A/c (Stock) 43,200
@, UUBw UT 6C 12,000 (Bills Receivable) 28,800
Partner Capital A/c
Asha 4,140
Ashok 2,484
Rekha 1,656 8,280
4,14,480 4,14,480
Partnerds Capital Alc
Particulars Asha Rekhe Ashok Particulars Asha Rekhe Ashok
To Balance -- 12,00 -- By Balance c/d 96,00C --  84,00C
Realisation Alc General Reserve Alc 12,000 7,20C 4,800
(Furniture) -- 33,60C Realisation A/c --
(Loss) 4,141 2,48¢ 1,65¢ (Mrs. Asho 12,001
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Cash Alc 1,03,8€ -- 65,54« (Expenses) 3,600
Cash Alc - 3,684 -
1,08,00( 14,48 1,00,80! 1,08,00( 14,48¢ 1,00,80!
Cash Alc
Particulars Particulars
To Balance b/d 12,000 By Realisation Alc
Realisation A/c (Creditors Alc) 79,200
(Debtors) 37,800 (Bills Payable) 23,280
(Investment) 26,400 Ashaz Oapital 1,03,860
(Land & Building ) 1,20,000 Ashokz Oapital 65,544
(Stock) 43,200
(Bills Receivable) 28,800
11 O Gapitdlw/c 3,684
2,71,884 2,71,884

Dissolution ¢ Single Partner Insolvent

Question 3: Neptune, Jupiter, Venus and Pluto had been carrying on business in partnership
sharing profits and losses in the ratio of 3: 2 : 1 : 1. They decide to dissolve the partnership on the
basis of the following Balance Sheet as on 30 April, 2003:

Liabilities Assets
Capital Alc Premises 120,000
Neptune 100,000 Furniture 40,000
Jupiter 60,000 160,000 Stock 100,000
General Reserve 56,000 Debtors 40,000
Capital Reserve 14,000 Cash 8,000
Sundry Creditors 20,000 Capital Overdrawn:
Mortgage Loan 80,000 Venus 10,000
Pluto 12,000 22,000
3,30,000 3,30,000
1. The assets were realised as under:
Debtors 24,000| Stock 60,000 Furniture 16,000 Premises 90,000

2. Expenses of dissolution amouned to 4,000.

3. Further Creditors of 12,000 had to be met.

4. General Reserve unlike Capital Reserve was built up by appropriation of profits.
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8OUWEUI wUIl gUPUI EwWUOWEUEPWUxwUITT w1l EOPAEUPOOW
Account assuming that Venus became insolvent and nothing was realised from his private estate.

Apply the principles | aid down in Garner vs. Murray.

Answer:
Realization Alc
Particulars Particulars
To Sundry assets A/c By Sundry creditors Alc 20,000
Premises 1,20,000 Mortgage Loan 80,000
Furniture 40,000 Cash Alc (assets sold):
Stock 1,00,000 Premises 90,000
Sundry Debtors 40,000 Furniture 16,000
Cash A/c (creditors paid) 32,000 Stock 60,000
Cash A/c (loan paid) 80,000 Debtors 24,000 1,90,000
Cash A/c (expenses) 4,000 Capital Accounts:
Neptune 54,000
Jupiter 36,000
Venus 18,000
Pluto 18,000 1,26,000
4,16,000 4,16,000
Cash Alc
Particulars Particulars
To Balance b/d 8,000 By Realization A/c (creditors) 32,000
Realization A/c (assets) 1,90,000 Realization A/c (expenses) 4,000
Capital Alc (Loss) Mortgage loan 80,000
Neptune 54,000 Neptune's Capital A/c 1,18,857
Jupiter 36,000 Jupiter's Capital A/c 73,143
Pluto 18,000 1,08,000
Pluto's Capital Alc 2,000
3,08,000 3,08,000
Partnersé Capital A/c
Particulars  Neptune Jupiter Venus Pluto Particulars Neptune Jupiter Venus Pluto
To By
Balance b/d - - 10,000 12,000 Balance b/d 1,00,000 60,000 - -
Realization 54,000 36,000 18,000 18,000 GR 24,000 16,000 8,000 8,000
V's Capital 11,143 6,857 - - CR 6,000 4,000 2,000 2,000
Cash Alc 1,18,857 73,143 - - Cash Alc 54,000 36,000 - 18,000
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N's Capital - - 11,143 -
J's Capital - - 6,857 -
Cash Alc - - - 2,000

1,84,000 1,16,000 28,000 30,000 1,84,000 1,16,000 28,000 30,000

Question 4: Dissolution of Firms (Single Partner Insolvent and Profit on Realization):

Balance Sheet As At 31st March, 1995

Liabilities Assets
Capital Accounts: Land 50,000
F.Kapil 200,000 Buildings 250,000
S.Kapil 200,000 Office Equipment 125,000
R.Dev 100,000 500,000 Computers 70,000
Current Accounts: Debtors 400,000
F.Kapil 50,000 Stocks 300,000
S.Kapil 150,000 Cash at Bank 75,000
R.Dev 110,000 310,000 Other Current Assets 22,600
Loan from NBFC 500,000 Current Alc
Current Liabilit ies 70,000 B.Dev 87,400
1380,000 1380,000

The partners have been sharing profits and losses in the ratio of 4:4:1:1. It has been agreed to dissolve
the firm on 1.4.1995 on the basis of the following understanding:

a. The following assets are to be adjusted to the extent indicated with respect to the book values:
Land 200% | Computers 70% | Stocks 90% | Buildings 120% | Debtors 95%
b. Inthe case of loan, the lenders are tabe paid at a prepayment premium of 1%.

c. B. Dev is insolvent and no amountis recoverable from him. His father, R. Dev however, agrees to
bear 50% of his deficiency. The balance of the deficiency is agreed to be apportioned according to
law.

Assuming that th e realization of the assets and discharged of liabilities is carried out immediately
UT OPwU0T 1T w"EUT w YEOwll EOPAEUDOOW EEOUOUWEOEWUT T wxEUUOI

Answer: In the books of M/s Kapil and Dev

Cash A/c (Bank Column)

Particular Particular
To Balance b/d 75,000 By Realization A/c (S. Liabilities)  5,75,000
Realization A/c (S. Assets) 12,46,600 /| EU0OOI Uz UWEEXxD
F. Kapil 2,42,600
S.Kapil 3,42,600
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R.Dev 1,61,400
13,21,600 13,21,600

Realization A/c

Particular Particular
To Land 50,000 By Current Liabilities 70,000
Building 2,50,000 Loan from NBFC 5,00,000
Office equipment 1,25,000 Cash Alc:
Computers 70,000 Land 1,00,000
Debtors 4,00,000 Buildings 3,00,000
Stocks 3,00,000 Office Equipment 1,25,000
Other Current Assets 22,600 Computers 49,000
Cash Alc: Debtors 3,80,000
Current Liabilities 70,000 Stock 2,70,000
Loan from NBFC 5,05,000 5,75,000 Other current assets 22,600 12,46,600

/ EU0OI Uz Uw"

Profit on realization:

F.Kapil 9,600
S.Kapil 9,600
R.Dev 2,400
B.Dev 2,400 24,000

18,16,600 18,16,600

/ EU0OI UUz w"ibtbdudar@s] w v Ewg

Particular FK SK RD BD Particular FK SK RD B.D
By Balance b/d - - - 87.4 To Balanceb/d 50.0 150.0 110.0 -
BD 59.6 159.6 1124 Realization 9.6 9.6 24 24
Partne - - - 850
59.6 159.6 1124 87.4 59.6 159.6 1124 87.4
Capital A/c

Current A/c - - - 850 Balance b/d 200.0 200.0 100.0 -

BD (WN) 17.0 17.0 51 - Current Alc 59.6 159.6 1124
Cash Alc 242.6 342.6 161.4 - FK(WN) - - - 17.0
SK (WN) - - - 17.0
RD (WN) - - - 510
259.6 359.6 212.4 85.0 259.6 359.6 2124 85.0
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WN:

F. Kapil S.Kapil R.Dev S.Dev
First 50% of loss 42.5Dr 425Cr
Second 50% of loss 17 Dr 17Dr 85Dr 425Cr
Total 17 Dr 17 Dr 51Dr 85.0Cr

Dissolution ¢ All Partner Insolvent

Question 5: A, B and C were equal partners in a firm. Their Balance Sheet as on F1March, 2015 was

as follows:

Liabilities Assets
zUw" ExDPUEO 1,60,000 Building 4,00,000
"zUO0w" ExDUEO 1,00,000 Machinery 4,00,000
ZUw+ OEOD 2,00,000 Furniture and Fixtures 1,60,000
Creditors 10,00,000 Stock 1,60,000
Book Debts 2,00,000
Cash at Bank 10,000
' zUw" ExPUEOC 1,30,000
14,60,000 14,60,000

The firm was dissolved as all the partners were declared insolvent. The assets were realized as under:

Particulars
Book Debts 45%
Less Building 1,60,000
Stock 1,00,000
Machinery 2,00,000
Furniture and Fixtures 40,000
Realization expenses were 10,000
Partner Private Assets () Private Liabilities ()
A 2,50,000 2,50,000
B 2,00,000 1,80,000
C 2,30,000 2,50,000

Answer: Dissolution

{CMA inter J15, 12 marks}

Realisation A/c

Particulars

1,10,000

Dr. Particulars Cr.
To Building 4,00,000 By Bank
Machinery 4,00,000

(Book debts)
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Furniture 1,60,000 (Building ) 1,60,000

Stock 1,60,000 (Stock) 1,00,000
Book debts 2,00,000 (Machinery) 2,00,000
Bank- realization exp. 10,000 (Furniture) 40,000 6,10,000
Realization loss 7,20,000
13,30,000 13,30,000
Bank A/c
Dr. Particulars Cr. Particulars
To Balance b/d 10,000 By Realization 10,000
Realization A/c  6,10,000 Creditors Alc (BF) 6,30,000
l z0w" Exf 20,000
6,40,000 6,40,000
Creditors Alc
Dr. Particulars Cr. Particulars
To Bank 6,30,000 By Balanceb/d 10,00,000
Deficiency A/c(B.F)  3,70,000
10,00,000 10,00,000
ZUwHABEOD
Dr. Particulars Cr. Particulars
To Deficiency Alc(B.F) 2,00,000 By Balanceb/d 2,00,000
2,00,000 2,00,000
Partnerd6s Capital Alc
Dr. Particulars A B C Cr. Particulars A B C
To Balance b/d 1,30,0C By Balance b/c 1,60,0C 1,00,00
Realization Ic 2,40,00 2,40,00 2,40,00
(7,20,000 in : Bank A/c 20,00(
Deficiency » 80,00C 3,50,00 1,40,00
240,000 3,70,00( 2,40,00( 240,000 3,70,00( 2,40,00(
Deficiency Alc
Dr. Particulars Cr.  Particulars
To Az Uw" ExE 80,000 By Creditor 3,70,000
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I zUw" E x f 3,50,000 Z Won A/c

"z U0w" Exf 1,40,000
5,70,000

2,00,000

5,70,000

Dissolution ¢ Piecemeal Distribution

Question 6: A, B and C are partners share profit and loss in the ratio of 5:3:2. Their capital balance of
A, B and C as on the date of dissolution are 12,000, 3,000 and 5,000. The assets realized after paying
liabilities as 4,000, 5,000 3,000 and 3,000 in I, II, lll and IV realization. From the given information
prepare a statement of distribution of realizable amount under (a) capital proportionate method (b)

maximum loss method

Answer:

Capital Proportionate Method

Order of payment

Ratio

Ratio 5 3 2

Partners A B C
Capital 12000 3000 5000
Capital per share 2400 1000 2500
Capital based on lowest share 5000 3000 2000
Excess 7000 --- 3000
Capital per share 1400 1500
Capital based on lowestshare 7000 2800
Excess -- 200

nt+A B&C

Nt+A&C

I+ Conly

[5:3:2]

[5:2]
Full

Cash Distribution under Capital Proportionate Method

Partners

Opening Balance

| Realization 4000 200
3800

Balance after | Realization

Il Realization + 5000 [A and C 5:2 Ratio]

Balance after 1l Realization

Il Realization ¢ 3000 [A, and C] 1000

[A, B and C] 2000

Balance after Ill Realization
IV Realization ¢ 3000

Deficiency

A
12000

2714
9286
3571
5715

715
1000
4000
1500
2500

B
3000

3000

3000

600

2400

900
1500

C
5000
200
1086
3714
1429
2285
285
400
1600
600
1000
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Maximum Loss Method

Total A B C
Capital 20000 12000 3000 5000
Maximum loss after | Realization (20,0004 4,000) 16000 8000 4800 3200
(distributed in profit and loss ratio)
4000 4000 -1800 1800
7 ENUUUOI OUwOI w! zUw+OUUwWD -1270 1800 -530
Cash Paid out of | Realization 4000 2730 - 1270
Balance after | Realization 16000 9270 3000 3730
Maximum Loss after Il Realization (16,000¢ 5,000) 11000 5500 3300 2200
5000 3770 -300 1530
ENUUUOOI O0wO! w! zUw+ OUUwH 300 -211 300 -89
Cash Paid out of Il Realization 5000 3559 - 1441
Balance after 1l Realization 11000 5711 3000 2289
Maximum Loss after Il Realization (11,000t 3,000) 8000 4000 2400 1600
Cash paid out of lll Realization 3000 1711 600 689
Balance after 1l Realization 8000 4000 2400 1600
Maximum Loss after IV Realization (8,000 ¢+ 3,000) 5000 2500 1500 1000
Cash Paid out of IV Realization 3000 1500 900 600
Deficiency 5000 2500 1500 1000
Question 7:
Balance Sheet
Liabilities
Creditors 2,00,000 Fixed Assets 45,00,000
Bank Loan 5,00,000 Cash and Bank  2,00,000
+zUw+OEd  10,00,000
Capital
L 15,00,000
10,00,000
S 5,00,000
Total 47,00,000 47,00,000

Partners share profits equally. A firm of Chartered Accountants is retained to realise the assets and

distribute the cash after discharge of liabilities. Their fees which are to include all expenses are fixed
at 100,000. No loss is expected on Realizatiosince fixed assets include valuable land and building.
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Realizations are:

Installments
| lincluding cash]  5,00,000
Il 15,00,000
1] 15,00,000
v 30,00,000
\% 30,00,000
The Chartered Accountant firm decided to pay off the partnersin s ' BT T 1 Uwll OEUDPYI w" ExDUE

You are required to prepare a statement showing distribution of cash with necessary workings.

{CA inter N95}

Answer:
in thousands
Statement of Piecemeal Distribution (Higher Relative Capital method)
Particulars Crs | Bank | + z ( Capital A/c
Avail Loan | Loan | L M S
Balance due 200 500| 1000| 1500| 1000| 500

Instalment | (less liquidator fees) [5005100]
Payment to creditors and loan [Ratio 2:! 400 114 | 286 - - - -

Balance Due after Installment | 86 214 | 1000| 1500 1000| 500
Installment 11 1500

Payment to creditors and loan 300, 86 214 - - - -
11 xEaO0l O0wOI w+zUw- 1000 - - | 1000 - - -
Payment to L (WN) 200 - - -| 200 - -
Balance due after installment I - - - | 1300| 1000| 500
Installment 111 1500 - - -

Payment to L (WN) 300 - - - 300 - -
Paymentto L & M (WN) 1000 - - - 500 500 -
Payment to all the partners 200 - - - 67 67 66
Balance due after Installment IV - - - | 433 433| 434
InstallmentlV: All partners 3000 - - - | 1000 | 1000 | 1000
Realization profit - - -| 567 | 567 | 566
Installment V: All partners 3000 - - - | 1000 | 1000 | 1000
Realization profit - - - | 1567 | 1567 | 1566
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WN

Capital Proportionate Method Payment Ratio
Partners L M S Order
Profit sharing ratio (i) 1 1
Capital Balance (ii) 15,00 10,00 5,00
Capital per share (ii/i) 15,00 10,00 5,00
"ExPDUEOQwUI gUPUI EwU 500 500 500 ll$4[L,M&S] 1:1:1
Excess Capital(iv) = (ii) ¢ (iii) 10,00 5,00
Excess Capital per share (iv/i) 500 5,00
"ExDUEOQwUI gUPUI EwU 5,00 5,00 14L& M] 1:1
Higher Relative Excess v = (iv)t (iv) 5,00 [4 L] Full

Question 8: A, B and C are partners sharing profits and losses in the ratio of 5:3:2. Their capitals were
9,600, 6,000 and 8,400 respectively. After paying creditors, the liabilities and assets of the firm
were:

Liability Assets
Liability for loans from : Investments 1,000
Spouses of partners 2,000 Furniture 2,000
Partners 1,000 Machinery 1,200
Stock 4,000

The assets realized in full in the order in which they are listed above, B is insolvent. You are
required to prepare a statement showing the distribution of cash as and when available, applying
maximum possible loss procedure.

{CA inter N99 | CMA inter D02, 8 marks}

Answer: Statement of Distribution of Cash

Realization Loan / EU0OI UUz w
Spouse partners A B C
Balances due 2,000 1,000 9,600 6,000 8,400
i.  Sale of investments[ 1,000 1,000
Balance after investment 1,000 1,000 9,600 6,000 8,400
i. Sale of furniture [ 2,009 1,000 1,000
Balance after furniture - - 9,600 6,000 8,400

iii. Sale ofmachinery [ 1,200
Maximum loss to partners in P/L ratio 22,800(2419 11,400 6,840 4,560
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Balance after loss (1,800) (840) 3,840

Deficiency of A and B written off against C [CR] 1,800 840 2,640
Cashpaid \ ¢ 1,200
Balances in capital accounts 9,600 6,000 7,200

iv. Sale of stock[ 4,000
Maximum loss to partners in P/L ratio 18,800(2.843 (9,400) (5,640) (3,760)
Amount at credit and cash paid 200 360 3,440
Balances in capital accounts left unpaid | Loss 9,400 5,640 3,760
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9.6 PARTNERSHIP + AMALGAMATION | SALE | CONVERSION

Types of Practical Problems

a. Amalgamation: two or more sole proprietors or firms form new partnership firm;
b. Absorption: one existing partnership firm absorbs a sole proprietorship / firm ;
c. Sale to a company: one existing partnership firm sold to running company
d. Conversion: Partnership firm converted and incorporated a company
Steps
Methods of Purct Dissolution of Entry & B/S in
Consideration Sold Business PurchasimiBusiness
1 Lumpum Method 1 Realization A/c 1 Business Purchase
2 Net Assets Methc 2 Purchase Considerat 2 Recording Assets and Liabil
3 Net Payment Met 3 PurchasgA/c 3 Settlement of Purchase Con
4 Capital Alc 4 Balance Sheet

Amalgamating sole trades and formation of firm

Question 1: A and B carry on independent business in provisions and their position on 31.12.2002 are
reflected in the given Balance sheet:

Balance Sheet

Liabilities A B Assets A B

Trade creditors 1,10,000 47,000 Stock-in-trade 1,70,000 98,000
Sundry Creditors for Expe 750 2,000 Sundry Debtors 89,000 37,000
Bills payable 12,500 ---- Cash at bank 13,000 7,500
Capital A/c 1,53,000 95,500 Cash in hand 987 234
Furniture and Fixtures 2,750 1,766

Investments 513

2,76,250 1,44,500 2,76,250 1,44,500

Both of them want to form a partnership firm from 1.1.2003 on the following understanding:

a. The capital of the partnership firm would be  3,00,000 which would be contributed by them in
the ratio of 2:1.
b. The assets of the individual business would be evaluated by C at which values, the firm will take
them over and the value would be adjusted again st the contribution due by A and B.
c. C gave his valuation report as follows:
1. Assets of A: Stockin-trade to be written down by 15% and a portion of the sundry debtors
amounting to 9,000 estimated unrealizable not to be assumed by the firm; furniture and
fixtures to be valued at 2,000 and investments to be taken at market value of 1,000.
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2. Assets of B: Stocks to be written up by 10% and sundry debtors to be admitted at 85% of their

value; rest of the assets to be assumed at their book values.

d. The firm is not to assume any creditors other than the dues on account of purchases made. You

are required to pass necessary journal entries in the books of A and B.

Also prepare the opening Balance Sheet of the firm as on % Jan 2003.

{CMA inter J09, 10 marks}

Answer:
Realization A/c
Particulars A B Particulars A B
To Stock 1,70,000 98,000 By Creditors for purchase 1,10,000 47,000
Debtors 89,000 37,000 Creditors for expenses 750 2,000
Bank 1,30,000 7,500 Bill payable 12,500
Cash 987 234 Purchase consideratio 1,18,987 101,750
Furniture 2,750 1,766 Capital a/c Loss 34,763
Investment 513 -
Capital a/c 750 -
Capital a/c [Crs. for exp - 2000
Capital a/c [Profit] - 4,250
2,77,000 150,750 2,77,000 150,750
Purchase consideration a/c
Particulars A B Particulars A B
To Realization 1,18,987 1,01,750 By AB firm 1,18,987 1,01,750
1,18,987 1,01,750 1,18,987 1,01,750
AB Firm Alc
Particulars A B Particulars A B
To Purchase consideration 1,18,987 1,01,750 By Capital 1,18,987 1,01,750
1,18,987 1,01,750 1,18,987 1,01,750
Capital Alc
Particulars A B Particulars A B
To Purchase consideration 1,18,987 1,01,750 By Balance b/d 1,53,000 95,500
Realization (Loss) 34,763 Realization Profit 750 4,250
Realization (Crs for exp) 2,000
1,53,750 1,01,750 1,53,750 1,01,750
9.6.2
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Journal Entry A& Co B & Co

Dr Cr Dr Cr

1 Realization Alc Dr. 1,96,250 1,44,500

To Stock-in-trade Alc 1,70,000 98,000

To Sundry Debtors Alc 9,000 37,000

To Cash at bank A/c 13,000 7,500

To Cash in hand Alc 987 234

To Furniture & Fixture 2,750 1,766

To investments Alc 513 -
2 | Creditors for Purchases Dr. 1,10,000 47,000

Creditors for Expenses Dr. 750 2,000

Bills Payable A/c Dr. 12,500 -

To Realization Alc 1,23,250 49,000
3 | New Firm A/c (Note 1) Dr. 1,18,987 1,01,750

To Realization Alc 1,18,987 1,01,750
4 | Realization A/c [creditors] @ Dr. 750 2,000

To Capital Alc 750 2,000
5 Capital Alc Dr. 34,763

Realization Alc 4,250

To Realization a/c 34,763

To Capital Alc 4,250
6 Capital in New Firm Dr. 1,18,987 1,01,750

To New Firm Alc 1,18,987 1,01,750
7 | Capital Alc Dr.  1,18,987 1,01,750

To Capital + New Firm 1,18,987

Balance Sheet of New Firm as on 1st January, 2003

Liabilities Assets
Capital Accounts: Furniture & Fittings 3,766
A 2,00,000 Investments 1,000
B 1,00,000 Stock-in-trade 2,52,300
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Creditors for purchases 1,57,000 Sundry Debtors 1,11,450

Bills payable 12,500 Cash at bank 99,763
( 13,000+7500+81,018,750)

Cash in hand ( 987+234) 1,221

4,69,500 4,69,500

Working Notes: Calculation of Purchase Consideration

Particulars A B
Furniture 2,000 1,766
Investments 1,000
Stock-in-trade 1,44,500 1,07,800
Sundry Debtors 80,000 31,450
Cash at bank 13,000 7,500
Cash in hand 987 234

2,41,487 1,48,750

Less Sundry Creditors for purchases 1,10,000 47,000
Bills payable (Assumed arising out of credit purchases) 12,500
Net assets taken over bythe new firm 1,18,987 1,01,750
Capital as per agreement 2,00,000 1,00,000
Less Net assets taken over 1,18,987 1,01,750
Cash to be introduced (+)/withdrawn ( -) (+)81,013 (-)1,750

Amalgamation of Firms:

Question 2: Firm X & Co. consists of partners A and B sharing Profits and Losses in the ratio of 3:2.
The firm Y & Co. consists of partners B and C sharing Profits and Losses in the ratio of 5:3.

On 31st March, 2006 it was decided to amalgamate both the firms and form a new firm XY & Co.,
wherein A, B and C would be partners sharing Profits and Losses in the ratio of 4:5:1.

Balance Sheet as at 31.3.2006

Liabilities X&Co Y&Co Assets X&Co Y&Co
Capital: Cash in hand/bank 40,000 30,000
A 1,50,000 --- Debtors 60,000 80,000
B 1,00,000 75,000 Stock 50,000 20,000
C 50,000 Vehicles 90,000
Reserve 50,000 40,000 Machinery 1,20,000
Creditors 1,20,000 55,000 Building 1,50,000

4,20,000 2,20,000 4,20,000 2,20,000
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The following were the terms of amalgamation:

1. Goodwill of X & Co., was valued at 75,000. Goodwill of Y & Co. was valued at 40,000. Goodwill
a/c not to be opened in the books of the new firm but adjusted through the Capital a/c of the
partners.

2. Building, Machinery and Vehicles are to be taken over at 200,000, 1,00,000 and 74,000
respectively.

3. Provision for doubtful debts at 5,000 in respect of X & Co. and 4,000 in respect of Y & Co. are to
be provided.

You are required to:

1. Show, how the Goodwill value is adjusted amongst the partners.

2. Prepare the B/S of XY & Co. as at 31.3.2006 by keeping partnexsapital in their profit sharing
UEUPOWEAWUEODPOT WEEXxPUEOQwWOl ws! ZwEUwWUT 1 wEEUDPUB wW3T 1 wl
/ EUUOI UUzw" UUUI OVUWEYES®S

{CA inter MO6}

Answer:
(@ Adjustment for raising and writing off of goodwill
Raised in old profit sharing ratio Total Written off Difference
X & Co. 3:2 Y & C0.5:3 in new ratio
45,000 --- 45,000 Cr. 46,000 Dr. 1,000 Dr.
B. 30,000 25,000 55,000 Cr. 57,500 Dr. 2,500 Dr.
15,000 15,000 Cr. 11,500 Dr. 3,500 Cr.
75,000 40,000 1,15,000 1,15,000 Nil

Balance Sheet of X Y & Co.(New firm) as on 31.3.2006

Liabilities Assets
Capital Accounts: Vehicle 74,000
A 1,72,000 Machinery 1,00,000
B 2,15,000 Building 2,00,000
C 43,000 Stock 70,000
Current Accounts: Debtors 1,31,000
A 22,000 Cash & Bank 70,000
C 18,000
Creditors 1,75,000
6,45,000 6,45,000
Working Notes:
1. Balance of Capital Accounts at the time of amalgamation of firms ( .)

X &Co. Profit and loss sharing ratio 3:2 z Uw" E | zChpital
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Balance as per Balance Sheet

Reserves

Realisation profit (Building)

Realisation loss (Machinery)

Provision for doubtful debt.

Y & Co. Profit and loss sharing ratio 5:3

Balance as per Balance sheet

Reserves

Revaluation (vehicle)

Provision for doubtful debts

1,50,000  1,00,000
30,000 20,000
30,000 20,000

(12,000) (8,000)
(3,000) (2,000)

1,95,000  1,30,000

lzUw"E"zUw" E

75,000 50,000
25,000 15,000
(10,000) (6,000)
(2,500) (1,500)
87,500 57,500

Balance of Capital A/c in the balance sheet of the new firm as on 31.3.2006

A - B - C-
Balance b/d: X & Co. 1,95,000 1,30,000 --
Y & Co. -- 87,500 57,500
1,95,000 2,17,500 57,500
Adjustment for goodwill (1,000) (2,500) 3,500
1,94,000 2,15,000 61,000
Total capital 430,000 (Bs capital as base)
to be contributed in 4:5:1 ratio. 1,72,000 2,15,000 43,000
Transfer to Current Account 22,000 --- 18,000
Realization Alc
Particulars X&Co Y&Co Particulars X&Co Y&Co
To Cash 40,000 30,000 By Creditors 120,000 55,000
Debtors 60,000 80,000
Stock 50,000 20,000 Purchase Consideration 325,000 145,000
Machinery 120,000 - Realization Loss
Building 150,000 - lzU0w" ExPUEO 12,500
Vehicles - 90,000 "zUw" ExDPUEO 7,500
Realization Profit
zUw" ExHl 15,000
l zUw" ExBHL 10,000
445,000 220,000 445,000 220,000
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Purchase consideration a/c

Particulars X & Co Y &Co Particulars X & Co Y &Co
To Realization 325,000 145,000 By AB firm 325,000 145,000
325,000 145,000 325,000 145,000
XY Firm Alc
Particulars X&Co Y&Co Particulars X&Co Y&Co

To Purchase consideration 325,000 145,000 By ZUw" ExPUE 195,000
l zUw" ExDUE 130,000 87,500

"zUw" ExPUE 57,500
325,000 145,000 325,000 145,000
Capital Alc

X & Co Y & Co X & Co Y & Co

Particulars A B B C Particularr A B B C
To XY Firm 195,00 130,00 87,50( 57,50( By Balance b 150,00 100,00 75,000 50,00(
Realization 12,50 7,50C Reserve 30,00C 20,00C 25,00( 15,00

15,00 10,00

195,00( 130,00( 100,00( 65,000 195,00( 130,00t 100,00( 65,000

Conversion of Partnership Firm into Company:

Question 3:s 77 WE OE ws 8 z bureds thaparBdrshi®d<haring Profits and Losses equally,

PPUIT T EwUOOWEPUUOOYI wUT 1T wi PUOWEOGE wWUIT OOwUT 1 wEUBHOI UU WU
I YYt OwbT 1 OwUT 1T wi PUOZUwxOUPUPOOWPEUWEUwWI 000ODPUOG

Balance Sheet

Liabilities Assets
7 z Chpital 1,50,000 Land and Building 1,00,000
8z Uw" Ex DL 1,00,000 Furniture 40,000
Sundry Creditors 60,000 Stock 1,00,000
Debtors 66,000
Cash 4,000
3,10,000 3,10,000

The arrangement with X Limited Company was as follows:
1. Land and Building was purchased at 20% more than the book value.
2. Furniture and stock were purchased at book values less 15%.

3. The goodwill of the firm was valued at  40,000.
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collect the book debts of the firm and discharge the creditors of the firm as an agent, for

pbT DPET wUl

5. The purchase price was o be discharged by the company in fully paid equity shares of

UYDET UOwUT I

eachat a premium of 2 per share.

WEOOXxEQAWPEUWUOWET wxEPEwWKk U wOOwWE

10

The company collected all the amounts from debtors. The creditors were paid off less by 1,000
allowed by them as discount. The company paid the balance due to the vendors in cash. Prepare
the Realization a/c, the Capital a/c of the partners and the Cash dc in the books of partnership

firm.

Answer:

{CA inter NO6}

Realisation A/c

To Land &building 1,00,000 By Sundry Creditors 60,000
Furniture 40,000 Purchase consideration 2,79,000
Stock 1,00,000 Cash A/c [WNZ2] 1,930
Debtors 66,000
7z0w" ExD 17,465
8zUw" ExD 17,465
3,40,930 3,40,930
Capital Accounts
X Y X Y
To Sharesin X Ltd. Co® 1,63,980 1,15,020 By Balance b/d 1,50,000 1,00,000
Casht Final Payment 3,485 2,445 Realization A/c ¢ Profit 17,465 17,465

1,67,465 1,17,465

1,67,465 1,17,465

Cash Account

To

Balance b/d 4,000 By ZUw" ExPUEOwW 1 3,485
X Ltd. Co. (Drs ¢ Crs) 1,930 lzU0w" ExDPUEOW 1 2,445
5,930 5,930

WN1 Calculation of Purchase consideration:

Land & Building 1,20,000
Furniture 34,000
Stock 85,000
Goodwill 40,000

2,79,000

9 Shares distributed using final claim ratio [other way: capital ratio can be used for share distribution]
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WN 2 Calculation: Debtors less creditors less commission

Amount realized from Debtors 66,000
Amount paid to creditors 59,000
Commission for debtors (5% on 66,000) 3,300
Commission for creditors (3% on 59,000) 1,770
Net amount received 1,930

Sale to a Company / Conversion into company:
w3l 1l wi PUOzBwW! EO

Ou

Question 4: A and B were carrying on business as equalx EUU0 01 UU
December 2000 was as follows:

Liabilities Assets
Capital Accounts : Fixed Assets :

A 1,38,000 Leasehold Building 80,000
B 1,52,000 Plant and Machinery 1,80,000
Bank Loan 40,000 Furniture 20,000

Current Liabilities : Current Assets:
Sundry Creditors 70,000 Stock 60,000
Bills Payable 10,000 Book Debts 68,000
Cash at Bank 2,000
4,10,000 4,10,000

The business was carried on till 30" June, 2001. The partners withdrew in equal amounts half the
amount of profits made during the period of six months (from January to June 2001) after charging
depreciation on

Leasehold Building 10% per annum
Plant and Machinery  10% per annum

Furniture 10% per annum

Meanwhile Sundry Creditors were reduced by 15,000, Bills Payable by 2,500 and Bank Loan by
20,000. On 30 June stock was valued at 70,000, Book Debts were 75,000 and Cash at Bank was
2,500. On 3@ June, 2001 the firm soldthe business to a limited company for 4,00,000 payable in

Equity Shares of 10 each. The partners decided to take shares in the profit sharing ratio, any

difference to be settled in cash.

You are required to prepare:

1. Statement of Net Assets as on 30 June 2001,

2. Statement of Profit earned during the period six months ended on 30.06.2001:
3. Realisation Account;

4. Capital Accounts of the partners.

{CMA inter JO2, 16 marks}
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[WN1] Statement of Net Assets as on 30.06.01

Liabilities Assets
Capital (Balancing Figure) 3,31,000 Lease Hold Building 76,000
Bills Payable 7,500 Plant & Machinery 1,71,000
Creditors (70,000¢ 15,000) 55,000 Furniture 19,000
Bank loan 20,000 Stock 70,000
Cash at Bank 2,500
Debtors 75,000
4,13,500 4,13,500
WN2 A B Total
Capital opening  1,38,000 1,52,000 2,90,000
Net Profit 41,000 41,000 82,0000
Drawings 20,500 20,500 40,000
Closing Capital  1,58,500 1,72,500 3,31,00@:
Realisation A/c
Particulars Particulars
To Lease Hold Building 76,000 By Sundry Creditors 55,000
Plant & Machinery 1,71,000 Bills Payable 7,500
Furniture 19,000 Bank Loan 20,000
Stock 70,000 New Co. Ltd. (PC) 4,00,000
Cash at Bank 2,500
Debtors 75,000
Profit
A 34,500
B 34,500 69,000
4,82,500 4,82,500
/ EU0OOTI UUzw" ExPUEOwW ~E
Particulars A B Particulars A B
To Equity Share in Comp 2,00,000 2,00,000 By Balance b/d 158500 1,72,500
Cash Alc 7000 Realisationon F 34,500 34,500
Cash 7,000
2,00,000 2,07,000 2,00000 2,07,000
10 (Net Profiti Drawingg = (Closing Capital Opening Capital= 40,000

Drawings = 0.5 Net Profit [givenhence
NetProfiti 0 . 5 Net 10000 f i t
Net Pr o600t = 82
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10DEPARTMENTAL ACCOUNTS

Problem Types

1. Basic Problem
a. Prepare Trading and P/L A/c for department wise & company as a whole
Involves allocation or apportionment of costs to department with appropriate base
b. Prepare consolidated B/S
2. Problem with inter departmental transfer
a. Transfer of stocks between the departments (redprocal)
b. Transfer of stock from first department to second department and so on
Calculation: unrealized profit on unsold stock
YO ETDITEGT GE i Q@& 0 A QE O, . e
VE SIHE G GE | OO Bh o d%llg €01 Wi Q@IN&dii 6 d ' Qe o
3. Tricky illustration
4. Mark up model

Practical Problems

Question 1: M/s. Star & Co. has two departments which maintain separate records. Prepare Trading

and Profit & Loss A/c for each department and Balance Sheet for the company for the year ended

tudyt 81 Yhut 8/ UOYPET wEl xUI EPEUPOOwWOOwW/ OEOUWEDE W, EET DO |
other un-allocated expenses to be allocated on the basis of nesales of each department.

Departmental accounts

Dept. | Dept. Il

Opening Stock (01.04.2002) 1,00,000/ 80,000

Purchases 9,20,000| 7,60,000

Purchase Returns 8,000 4,000

Sales 25,32,000| 19,68,000

Sale Return 12,000 8,000

Wages & Salaries 7,20,000, 6,40,000

Miscellaneous expenses 1,40,000( 1,28,000

Closing Stock (31.03.2003) | 1,04,000 96,000

General balances for the year

Debtors 7,60,000 Building 4,80,000 Cash on 31.03.2016 32,000
Creditors 6,92,000 Furniture 1,92,000 Bank on 31.03.2016 4,40,000
Plant & Machinery  9,60,000  Sales overheads 5,12,000 Capital 20,00,000
Land 3,20,000

{CMA inter JO4, 4+6+6=16 marks}
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Answer: In the Books of Star Co.

Trading and Profit and Loss Accounts for the year ended 31.03.2016
Particulars Dept | Dept Il Particulars Dept | Dept I
To | Opening stock 1,00,000 80,000| By | Sales less return| 25,20,000/ 19,60,000
Purchase less return| 9,12,000, 7,56,000 Closing Stock 1,04,000 96,000
Gross Profit 16,12,000| 12,20,000
26,224,000 20,56,000 26,24,000| 20,56,000
Wages & Salaries 7,20,000( 6,40,000 Gross Profit 16,12,000| 12,20,000
Misc. Expenses 1,40,000, 1,28,000
Sales Overheads 2,88,000/ 2,24,000
Depreciation
Plant & Machinery 1,80,000| 1,40,000
Building 13,500 10,500
Furniture 10,800 8,400
General P/L Alc 2,569,700, 69,100
16,12,000| 12,20,000 16,12,000 12,20,000

Note: Sales (H & Depreciation are allocated on the ratio of net-salesbasis. [25,20,000 : 19,60,0009:7]

Balance Sheet of M/s. Star Co. as at 31.03.2016

Liabilities Assets
Capital 20,00,000 Land 3,20,000
Add | Profit ¢ | 2,59,700 Building 4,56,000
Profit - Il 69,100( 23,28,800| Plant & Machinery 6,40,000
Creditors 6,92,000| Furniture 1,72,800
Stocks 2,00,000
Debtors 7,60,000
Cash and Bank 4,72,000
30,20,800 30,20,800

Calculation of Unrealised Profit on Unsold Stock

Question 2: X Ltd, has two departments, A and B. From the following particulars prepare the
consolidated Trading Accounts and Departmental Trading Account for the year ending 31.12.15.

A() B()
Opening Stock (at cost) 20,000 12,000
Purchases 92,000/ 68,000
Sales 1,40,000 1,12,000
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Wages 12,000 8,000
Carriage 2,000 2,000
Closing Stock:
(i) | Purchased goods 4,500 6,000
(i) | Finished goods 24,000/ 14,000
Purchased goods transferred:
ByBto A 10,000
By Ato B 8,000
Finished goods transferred:
By Ato B 35,000
By Bto A 40,000
Return of finished goods:
By Ato B 10,000
ByBto A 7,000

You are informed that purchased goods have been transferred mutually at their respective
departmental purchases cost and finished goods at departmental market price and that 20% of the
finished stock (closing) at each department represented finished goods received from the other
department.

{CA inter M86}

Answer:
Departmental Trading A/c for the yeaf btatet Bec, 2015. X Ltd
Particular | Dept. 4 Dept. E Total Particular | Dept. 4 Dept. E Total
To Op Stock 20,00( 12,000 32,00( By Sales 1,40,0¢ 1,12,0f 2,52,00
Purchases 92,00( 68,00( 1,60,0C RM Transferr 8,000 10,00
Wages 12,00 8,00( 20,00( F.G. Transfe 35,00( 40,00(
Carriage 2,000 2,00c 4.,00C Return of F.( 10,00 7,00C
RM transferr, 10,00, 8,00C Closing Stoc
F.G. Transfel 40,00( 35,00( Raw Materia 4,500 6,00C 10,50
Return of F.(  7,00C 10,00 Finished gog 24,00( 14,00, 38,00(
Grosg®rofit 38,500 46,00C
2,21,50 1,89,00 3,00,50( 2,21,50 1,89,00 3,00,50(

Consolidated A/c

Particular Particular

To | Stock Reserve A 1,555| By | Gross Profit A | 38,500
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Stock Reserve B 642

Gross Profit B

46,000

Net Gross Profit c/d | 82,303

84,500

84,500

Working Notes Dept A | DeptB
Sales 1,40,000| 1,12,000
Add | Transfer 35,000 40,000
1,75,000| 1,52,000
Less | Return 7,000/ 10,000
[a] Net sales plus transfer 1,68,000| 1,42,000
[b] Gross Profit 38,500| 46,000
[c] Rate of gross Profit [c] = [b]/[a]% 22.92% | 32.39%
[d] Closing stock of Finished Goods 24,000, 14,000
[e] Closing stock out of transfer [20%] 4,800 2,800
[f] Unrealized profit % included 32.39%| 22.92%
[0] Unrealized Profit [e]x]f] 1,555 642

Question 3: FGH Ltd. has three departments I, J and K. The following information is provided for
the year ended 31.3.2016:

Opening stock

5,000 8,000/ 19,000

Opening reserve for unrealised profit

B 2,000, 3,000

Materials consumed

16,000

20,000 5

Direct labour

9,000 10,000 B

Closing stock

5,000 20,000| 5,000

Sales

80,000

Area occupied (sg. mtr.)

2,500 1,500, 1,000

Number of employees

30 20

10

Stocks of each department are valued at costs to the department concerned. Stocks of | are
transferred to J at cost plus 20% and stocks of J are transferred to K at a gross profit of 20% on
sales. Other common expenses are salaries and staff welfare 18,00, rent 6,000.

Prepare Departmental Trading, Profit and Loss Account for the year ending 31.3.2016.
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Answer:

FGH LtdDepartmental Trading and Rit thécyear ended 31st March, 2016
To I J K Total | By | J K Total
Op. stock | 5,000 8,000 19,00{ 32,00( Sales 80,00¢ 80,00C
Material 16,00{ 20,00( 36,00(
Direct labo| 9,000 10,00 19,00
Interdept. tr 30,00¢ 60,000 90,00( Intedept. tf 30,000 60,00C 90,00(
GP [Notel] 5,000 12,00 6,000 23,00( ClI. Stock 5,000 20,000 5,000 30,00C
35,000 80,000 85,000 2,00,00( 35,000 80,000 85,000 2,00,00(
Salaries 9,000 6,00C 3,000 18,00( Gross profi 5,000 12,00 6,000 23,00(
Rent 3,000 1,80( 1,20 6,000
Net profit 4,200 1,80 6,000 Net loss 7,00C 7,00C
12,00¢ 12,00( 6,000 30,000 12,00¢( 12,00¢( 6,000, 30,000
General P/L al/c
To | Netloss (I) 7,000 | By | Stock reserve b/d (J + K)| 5,000
Stock reserve [note 2] 3,000 Net profit (J + K) 6,000
Balance Transferred to B/S| 1,000
11,000 11,000

Notel: Calculation of Gross Profit and Transfer Price:

Note 2: Calculation of unrealized profit on closing stock

Dept. | Dept. J

Material Consumed 16,000 20,000

Add | Direct Labour 9,000 10,000
Add | Received from Transfers - 30,000
Cost of Production 25,000 60,000

Add | Opening Stock of Finished Goods 5,000 8,000
Cost of Goods Available for Sale 30,000 68,000

Less | Closing Stock of Finished Goods 5,000 20,000
Cost of Goods Transferred 100 | 25,000, 80 | 48,000

Profit 20| 5,000| 20| 12,000
Transfer Price 120 | 30,000/ 100 | 60,000

YO EIEMI O i Q@& 0 G 'QE 0o,

YE OIGE QD D¢ | QQINDD 0 &
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Jwodi i ) ‘ . omnmngr
1|/ UOI BUWOI w# Il xUw( wb( ¢ it m— QT 1,667
egmMmnp ¢TI
2 | Profitof Dept) wD OwOT I DEpKO - pmmnmcm 1,000
uimnmn——— —
QMmMMTMp MM
Jwoi i s | . . omnmgTm
/ UOI BUWOIT w#1l xUw( wb( ObT 10 g0 phT T T o C__ 333| 1,333
eMmTmTpCQ
Total unrealized profit 3,000/ 3,000

Question 4: Mr. D is earning uniform rate of gross profit in all three departments he is handling.
Following are the relevant details

Particulars Department | Cartons Amount
Purchases G 15,000 | The total cost of purchases
M 20,000 amounted to  600000.
N 15,000
Sales G 16,000 20 per carton
M 22,000 15 percarton
N 17,000 10 per carton
Opening stock G 4,000
M 5,000
N 4,000

You are required to prepare

The Trading account for the three departments in columnar form.

Also show the workings in respect of the following:

1 | Gross profit (%) assuming that there is no stock situation.

2 | Department wise purchase price value and

3 | Valuation of opening and closing stock.

{CMA inter J12 & J13, 7~8 marks}

Answer: Closing Stock = Opening stock + Purchases Sales.

Department G | 3000 | Units

Department M | 3000 | Units

Department N | 2000 | Units

Purchase price is not available individually for departments G,M and N, but it is given that gross
profit rate is uniform. Gross Profit margin can be fo und by calculating sale value of purchased units
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Department G 300,000
Department M 300,000
Department N 150,000
Total 750,000

Less | Purchases (cost) 600,000
Profit 150,000
51 ¢ was oot t g 20%

Yoo Qi

Department

Selling Price

Margin 20%

Cost

G

20

4

16

M

15

3

12

N

10

2

Opening Stock

Purchases

Sales

Closing Stock

Department G

64,000

240,000

320,000

48,000

Department M

60,000

240

,000

330,000

36,000

Department N

32,000

120

,000

170,000

16,000

Departmental Trading Account:

Particulars

D M

G

Particulars

D M

G

To

Opening St

64,000

60,000

32,000 By

Sales

320,00(

330,00(

170,00

Purchases

240,00(

240,00(

120,00

Closing St

48,000

36,000

16,00C

Gross Prof

64,000

66,000

34,00C

368,00(

366,00(

186,00

368,00C

366,00C

186,00

Finding correct profit

Question 5: Department P sells goods to Department S at a profit of 25% on cost and to Department Q
at a profit of 15% on cost. Department S sells goods to P and Q at a profit of 20% and 30% on sales
respectively. Department Q sells goods to P and S at 20% and 10% profit on cost respectively.

Departmental Managers are entitled to 10% commission on net profit subject to unrealised profit on
departmental sales being eliminated. Departmental profits after ET EUT D O1T w, EOET 1 Uz UWEOOOD
before adjustment of unrealised profits are as below:

Departmental accounts

Particulars
Department P | 90,000
Department S | 60,000
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Department Q | 45,000

Stock lying at different Departments at the end of the year are as below;

Figures in
Departments
Particulars P S Q
Transfer from P | - 18,000| 14,000
Transfer from S | 48,000] - 38,000
Transfer from Q | 12,000| 8,000 | -

%D OEwWOUUWEOUUI EQw#il xEUUOI OUEOw/ UOI PUUWET U1 UDWET EUT BDOT u

Answer:
Calculation of correct Departmental Profits
Particulars Dept.P ()| Dept.S () | Dept.Q ()
/ UOI PUWET Ul UwET EUT pOI 90,000 60,000 45,000
Add |, EOET T Uz Uw" 00O6PUUDOOY 10,000 6,667 5,000
1,00,000 66,667 50,000
Less | Unrealised profit on Stock (WN) (5,426) (21,000) (2,727)
/ UOI BOwW! 11 OUT w, EOET I | 94,574 45,667 47,273
Less|, EQOET 1 UzUw" 606O0PUUDOOI (9,457) (4,567) (4,727)
"OUUI EQw/ UOI BUWET U1 U 85,117 41,100 42,546
Working Notes:
Unrealised Profit of Department P( ) Department S( ) Department Q( ) Total ()
Department P - cv - ~ pu - ~ 5,426
— mmnolp )y — tnmm '
bcuP i tp opuP phb ¢ @
Department S qm - - - omn - - 21,00
pnnT e 7T T ol U T pnnclﬂnnnpftxnn
Department Q Cm - - pmt . - 2,727
— nn¢cmmny — T
bC P an G 0o nlIJhT X G X

Mark up and Mark down Concept

Question 6: Southern Store Ltd, is a retail store operating two departments. The company maintains a
memorandum stock account and memorandum markup account for each of the departments.
Supplies issued to the departments are debited to the memorandum stock account to the department
at cost plus the mark-up, and departmental sales are credited to this accaunt. The mark up on
supplies issued to the departments is credited to the mark-up account for the department. When it is
necessary to reduce the selling price below the normal selling price, i.e., cost plus markup, the
reduction (mark down) is entered in the memorandum stock account and in the mark-up account.
Department Y has a markup of 33-1/3% on cost, and Department Z 50% on cost.

The following information has been extracted from the records of Southern Store Ltd, for the year
ended 31st December, 2015
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DeptY () | DeptZ ()
Stock, It January, 2015 at cost 24,000 36,000
Purchases 1,62,000( 1,90,000
Sales 2,10,000f 2,85,000

1. The stock of Department Y at 1st January 2015 includes goods on which the selling price has been
marked down by 510.These goods were sold in January 2015 at the reduced price.

Certain goods purchased in 2015 for 2,700 for department Y, were transferred during the year to
Department Z, and sold for 4,050.Purchase and sale are recorded in the purchases of department
Y and the sales of department Z respectively, but no entries in respect of the transfer have been
made.

Goods purchased in 2015 were marked down as follows:

DeptY ()

DeptZ ()

Cost

8,000

21,000

Mark down

800

4,100

At the end of the year there were some items in the stock of department Z, which had been
marked down to 2,300. With this exception al goods marked down in 2015 were sold during the

year at the reduced prices.

the department Y.It was determined that the loss should be regarded as irrecoverable.

accounts.

During stock taking at 31st December 2015 goods which had cost 240 were found to be missing in

The closing stocks in both departments are to be valued at cost for the purpose of the annual

You are requested to prepare for each department for the year ended 31.12.2015: trading Account,

Memorandum Stock Account and a memorandum Mark -up Account.

{CA inter M89}

Answer:
Southern Stores Ltd. Trading A/c for the year ended 31 st Dec, 2015 ()
Particular DeptY | Deptz Particular DeptY | Deptz
To | Opening stock at cost 24,000f 36,000| By | Sales 2,10,000| 2,85,000
Purchases 1,62,000| 1,90,000 Transfer: Dept. Z 2,700 -
Transfer from Dept. Y - 2,700 Goods lost 240 -
Gross Profit 51,518 92,496 Closing stock at cost 24,578| 36,196
2,37,518| 3,21,196 2,37,518| 3,21,196
Memaorandum Stock A/c (
Particular DeptY | Dept Z Particular DeptY | Dept Z
To| Balance b/d 32,00( 54,00( By| Balance b/d 51C
Departmental accounts 10.9



Purchases [at sale| 2,16,0( 2,85,00 Sales 2,10,0( 2,85,00

Transfer 2,70(C Transfer 2,70( -
Memorandum Mark 1,35! Loss of Stock [at sale 320
Memorandum Mark B44 Memorandum Marku 900

(On transfer)

(On marked down ¢ Memorandum Marku 800 4,10
still in stock) (marked down)
Balance c/d (cl. stock  32,77| 54,29
2,48,00( 3,43,39: 2,48,00( 3,43,39¢
Memorandum mark-up Alc
Particular Y z Particular Y z
To | Balance b/d 510 - | By | Balance b/d 8,000 18,000
Memorandum stock A/c 900 - Memorandum Stock A/ 54,000/ 95,000
(on transfer) (Mark-up on purchased|
Memorandum stock a/c 800 4,100 Memorandum stock A/c - 1,350
(Mark-down) (Mark-up on transfer)
Memorandum stock A/c 80 - Memorandum stock A/c - 1344
(mark-down on good lost (Marked down on stock
Balance c/d 8,192| 18,098
To Gross Profit 51,518, 92,496
62,000| 1,14,694 62,000| 1,14,694

Working Notes

Calculation of marked down value on unsold stock of Dept Z
Total Cl. Stock

Cost of marked down goods 21,000
Mark up [cost plus 50%)] 10,500
Normal Sale Price 31,500
Marked down 4,100 1344
Revised SalePrice 27400 2,300
YE i & DG EEROT VREVEG 6 'Q cﬁnnnﬁﬁ—
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11BRANCH ACCOUNTS

Types of branches and accounting

U Dependent branch: whole of the branch controlled by head office

Accounting for Dependent Branch Cost Price | Invoice Price
1 | Debtors System E E
2 | Stock and Debtors System E E
3 | Memorandum Trading and P/L System E E

U Independent branch : Branch maintains independent accounting records
1. Local branch
2. Foreign branch

{CMA inter D02, D04 & D12, 2~5 marks}

Practical Problems

Debtors System/ Stock and Debtors System

Question 1. Widespread Ltd. invoices goods to its branch at cost plus 20%. The branch sells goods for
cash as well as on credit. The branch meets its expenses out of cash collected from its debtors and cash
sales and remits the balance of cash to head office after wihholding 10,000 necessary for meeting
immediate requirements of cash. On 31st March, 2012 the assets at the branch were as follows:

Ps Y
Cash in Hand 10
Trade Debtors 384
Stock, at Invoice Price | 1,080
Furniture and Fittings 500

During the accounting year ended 31t March, 2013 the invoice price of goods dispatched by the head
office to the branch amounted to 1 crore 32 lakhs. Out of the goods received by it, the branch sent
back to head office goods invoiced at 72,000. Other transactionsat the branch during the year were

as follows:

Ps Y
Cash Sales 9,700
Credit Sales 3,140
Cash collected by Branch from Credit Customers | 2,842
Cash Discount allowed to Debtors 58
Returns by Customers 102
Bad Debts written off 37
Expensespaid by Branch 842
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On 1stJanuary, 2013 the branch purchased new furniture for 1 lakh for which payment was made by
head office through a cheque.
On 31st March, 2013branch expensesamountingto 6,000 were outstanding and cash in hand was
again 10,000.Furniture is subject to depreciation @ 16% per annum on diminishing balance method.
Prepare Branch Account in the books of head office for the year ended 31.3.2013.

{CA inter M01}

Answer: Debtors Method

In the Books of Head Office

Branch A/c
To Debit By Credit
Balance b/d (Branch Assets) Balance b/d (Branch Liabilities)
Cash in hand 10
Trade debtors 384
Stock 1,080
Furniture and fittings 500
HO to BO BO to HO
Goods sent to branch A/c 13,200 Goods sent tobranch Alc 72
Bank A/c (Payment for furniture) 100 Bank (Remittance by BO) 11,700
Unloading on Unloading on
Goods return 12 Goods sent 2,200
Closing stock 245 Opening stock 180
Balance c/d (Branch Liabilities) Balance c/d (Branch Assets)
Outstanding expenses 6 Cash in hand 10
Trade debtors 485
Stock 1,470
Furniture and fittings 516
Profit and L oss A/c (Net Profit) 1,096
16,633 16,633

WNZ1: Branch Stock A/c

To | Opening Balance 1080 | By | Branch Cash (Sales) 9700
Goods Sent to HO 13200 Goods returned by BO 72
Sales Return 102 Branch Debtors 3140

Closing Balance 1470
14382 14382

WNZ2: Branch Debtors

To | Balance b/d 384 | By | Branch Cash 2842
To | Branch Stock 3140 Branch expenses [Discount] 58
Branch Stock [Return] 102
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Branch Expenses [Bad Debt] 37
Balance c/d 485
3,524 3,524

WN3: Branch Cash to Calculate Remittance to HO

To | Balance b/d 10 | By | Expenses 842
Sales 9700 Remittance branch 11700
Cash 2842 Balance c/d 10

12,552 12,552
WN4: Branch Furniture
To | Opening Balance 500 | By | Depreciation (80 + 4) 84
Bank 100 Balance c/d 516
600 600
WNS5: Invoice Price and Cost Price Calculation
Let Cost be 100, 5
Less Profit on cost 20 1
Invoice Price 120 6
Answer: under Stock and Debtors Method:
Branch Stock Alc
To | Opening Balance 1080 | By | Branch Cash (Sales) 9700
Goods Sent to HO 13200 Goods returned by BO 72
Sales Return 102 | By | Branch Debtors 3140
Closing Balance 1470
14382 14382
Branch Adjustment
To | Closing Stock 245 | By | Opening Stock(loading) 180
To | Gross Profit 2123 | By | Goods Sent (consignment) 2188
2368 2368
Branch Debtors
To | Balance 384 | By | Branch Cash 2842
To | Branch Stock 3140 Branch expenses [Discount] 58
Branch Stock [Return] 102
Branch Expenses [Bad Debt] 37
Balance C/d 485
3,524 3,524

Branch Accounting
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Branch Cash

To | Balance 10 | By | Exp 842
Sales 9700 Remittance branch 11700
Cash 2842 Balance c/d 10
12,552 12,552
Branch Expenses
To | Discount 58 | By | Branch Profit and Loss 1027
Bad Debt 37
Expenses 842
Outstanding Expenses 6
Depreciation 84
1027 1027
Branch Furniture
To | Opening Balance 500 | By | Depreciation (80 + 4) 84
Bank 100 Balancedd 516
600 600
Branch Profit and Loss
To | Branch Expenses 1027 | By | Branch Adjustment a/c (GP) 2123
Net Profit 1096
2123 2123
Under Double Column Method
Branch Account
Particulars CP IP Particulars CP IP
To | Opening Balance 900, 1080 By | Branch Cash (Sales) 9700, 9700
Goods Sentto HO | 11,000, 13200 Branch Debtors 3140, 3140
Sales Return 102 102 Goods returned by BO 60 72
Gross Profit 2,123 Closing Balance 1,225| 1470
14,125 14,382 14,125 14,382
Memorandum Trading and P/L Method
Trading and Profit and Loss A/c
To | Opening Stock 1,080 | By | Sales
Goods Sent 13,200 Cash 9,700
Sales Return 102 Credit 3,140
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Goods returned 72

Closing Stock [BF] 1,470

14,382 14,382
Unload the reserve Unload the reserve

Closing Stock 245 Opening Stock 180

Goods return 12 Goods sent 2,200
Gross Profit 2,123

2,380 2,380

To | Discount 58 | By | Gross Profit 2,123
Bad Debt 37
Expenses 842
Outstanding Expenses 6
Depreciation 84
Net profit 1,096

2,123 2123

Treatment of abnormal losses in Branch Account.

Stock and Debtors System

Branch Adjustment A/c [up to the loading] | Dr. | xxx

Branch P/L Alc [profit beyond loading] Dr. | xxx

To Branch Stock A/c XXX

OUOEOwWOOUUwWwhbUwOOUwUI EOQUE
{CMA inter D08, 5 marks}

Stock and Debtors System

Question 2: Concept & Co., with its Head Office at Mumbai has a branch at Nagpur. Goods are
invoiced to the Branch at cost plus 33 1/3%. The following information is given in respect of the
branch for the year ended 31st March, 2013:

Goods sent to Branch (Invoice Price) 4,80,000
Stock at Branch on 1.4.2012 (Invoice Price) 24,000
Cash sales 1,80,000
Return of goods by customers to the Branch 6,000
Branch expenses (paid in cash) 53,500
Branch debtors balance on 1.4.2012 30,000
Bad debts 1,500
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l UEOET wEl EUOUUZ WET 1 gUI 5,000

Collection from Debtors 2,70,000
Stock at Branch on31.3.2013 (Invoice Price) 48,000
Branch debtors balance on 31.3.2013 36,500
Discount allowed 1,000

Prepare, under the Stock and Debtors system, the following Ledger Accounts in the books of the
Head Office:
1. Nagpur Branch Stock Account
2. Nagpur Branch Debtors Account
3. Nagpur Branch Adjustment Account.
Also compute shortage of Stock at Branch, if any.
{CA inter M06}

Answer: Stock and Debtors System

In the books of head office: Nagpur Branch Stock Account

Debit Credit
To | Balance b/d 24,000| By | Bank A/c (Cash Sales) 1,80,000
Goods sent Branch 4,80,000 Branch Debtors (Credit Sales) | 2,80,000
Branch Debtors 6,000 Stock shortage [Balance]
Branch P/L a/c 1500
Branch Adjustment a/c | 500 2,000
Balance c/d 48,000
5,10,000 5,10,000
Nagpur Branch Debtors Account
Balance b/d 30,000 Bank A/c (Collection) 2,70,000
Bank (dishonour of cheques) 5,000 Branch Stock A/ctt 6,000
Branch Stock A/c [Balance}? 2,80,000 Bad debts 1,500
Discount allowed 1,000
Balance c/d 36,500
3,15,000 3,15,000
Nagpur Branch Adjustment Account
Branch Stock (loading of loss) 500 Stock Reserve Alc 6,000
[Balance]
Stock Reservé? 12,000 Goods sent to Branch A/ci4 1,20,000
Gross Profit c/d5 1,13,500
1,26,000 1,26,000

1 oading on opening stock = 24,08@25% = 6,000

2The balancing figure of Branch Debtors Account is taken as credit sales

Loading on Closing Stock =48,000% 25% = 12,000

1 oading on goos sent = 4,80,000 25% = 1,20,000

5Gross Profit: (Total salésSales Return) x ¥ = {(180,000+ 280,0@)P00}x ¥4 =113,500
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Profit and Loss Alc
Branch Stock A/c (Cost of loss) 1,500 Gross Profit b/d 1,13,500
Branch Expenses® 56,000
Net Profit (General P & L A/c) 56,000
1,13,500 1,13,500
Note: Loadingis  -P on Cost or 25% on invoice price

Memorandum Trading and P/L Alc

Question 3: From the following particulars, prepare a Memorandum, Trading and Profit & Loss Alc
of Branch and also show the Branch Account as it would appear in the Head Office Books at the end
of the year.

Branch Cash Account
Particulars Particulars
To | Balance 10,500 By | Bank 59,000
Sundry Debtors | 37,000 Petty Expenses| 1,500
Cash Sales 22,500 Balance 9,500
70,000 70,000
Branch Debtors Account
Particulars Particulars
To | Balance 4,000| By | Cash 37,000
Sales 60,000 Bills Receivable | 2,000
Discount 1,000
Bad debts 500
Balance 23,500
64,000 64,000
Branch Account
Particulars Particulars
To | Balance b/d By | Balance b/d
Stock 5,000 Expenses outstanding 1000
Cash 10,500 Bank 59,000
Sundry Debtors 4,000 Balance 28,000
Prepaid Expenses 500 | 20,0000

Total Branch Expenses = Cash expenses + Bad debt + Discount allowed [53,500 +1,500 +1,000 =56,000]
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Goods Transferred 60,000

Sundry Expenses 8,000
88,000 88,000

Closing Stock at Branch was 6,000 and Expenses outstanding were 2,000.

{CMA inter D09, 10 marks}

Answer:
Memorandum Trading and Profit Account of the Branch
For the year ended 31st March 2009
Particulars Particulars
To | Opening Stock 5,000 By | Sales Cash 22,500
Goods Transferred from HO 60,000 Credit 60,000| 82,500
Gross Profit 23,500 Closing Stock 6,000
88,500 88,500
Petty Expenses 1,500 Gross Profit 23,500
Other Expenses 8,000
+ Closing Outstanding 2,000
1 Opening Outstanding 1,000
+ Opening Prepaid Expenses| 500| 9,500
Discounts 1,000
Bad Debts 500
Net Profit 11,000
23,500 23,500
Branch Account
Particulars Particulars
To | Balance b/d 28,000( By | Balance b/d 41,000
Net Profit 11,000 Cash 9,500
Balance c/d Debtors | 23,500
(Ols Expenses)| 2,000 Stock 6,000
B/R 2,000
41,000 41,000
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Inter-branch transfer s: [Goods | Remittance | BR & BP]
Goods sent to BO B by BO A as per the direction of HO
", zUw! O0Q ' w zUw! OO ' w! zUw! OC
B Alc Dr HO Alc Dr Goods A/lc  Dr
To A Alc To Goods Alc To HO Alc

Question 4: Show adjustment Journal entry in the books of Head Office at the end of April,
2013 for incorporation of inter -branch transactions assuming that only Head Office maintains
different branch accounts in its books.

A. Delhi Branch:
(1) Received goods from Mumbai ¢ 35,000 and 15,000 from Kolkata.
(2) Sent goods to Chennait 25,000, Kolkatat 20,000.
(3) Bill Receivable receivedt 20,000 from Chennai.
(4) Acceptances sent to Mumbait 25,000, Kolkatat 10,000.
B. Mumbai Branch (apart from the above):
(1) Received goods from Kolkata + 15,000, Delhit 20,000.
(2) Cashsentto Delhit 15,000, Kolkatat 7,000.
C. Chennai Branch (apart from the above):
(1) Received goods from Kolkata + 30,000.
(2) Acceptances and Cash sent to Kolkatat 20,000 and 10,000 respectively.
D. Kolkata Branch (apart from the above):
(1) Sent goods to Chennait 35,000.
(2) Paid cash to Chennait 15,000.
(3) Acceptances sent to Chennait 15,000.
{CA inter M96 & M03 }
Answer:
Journal entry in the books of Head Office
Date Particulars Dr. Cr.
30.4.03| Mumbai Branch Account Dr. | 3,000
Chennai Branch Account Dr. | 70,000

To Delhi Branch Account 15,000
To Kolkata Branch Account 58,000
WN: Inter ¢ Branch transactions|[ z Y Y Y
Delhi Mumbai | Chennai | Kolkata
A | Delhi Branch Dr. | Cr. | Dr. | Cr. | Dr. | Cr. | Dr. | Cr.
(1) | Received goods 50 35 15
(2) | Sentgoods 45 25 20
(3) | Received Bills receivable 20 20
(4) | Sent acceptance 35| 25 10
B | Mumbai Branch
(1) | Received goods 20| 35 15
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(2) | Sent cash 15 22 7
C | Chennai Branch
(1) | Received goods 30 30
(2) | Sentcash and acceptances 30| 30
D | Kolkata Branch
(1) | Sent goods 35 35
(2) | Sent cash 15 15
(3) | Sent acceptances 15 15

Balance c/d 15 3 70| 58

100| 100 60| 60| 120| 120 125| 125

Reasons for disagreement of balances between balances in BO as per HO and vice versa

»

4% Goods in Transit

Cash in Transit
#  Proxy Transactions [HO by BO | BO by HO | Depreciation]

. zU0w! 660 . w zUw! 660
1 Goods / Cashin transit
Goods / Cash in Transit Dr Or | Goods / Cash in Transit Dr
ToAAlc To HO Alc

Proxy Transaction
[Expenses of BO paid by HO]

2 AAlc Dr & | Expenses Alc Dr
To Bank Alc To HO Alc

3 [Expensesof HO paid by BO]
Expenses Alc Dr & | HO Alc Dr
To A Alc To Bank Alc

Question 5: Give Journal Entries in the books of Branch A to rectify or adjust the following:

1. HO expenses 3,500 allocated to the Branch, but not recorded in the Branch Books.
2. Depreciation of branch assets, whose accounts are kept by the HO not provided earlier for
1,500.

3. Branch paid 2,000 as salary to a H.O. Inspector, but therupees paid has been debited by the
Branch to Salaries account.

4. H.O. collected 10,000 directly from a customer on behalf of the Branch, but no intimation to
this effect has been received by the Branch.

5. Aremittance of 15,000 sent by the Branch has not yet been received by the H.O.

6. Branch A incurred advertisement expenses of 3,000 on behalf of Branch B

{CA inter NO4}
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Answer:
Journal Entries

In the books of Branch A In the books of Head Office
Particulars Dr . ( Cr . ( Particulars Dr . ( Cr . (

1 | Expenses alc Dr. | 3,500 1 | Branch Office a/c Dr. | 3,500
To Head office alc 3,500 To Expenses a/c 3,500

2 | Depreciationa/c | Dr. | 1,500 2 | Branch Office a/c Dr. | 1,500
To Head office al/c 1,500 To Depreciation a/c 1,500

3 | Head office a/c Dr. | 2,000 3 | Salaries alc Dr. | 2,000
To Salaries a/c 2,000 To Branch Office a/c 2,000

4 | Head office a/c Dr. | 10,000 4 | Cash alc Dr. | 10,000
To Debtors a/c 10,000 To Branch Office a/c 10,000

5 inb h book 5| Cashintransita/c | Dr. | 15,000
No entry in branch boo To Branch Office a/c 15,000

6 | Head Office a/c Dr. | 3,000 6 | Branch B a/c Dr. | 3,000
To Cash a/c 3,000 To Branch A a/c 3,000

Question 6: Mr. Shiv Sunder of Pune has a branch at Dibrugarh. The branch does not maintain
separate books of accounts. The branch has the following assets and liabilities on 3% August, 2001
and 30 September 2001:

31.08.2001 30.09.2001

Stock of tea 1,80,000 1,50,000
Advance to suppliers 5,00,000 4,50,000
Bank balance 75,000 1,00,000
Prepaid expenses 10,000 12,000
Outstanding expenses 13,000 11,000

Creditors of purchases 3,00,000| To be ascertained

During the month, Dibrugarh branch

a) Received by electronic mail transfer 10,00,000 from Pune Head Office.

b) Purchased tea worth 12,00,000

c) Sent tea costing 12,30,000 to Pune, freight of 80,000 being payable at the destination by the

receiver;
d) Spent 25,000 on office expenses;
e) Paid 3,00,000as advance to suppliers;
f) Paid 6,50,000 to suppliers in settlement of outstanding dues.

In addition, Mr. Shiv Sunder informs you that the Pune office had directly paid 3,50,000 to
Dibrugarh suppliers by cheques drawn on bank accounts in Pune during the month.
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Mr. Shiv Sunder informs you that for the purpose of accounting Dibrugarh branch is not treated as an
outsider. He wants you to write the detailed accounts relating to transactions of the Dibrugarh
branch, namely Dibrugarh Tea Stock A/c, Advance to Suppliers A/c, Suppliers Alc, Bank A/c and
Branch Expenses Alc, as would appear in the books of Pune Head Office.

Answer: In the Books of Pune Head Office

{CA inter N97, 10 marks | CMA inter D01, 16 marks}

Dibrugarh Tea Stock A/c
Date Particulars Date Particulars
01.09.01| To | Balance b/d | 1,80,000| 30.09.01| By | Tea in Transit to Pune | 12,30,000
30.09.01 Purchases | 12,00,000( 30.09.01 Balance c/d 1,50,000
13,80,000 13,80,000
Advance to Supplier A/c
Date Particulars Date Particulars
01.09.01| To | Balance b/d 5,00,000| 30.09.01| By | Suppliers adjustment (b/f) | 3,50,000
30.09.01 Dibrugarh Bank | 3,00,000/ 30.09.01 Balance c/d 4,50,000
8,00,000 8,00,000
Dibrugarh Suppliers Alc
Date Particulars Date Particulars
03.09.01| To | Advance to Supplier | 3,50,000/ 01.09.01| By | Balance b/d 3,00,000
30.09.01 Dibrugarh Bank Alc 6,50,000| 30.09.01 Tea Stock A/c | 12,00,000
30.09.01 Pune Bank Alc 3,50,000 (Purchases)
30.09.01 Balance c/d (b/f) 1,50,000
15,00,000 15,00,000
Dibrugarh Bank A/c
Date Particulars Date Particulars
01.09.01| To | Balance b/d 75,000| 30.09.01| By | Advance to Supplier A/c | 3,00,000
30.09.01 Pune Bank A/c | 10,00,000/ 30.09.01 Supplier Alc 6,50,000
Expenses Alc 25,000
Balance c/d 1,00,000
10,75,000 10,75,000
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Branch Expenses Alc

Date Particulars Date Particulars
01.09.01| To | Balance b/d 10,000| 01.09.01| By | Balance b/d 13,000
30.09.01 Dibrugarh Bank | 25,000, 30.09.01 Branch P/L b/d | 21,000
30.09.01 Balance c/d 11,000| 30.09.01 Balance c/d 12,000
46,000 46,000

Final A/c System:

Question 7: On 31st March, 2013 Kanpur Branch submits the following Trail Balance to its Head

Office at Lucknow:

Debit Balances
Furniture and Equipment
Depreciation on furniture
Salaries
Rent

Advertising

Telephone, Postage and Stationery
Sundry Office Expenses

Stock on 1st April, 2012

Goods Received from Head Office

Debtors
Cash at bank and in hand
Carriage Inwards

in lakhs
18

2

25

10

60
288

20
8
7
448

Credit Balances

Outstanding Expenses

Goods Returned to Head Office

Sales

Head Office

in lakhs

3

5
360
80

448

Additional Information:  Stock on 31st March, 2013 was valued at 62 lakhs. On 29th March, 2013 the
Head Office dispatched goods costing 10 lakhs to its branch. Branch did not receive these goods

before 1st April, 2013. Hence, the figure of goods received from Head Office does not include these

goods. Also, the head office has charged the branch 1 lakh for centralised services for which the

branch has not passed the entry.

You are required to:

1. Pass Journal Entries in the books of the Branch to make the necessary adjustments

2. Prepare Final Accounts of the Branch including Balance Sheet, and

3. Pass Journal Entries in the books of the Head Office to incorporate the whole of the Branch Trial

Balance.

Branch Accounting

{CA inter M02}
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Answer:

Journal entry in the books of Branch Office
Date Particulars Dr. | Cr.
Goods in Transit A/c | Dr. | 10
To Head Office Alc 10
Expenses A/c Dr. 1
To Head Office Alc 1

Trading and Profit & Loss Account of the Branch for the year ended 31st March, 2013

in lakhs in lakhs
To | Opening Stock 60 | By | Sales 360
Goods received from HO 288 Closing Stock 62
Less: Returns 5| 283
Carriage Inwards 7
Gross Profit c/d 72
422 422
Salaries 25 Gross Profit b/d 72
Depreciation on Furniture 2
Rent 10
Advertising 6
Telephone, Postage &Stationery
Sundry Office Expenses
Head Office Expenses 1
Net Profit Transferred HO 24
72 72
Balance Sheet as on 3*¥March, 2013
Liabilities in lakhs Assets in lakhs
Head Office 80 Furniture & Equipment 20
Add | Goods in transit 10 Less | Depreciation 2 18
Head Office Stock in hand 62
Expenses 1 Goods in Transit 10
Net Profit 24| 115 Debtors 20
Outstanding Expenses 3 Cash at bank and in hand 8
118 118
Journal entry in the books of Head Office
Particulars Dr. Cr.
Branch Trading A/c Dr 355
To Branch Alc 355
[Opening stock + Goods received from HO + carriage inwards] (60+288+7)
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Branch A/c Dr 427
To Branch Trading A/c 427
[Total sales +closing stock + Goods returned to HO] [360+62+5]

Branch Trading A/c Dr 72
To Branch Profit and Loss Alc 72
(Gross profit credited to Branch Profit and Loss Account)

Branch Profit and Loss A/c Dr 48
To Branch A/c 48
(Total of branch expenses [25+16+3+1+1+2])

Branch Profit and Loss A/c Dr 24
To Profit and Loss Alc 24
(Net profit at branch credited to (general) Profit & Loss A/c)

Branch Furniture & Equipment Dr 18
Branch Stock Dr 62
Branch Debtors Dr 20
Branch Cashat Bank and in Hand Dr 8
Goods in Transit Dr 10
To Branch Alc 118

(Incorporation of different assets at the branch in H.O. books)

Branch A/c Dr 3
To Branch Outstanding Expenses 3
(Incorporation of Branch Outstanding Expenses in H.O. books)

In the Books of HO

Branch Office Alc
Opening Balance 91 | Branch Trading A/c | 355

Branch Trading A/c | 427 | Branch P/L Alc 48
Liabilities 3 | Assets 118
521 521

Final A/lc System:

Question 8: M/s Shah & Co. commenced business on 1.4.2012 with Head Office aMumbai and a
Branch at Chennai. Purchases were made exclusively by the Head Office, where the goods were
processed before sale. There was no loss or wastage in processing. Only the processegbods received
from Head Office were handled by the Branch. The goods were sent to branch at processed cost plus
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10%. All sales [whether by Head Office or by the Branch] were at uniform gross profit of 25% on their
respective cost
Following is the Trial Balance as on 31.3.2013.

Head Office Branch

Dr. Cr. Dr. Cr.
Capital 3,10,000
Drawings 55,000
Purchases 19,69,500
Cost of processing 50,500
Sales 12,80,000 8,20,000
Goods sent to Branch 9,24,000
Administrative expenses 1,39,000 15,000
Selling expenses 50,000 6,200
Debtors 3,09,600 1,13,600
Branch Current account 3,89,800
Creditors 6,01,400 10,800
Bank Balance 1,52,000 77,500
Head Office Current account 2,61,500
Goods received from H.O. 8,80,000

31,15,400, 31,15,400 10,92,300/ 10,92,300

Following further information is provided:

1. Goods sent by Head Office to the Branch in March, 2013 of 44,000 were not received by the
Branch till 2.4.2013.

2. A remittance of 84,300 sent by theBranch to Head Office was also similarly not received up
to 31.3.2013.

3. Stock taking at the Branch disclosed a shortage of 20,000 (at selling price).

4. Cost of unprocessed goods at Head Office on 31.3.2013 was1,00,000.

5. Prepare Trading and Profit and Loss account in columnar form and Balance Sheet of the
business as a whole as at 31.3.2013.

{CA inter NO6}

Answer:
Trading and P/L Alc for the year ended 31st March, 2005 i n the Books of Shah & Co.

Particulars H.O. Branch Total H.O. Branch Total
Purchases 19,69,500 - | 19,69,500| Sales 12,80,000| 8,20,000| 21,00,000
Cost of proces{ 50,500 - 50,500 Goods sent to Bri 9,24,000 - -
Goods received Stock shortage - 16,000 16,000
from H.O. - 8,80,000 - | Goods in transit 44,000
Gross profit c/d 3,40,000| 1,64,000/ 5,04,000| Closing stock:

Processed goods 56,000 2,08,000, 2,64,000
Unprocessed goods | 1,00,000 | - 1,00,000
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23,60,000/ 10,44,000| 25,24,000 23,60,000| 10,44,000| 25,24,000
Admn. Expenses | 1,39,000 15,000, 1,54,000| Gross profit b/d 3,40,000/ 1,64,000, 5,04,000
Selling Expenses 50,000 6,200 56,200
Stock shortage - 16,000 16,000
Stock reserve 22,909 - 22,909
Net profit 1,28,091, 1,26,800, 2,54,891
3,40,000/ 1,64,000, 5,04,000 3,40,000/ 1,64,000, 5,04,000
Balance Sheet as at 31st March, 2005
Liabilities Assets
Capital 3,10,000 Debtors
Add | Net profit 2,54,891 H.O. 3,09,600
5,64,891 Branch 1,13,600
Less | Drawings 55,000, 5,09,891| Closing stock:
Creditors: Processed goods
H.O. 6,01,400 H.O. 56,000
Branch | 10,800, 6,12,200 Branch 2,08,000
2,64,000
Less:Stock reserve 18,909, 2,45,091
Unprocessed goods 1,00,000
Bank Balance
H.O. 1,52,000
Branch 77,500
Goods in transit 44,000
Less:Stock reserve 4,000 40,000
Cash in transit 84,300
11,22,091 11,22,091
WN 1: Calculation of Closing Stock
1 Stock at Head Office
Cost of goods processed (19,69,500 + 50,5801,00,000) 19,20,000
Less | Cost of goods sent to Branch: w ¢ 1 m— 8,40,000

Cost of goods sold p & fit T m—
Stock of processed goods with H.O.

2 Stock at Branch

Goods received from H.O. (at invoice price)

Less

Invoice value of stock shortage: ¢ fit m T—

Invoice value of goods sold: ¢t m—

Stock at Branch at invoice price

Branch Accounting

6,56,000

10,24,000| 18,64,000

56,000

8,80,000

16,000| 6,72,000

2,08,000
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Less | Stock Reserve:¢ mihp m m— 18,909
Stock of processed goods with Branch (at cost) 1,89,091

WN2: Stock Reserve:

Unrealised profit on Branch stock: ¢ mipm m— | 18,909
Unrealised profit on goods in transit: 1 it 11 T— 4,000
22,909

Question 9: From the following information, prepare

1. Reconciliation of head office a/cin branch office book and branch a/cin the head office book; and
2. the Trading and Profit & Loss Account of the head office for the year ended 31st December, 2001.

Head Office | Branch
Opening Stock 10,000 4,500
Purchases 1,15,000
Sales 2,05,000| 1,55,000
Other Expenses 15,200 6,200
Closing Stock 5,200 3,100

The branch book shows the head office a/c as 9,000 (Cr) and thehead office book shows the Branch
alc as 24,000 (Dr). The Branch receives all its supplies from thehead office, which are invoiced at
25% over cost. During the year, thehead office sent invoices of 1,04,500to the Branch. Théhead office
credits its salesa/c with the invoice price of the goods sent to the Branch.

The head office billed the branch for 12,0 on 31t December, 2001 representing thebUE OET z UwUT EUIT w
the expenses incurred by the head office. The said expenses had not been recorded in the books of the
branch.

The expenses of thebranch are met by the head office from time to time for which cashis sent in
advance to the branch. A sum of 3,000 sent to thebranch by the head office on 29" December, 2001 in
this connection, was received by the Branch on 3¢ January, 2002.

{CMA inter D02, 16 marks}

Answer:

In Branch Books Head Office Alc

Date Particulars Date Particulars

31.12.01| To | Balance c/d | 24,000( 01.01.01| By | Balance b/d 9,000

Cash in Transit A/lc | 3,000

Branch Expenses 12,000

24,000 24,000

Balance b/d 24,000
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In Head Office Books Branch A/c

Date Particulars

Date

Particulars

31.12.01| To | Balance b/d | 24,000 31.12.01

By | Balance c/d | 24,000

24,000

24,000

01.01.02 Balance b/d | 24,000

Trading and Profit & Loss Accounts

H.O. Branch H.O. Branch
To | Opening stock 10,000 4,500| By | Sales 2,05,000| 1,55,000
Purchase 1,15,000 -- Closing Stock 5,200 3,100
Goods Sent to Branch -- | 1,04,500
Goods Profit 85,200, 49,100
2,10,200| 1,58,100 2,10,200| 1,58,100
Other Expenses 15,200 6,200 Gross Profit 85,200, 49,100
Stock Reserve 620 - Stock Reserve 900
Expenses by H.O. -- 12,000
Net Profit 70,280 30,900
86,100, 49,100 86,100, 49,100

Foreign branch :

#%  Usually accounts maintained independently

a5
L

N
a5
L

#3  translated into Reporting Currency

Foreign Currency Translation

# in the currency of the country in which they operate and

Integral Foreign Operation Non -Integral Foreign Operation
Rate at the time of transaction | Rate at the time of transaction
1 | Revenue ltems
(or average rate) (or averagerate)
2 | B/S items
& | Monetary closing rate
& | Non-monetary
closing exchange rate
-Purchased Rateon the date of purchase | i ) o
[including contingent liability]
-Revalued Rate on the date of valuation
@ | Closing inventory Closing rate
3 | Exchange difference | Charged to P/L Alc Foreign currency translation reserve

Branch Accounting
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Foreign Branch: [Reporting currency is ]

Question 10: S & M Ltd., Bombay, have a branch in Sydney, Australia. At the end of 31stMarch, 2013,
the following ledger balances have been extracted from the books of the Bombay Office and the

Sydney Office:

Share Capital

Reserves and Surplus
Land

Buildings (Cost)
Buildings Dep. Reserve
Plant & Machinery (Cost)

Plant & Machinery Depreciation Reserve

Debtors / Creditors
Stock (01.04.201p
Branch Stock Reserve
Cash & Bank Balances
Purchases / Sales
Goods sent to Branch

, EOET POT w#bPUI EOOUZU

Wages & Salaries

Rent

Office Expenses
Commission Receipts
Branch / H.O. Current Alc

The following information is also available:
1. Stock as at 31.2013 :

a. Bombay 1,50,000
b. Sydney A $ 3,125

Bombay

t

¢
500
1,000

t
2,500

¢
280
100

t
10
240

¢
30
75

¢
25

i
120
4,880

HO Sydney BO
Debit | Credit | Debit

A$
2,000 t
1,000 ¢
¢ ¢
¢ ¢
200 t
¢ 200
600 ¢
200 60
¢ 20
4 t
¢ 10
520 20
100 5
¢ ¢
¢ 45
¢ 12
¢ 18
256 t
¢ i
4,880 390

Head Office always sent goods to the Branch at cost plus 25%.

3. Provision is to be made for doubtful debts at 5%.
4. Depreciation is to be provided on buildings at 10% and on plant and machinery at 20% on written

down values.

5. Outstanding commission to t he Managing Director ¢ 41

6. Incomettax is to be provided at 934.

You are required:

Credit
A$

- | | | | -

130
30

123

- | | | -

100

390

1. To convert the Branch Trial Balance into rupees; use the following rates of exchange

Rate as on | Opening

Closing

Average

Fixed asset

I A% ¢ 20

24

22

18
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2. To prepare the Trading and Profit & Loss Account for the year ended 31stMarch, 2013 showing to
the extent possible H.O. results and Branch results separately.(Balance Sheet not required.)

{CA inter M95}
Answer: ()2 wd w, w+ UEG w2 aEOI a uRupkEsPds bnudBMarskpR2023us Y Y Y w

Plant & Machinery (cost)

In
Dr.
200

Plant & Machinery Dep. Reserve ¢

Debtors / Creditors

Stock (1.4.94)

Cash & Bank Balances

Purchase / Sales

Goods received from H.O.

Salaries
Rent
Office expenses

Commission Receipts

H.O. Current Alc

60
20
10
20
5
45
12
18
¢
¢
390

Exchange loss (balancing figure)

Rate | per In A$
Cr. A$ | Dr. Cr.
t{ HR | 18 36,00
130 HR | 18 23,40
30| CR | 24 14,40, 7,20
t{ AR | 20 4,00
t{ CR | 24 2,40
123 AR | 22 4,40 | 27,06
t | Act | - 1,00
t{ | AR | 22 9,90
t{ | AR | 22 2,64
t{ | AR | 22 3,96
100 AR | 22 22,00
7 Act | - 1,20
390 78,70 80,86
2,16
80,86 | 80,86

[HR = Historical Rate, OR = Opening Rate, CR = Closing Rate, AR = Average Rate and Act = Actual]

To

(b) Trading and P/L A/c for the year ended 31stMarch, 2013(in thousands)

H.O.

Opening Stock 1,00
Purchases 2,40
Goods received ¢
from Head Office
Gross profit c/d 4,30

7,70
Salaries 75
Rent -
Office expenses 25
Provision for DD 14
Depreciation 4,60
Balance c/d 1,12

6,86
To | Exchange loss

Branch | Total
5,00 By | Sales

4,00
4,40
1,00

18,41
27,81
9,90
2,64
3,96
72
2,52
20,67
40,41

6,80
1,00

22,71
35,51
10,65
2,64
4,21
86
7,12
21,79
47,27

Goods sent to
Branch
Closing Stock

Gross Profit B/d
Commission rece

General Profit and Loss A/c
2,16 | By | Balance b/d

Branch Stock Reserve 75x1/5

Branch Accounting
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H.O.
5,20
1,00

1,50

7,70

4,30
2,56

6,86

Branch Stock reserve

Branch
27,06

{
75
27,81

18,41
22,00

40,41

21,79

Total

32,26
1,00
2,25

35,51

22,71
24,56

47,27
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Provision for depreciation

Assets

Provision for depreciation

, #z7 UOw1l OUOI UEU 30
, # z@bmmission 41
Provision for Income -tax 934
Balance c/d 947
21,83
Balance Sheet
Liabilities HO | BO
S. Capital 2000 | Land
Reserves and Surplus 1,000 | Building
Net Profit 947
Creditors 200 720 920
Branch Stock Reserve 15 Depreciation (10%)
, #z70w" 660D 41
Provision forTaxation 934 | Plant and Machinery
Depreciation (20%)
Debtors
Provision for D D
Cash
Stock in trade
5,857

Foreign Branch: [Reporting currency is 9]
Question 11: Carlin & Co. has head office at New York (U.S.A.) and branch at Mumbai (India).
Mumbai branch furnishes you with its trial balance as on 31st March, 2013 and the additional

information given thereafter:

Sahasri Singar Academy

Stock on BtApril, 2012
Purchases and sales

Sundry Debtors and creditors
Bills of exchange

Wages and salaries

Rent, rates andtaxes

Sundry charges

Computers

Bank balance

New York office a/c

Dr. Cr.
300 {
800 1,200
400| 300
120 240
560 {
360 {
160 {
240 {
420 {
{ | 1,620
3,360 3,360

HO

1000
200
800

80
720

2500
600

1900
380

1520
280

14
266
10
150

21,83
BO
500
720
3600
2340
1260
252
1008 2528
1440
72
1368 | 1634
240| 250
75| 225
5,857

POws YYY
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Additional information:

1. Computers were acquired from a remittance of US $6,000 received from New York head office
and paid to the suppliers. Depreciate computers at 60% for the year.

2. Unsold stock of Mumbai branch was worth  4,20,000 on 31st March, 2013.

3. The rates of exchange may be taken as follows:

on 1.4.2012 @40 per US $

on 31.3.2013 @42 perUS $

average exchange rate for the year @41 per US $
4. Conversion in $ shall be made up to two decimals.

You are asked to prepare in US dollars the revenue statement for the year ended 31st March, 2013 and
the balance sheet as on that date of Mumbaibranch as would appear in the books of New York head
office of Carlin & Co. You are informed that Mumbai branch account showed a debit balance of US $
39609.18 on 31.3.2013 in New York books and there were no items pending reconciliation.

{CA inter M99}
Answer: Carlin & Co. Ltd. Mumbai Branch Trial Balance in (US $) as on 31st March, 2013

Dr. Cr Rate Dr. Cr
PDOuws Y $ In$

Stock on 1st April, 1998 300 t+  OR | 40| 7,500.00 ¢
Purchases and sales 800 | 1,200 AR | 41| 19,512.20| 29,268.29
Sundry Debtors and creditors 400 300 CR | 42| 9,523.81 7,142.86
Bills of exchange 120| 240 CR | 42| 2,857.14| 5,714.29
Wages and salaries 560 t | AR | 41| 13,658.54 ¢
Rent, rates and taxes 360 t AR | 41| 8,780.49 ¢
Sundry charges 160 t AR | 41| 3,902.44 ¢
Computers 240 ¢ Act | ¢ 6,000.00 ¢
Bank balance 420 t{ CR |42 10,000.00 ¢
New York office a/c ¢t | 1,620 Act 39,609.18

3,360 3,360 81,734.62| 81,734.62

[OR = Opening Rate, CR = Closing Rate, AR = Average Rate and Act = Actual]

Trading and Profit & Loss Account for the year ended 31stMarch, 2013

Uss Us$

To | Opening Stock 7,500.00| By | Sales 29,268.29

Purchases 19,512.20 Closing stock 10,000.00

Wages and salaries 13,658.54 Gross Loss c/d 1,402.45

40,670.74 40,670.74

Gross Loss b/d 1,402.45 Net Loss 17,685.38
Rent, rates and taxes 8,780.49
Sundry charges 3,902.44

Depreciation on computers | 3,600.00
(US $ 6,000 x 0.6)
17,685.38 17,685.38
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Balance Sheet of Mumbai Branch as on 31st March, 2013

Liabilities uUss Assets uss$ uss

New York Office A/c | 39,609.18 Computers 6,000.00
Less:Net Loss 17,685.38| 21,923.80| Less Depreciation | 3,600.00| 2,400.00
Sundry creditors 7,142.86| Closing stock 10,000.00
Bills payable 5,714.29| Sundry debtors 9,523.81
Bank balance 10,000.00
Bills receivable 2,857.14
34,780.95 34,780.95
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AS1. DISCLOSURE OF ACCOU NTING POLICIES

Fundamental Accounting Assumptions
1. Going concern: an enterprise will continue its operations in the foreseeable future

2. Consistency: practice of using same accounting policies for similar transactions in all
accounting period . This will improve comparability of financial statements

3. Accrual: Earned or incurred is recorded not received or paid [matching concept]
Mandatory as per S.128(1)(iii) ofthe Companies Act, 2013.

& Disclosure: If the fundamental accounting assumption is
Followed ¢ no disclosure is required

Not followed ¢ disclosure required

Accounting Policies

&b Specific accounting principles

& Methods of applying those principles

&b adopted by the enterprise in preparation of financial statements

Note: As per AS5, accounting policies are the specific principles, bases,conventions, rules and
practices applied by an entity in preparing and presenting the financial statements

Example: where two or more principles applicable

Items Methods of Valuation & Disclosure
1 | Inventories FIFO, Weighted Average methods, etc.
2 | Cash Flow Statements| Direct method, indirect method
3 | Depreciation CLM, WDVM, etc.
4 | Goodwill Simple Average Method, Weighted Average Method, etc.

The methods / criteria for the selection and application of Accounting Policies.

1. Primary Consideration: The financial statements should represent atrue and fair view
2. Secondary Consideration [three major considerations]
a. Prudence: making estimates under conditions of uncertainty
& Uncertain profit ¢+ not considered
&b Uncertain lossest provided for [a damage suit, etc.,]
Example: value of inventory is WEL of cost or NRV
Note: hidden reserve is not permitted
b. Substance over form: the legal form of the transaction is ignored and substance is accounted
Example: In transfer of property, property is transferred but deed is pending
c. Materiality :
& the knowledge of an items,
&b which influences the decision of the user of the financial statements

Disclosure Of Accounting Policies AS11



&b is material & must be disclosed
Examples:
1. If expenses >WEH of 1% of the revenue or 1 lakht disclose by way of notes
As per the preparation of P/L in Schedule Il to the Companies Act, 2013.
2. If shares held by a shareholder >5% of shares$ disclose by way of notesto accounts
As per the instruction for B/S in Schedule IIl to the Companies Act, 2013.

Note: materiality is not always a matter of relative size.
A small loss may become greater lossesn future

3. Disclosure: All significant accounting policies adopted should be disclosed.

Changes in Accounting Polices:

& Cannot change regularly

&b Change of policies is allowed if the change required
1. by law / statute,
2. by AS and
3. for better presentation of financial statements

&b Disclosure : Any change in the accounting policies

1. which has a material effect in the current period and if
a. amount is ascertainablet should be disclosed along with the amount.
b. amount is not ascertainable ¢ fact to be disdosed

2. which has NO material effect in the current period but ascertainable in the later period
Fact of such change in later period is to be disclosed in current period.

Disclosures:
&b All significant accounting policies adopted
& True & fair view of the financial accounts
&b The disclosure should form part of the financial statements
to facilitate meaningful information to the users
& In the absence of disclosure, it is assumed that the fundamental assumptions are followed

&b Any change in the accounting policies

Disclosure requirement in a case where the companies do not comply with AS.

1. Deviations from accounting standards
2. Reasons for such deviations
3. The financial effect, if any arising from such deviations

{CMA inter D06 & J09, 2~3 marks}

Question 1: In the books of M/s Prashant Ltd., closing inventory as on 31.03.20X2 amount to
1,63,000 (on the basis of FIFO method)
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The company decides to change from FIFO method to weighted average method for ascertaining the
cost of inventory from the year 20X1-X2. On the basis of weighted average method, closing inventory
as on 31.03.20X2 amounts to 1,95,000.

Discuss disclosure requirement of change in accounting policy as per AS11

Question 2: Jagannath Ltd. Had made a rights issue of shares in 20X2. In the offer document to its
members, it had projected a surplus of 40 crores during the accounting year to end on 32t March,
20X2. The draft results for the year, prepared on the hitherto follow ed accounting policies and
presented for perusal of the board of director, showed a deficit of 10 crores. The board in
consultation with the managing director, decided on the following:

1. Value year-end inventory at works cost ( 50 crores) instead of the htherto method of valuation
of inventory at prime cost (30 crores)?

2. -OU0wUOwxUOYPET wi OUwsET Ul UWUEOT Uwl Rx1 OUT UzwEUUDOT wl
EOw!l dwoOi wUEOT UwUUT EwUOWET wOEET wUOET UwUT TzuwEEGERD x Uw
actual expenses used to be charged against the provision. The board now decided to account for
expenses as and when actually incurred. Sales during the year total to 600 crores?

3. Provide for permanent fall in the value of investments ¢ which fall h ad taken place over the past
five years ¢ the provision being 10 crores?

As chief accountant of the company, you are asked by the managing director to draft the notes on
accounts for inclusion in the annual report for 20X1 -X2.

Question 3. XYZ Company is engaged in the business of financial services and is undergoing tight

liquidity position, since most of the assets of the company are blocked in various claims / petitions in

a Special Court. XYZ has accepted InterCorporate Deposits (ICDs) and, it is making its best efforts to

settle the dues. There were claims at varied rates of interest, from lenders, from the due date of ICDs

to the date of repayment. The company has provided interest, as per the terms of the contract till the

due date and anote for non-provision of interest on the due date to date of repayment was affected in

the financial statements. On account of uncertainties existing regarding the determination of the

amount and in the absence of any specific legal obligation at presentas per the terms of contracts, the
EOOxEQawEOOUPEI UUwUT EVOw UT T Ul wEOCEPOUWEU]Il wHOwUOT 1T wdE
EEOOOPOI ET1 EWEUWET EUZ OWEOEwWUT 1 wUEOT wi EVwWET 1 OWEDPUEOOU
making a provision in the profit and loss accounts. State whether the treatment done by the company

is correct or not.5

ISituation: change in method§ provision | Disclosure in note to accounts with amount [Ptofi6,000]
°Notes to Accounts: Profitb y 20 crores
[valuing stock at works cost as production is more capital intensive [follows AS 2]]
3Notes to Accounts: Profitb y 12 crores
[the probability of defects is reduced with improved method of production]
“Notes to Accounts: Profitb y 10 crores [valuing investment | ower b
5 Not correct Prudencé in case of uncertainties | Fundamental Accounting Assumjit@ecrual concept

Disclosure Of Accounting Policies AS13






AS2: VALUA TION OF INVENTORIES

Scope: Stock held

&b For sale in ordinary course of business (finished goods)
& In the process of production (work -in-process)
& In the form of material to be consumed (raw material, consumables)

Includes in AS 2:machinery spare parts, servicing equipment & stand by equipment 4 Ui wA whiwa i E U ¢

Includes in AS 10:machinery spare parts, servicing equipment & stand by equipment [Use > 1 yea]

Objectives: Guidance for determining value & presentation in financial statements

1. Determination of value: Whichever is lower of cost and net realizable value (prudence concept)

(1) Cost (2) Net Realizable Value
Particulars Particulars

Direct Material (cost of purchase) Sale value XXX

Purchase price XXX T Selling expenses XXX
+ Carriage in XXX T Cost to complete (WIP) xxx
+ Non recoverable taxes XXX Net Realizable Value XXX
T Rebate XXX
T Trade discounts XXX
T Duty drawbacks XXX

Conversion Costs

Direct Labour XXX

Direct Expenses XXX

Factory overhead (Variable) xxx | Excluded Costs

Based onactual production Holding & storage cost [FG]  xxx

Factory overhead (Fixed) XXX (Except for RM & WIP)

Based on normal production Interest and penalties XXX

or actual production WEH Administration costs XXX

Other Costs Selling & Distribution cost XXX
+ Costincurred to bring inventory XXX Abnormal Cots X

to its present location & condition

Exchange difference XXX

+ Interest on borrowing XXX
(if stock takes substantial time
to get ready for sale)

+ Amortization of intangible assets XXX
Related to production [e.g. patent]
Cost XXX

Note: 11 EUEUPOOwWPOwWUT I wUEPwWOEUI UPEOUZ wxUPEI UWEEQWET wEEN
for which it is used is sold below cost.
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2. Methods of computing cost (Cost formula)
a. Not Interchangeable : Specific Identification Method
b. Interchangeable (sequence based)
1. Historical Cost Method: FIFO or Weighted Average Cost Method
Normal consumption and used regularly
2. Non Historical Cost Method: Standard Cost or Retail Method [SPt GP]
Large number of rapidly changing items but sold with similar margin

Non -applicability

&b WIP of Construction contracts (AS 7)

& WIP of service provider

&b Financial instruments (shares and debentures) held as stock in trade

& Produces of live stocks, agricultural & forest products + minerals, oils and gases

Joint Products: Ratio of Sale value at split off or after split off

By Products: Net realisable value

Disclosure s
1. Accounting policy (Cost formula)

2. Classification of inventories with carrying amount

Raw materials Work -in-progress

Finished goods Stock-in-trade (for retailers)
Stores and spares Loose tools

Others

Practical Problems

Valuation of WIP

Question 1: Cost of a partly finished unit at the end of 2021-22 is 150. The unit can be finished next
year by a further expenditure of 100. The finished unit can be sold at 250, subject to payment of 4%

brokerage on selling price. Assume that the partly finished unit cannot be sold in semi -finished form
and its NRV is zero without processing it further. What is the value of inventory? 1

Absorption of fixed overheads
Question 2: ABC Ltd. has a plant with the capacity to produce 1 lakh unit of a product per annum
and the expected fixed overhead is 18 lakhs. Find out value of stock if units produced are

1. 1,00,000 unitg
2. 90,000 units

val ue = 1G0s tWE L 1050 [and4YNROD)] 140 (250
Nalue = 18 |l akhs & 18 per unit [ 18 lakhs / 1 1 akh
Val ue = 16.82 pleakhusni& [ 18 | akhs / 1 |l akh units] &
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3. 1,20,000 units

Retail method of valuation (adjusted SP)

Question 3: A trader purchased certain articles for 85,000. He sold some of articles for 1,05,000. The
average percentage of gross margin is 25% on cost. Opening stock of inventory at cost was 15,000.
Find out the cost of closing inventory. 2

Joint Product and By Product

Question 4: In a manufacturing process of Vijay Limited, one by -product BP emerges besides two
main products MP1 and MP2 apart from scarp. Details of cost of production process are here under:

Item Unit | Amount[ ] | Output (unit) | Closing inventory
Raw material 15,000 1,60,000| MP1+¢ 6,250 800
Wages - 82,000 MP2 15,000 200
Fixed overhead - 58,000| BPt 1,600
Variable overhead 40,000

Average market price of MP1 and MP2 is 80 per unit and 50 per unit respectively, by product is @
25 per unit. There is a profit of 5,000 on sales of byproduct after incurring separate process charges
of 4,000 and packing charges of 6,000. 6,000 was realised from sale of scrap.

Calculate the value of closing inventory of MP1 and MP2.

Answer :

Joint costs for main products = [JCt NRV of BP ¢ Scrap realised]
3,40,000t [1,600 x 25 4,000t 6,000]+ 6,000 = 3,04,000

Allocated joint costs under sale value method

S & IGE B G i oft v TYTT ‘e oo s
cerRR® O Tt vngmn vmnmom © Mo &0 @a i © tw ¢ X
oty . B & 0

0 € b UC ot mnnud"’ﬁ @ a plmtpw oo

ot v MY v TTTTL T oft

Raw material valued at cost if finished goods NOT sold at reduced price

Question 5: How will you deal with the following as per AS2? On 31st March, 2014, the closing stock
of X Ltd. includes 13,000 units costing 14 per unit but the current market price as on that date was
12 per unit.3

{CMA inter J14, 2 marks}

Value = 18 |l akhs & 15 per unit [ 18 |l akhs /
2Value = 16,000 | {[Sales value of (opening stock + purchasslps]i GP}

[{(15,000 + 85,000%1.257 1,05,000) 20%]}
SWEL of Cost or NRV = 12
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Item -wise valuation

Question 6: Imran Co Ltd deals in manufacture of certain products. It gives you the following
information for the year ended 31 st March, 2013, with respect to the closing stock of these items:

Item | Historical Cost | Net realizable value

X 25,00,000 19,00,000
Y 62,00,000 60,00,000
Y4 15,00,000 21,00,000

Compute the value of closing stock!
{CMA inter D13, 3 marks}

Valuation of WIP Stock

Question 7: LUXOR LTD. deals in three products A, B and C which are neither similar nor
interchangeable. At the time of closing of its Financial Account for the year ended March 31, 2015,
Valuation of Closing Stock of the said products is to be determined.

The details of Closing Stock of the three products extracted from the records of the company are as
under;

Type of Cost of Production Selling and Distribution Estimated
Product Materials Expenses incurred expenses to be incurred  Selling Value

A 1,00,000 20,000 10,000 1,50,000
B 50,000 5,000 5,000 50,000
C 1,20,000 30,000 20,000 1,80,000

You are required to compute the value of stock as per AS-2 for inclusion in the financial statement as
on 31.03.2015.
{CMA inter D15, 4 marks}

Answer:
Items Cost NRV Value per AS -2
A 1,00,000 0,000 =1,20,00( 1,50,000- 10,0000 = 1,40,00( 1,20,000
B 50,000 + 5,000 = 55,000 50,000 5,000 = 45,000 45,000
C 1,20,000 + 30,000 = 1,50,0C 1,80,000t 20,000 = 1,60,000 1,50,000
3,15,000

Value of stock as per AS2is 3, 15,000

IX7 19 |1 dakibe9; | ¥kbs|] akhs & tot al 94 | akhs
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Valuation of stock in trade at WEL of cost or NRV
Question 8: MENZ LTD. purchased goods at the cost of 20 lakh in Oct 2014. Till March31, 2015, 75%
of the Stocks were sold. The company wants to disclose stock at 5 Lakh. The expected Sales Value is
5.5 Lakh and a Commission at 10% on sale is payable to the agent.
What is the correct Closing Stock to be disclosed as at 31.03.2015 as per AZ:
{CMA inter J15, 2 marks}

Valuation of RM where FG produced and sold using such RM

Question 11: The cost of production of product X is 450 which includes per unit cost of material,
labour and overheads of 250, 110 and 90 respectively. At the end of the accounting year on
31.03.2013 the replacement cost of raw mateal is 210 per unit. There are 500 units of raw material in
stock on 31.03.2013. Calculate as per AS2 the value of closing stock of raw material when:

1. Finished product is sold at 420 per unit?

2. Finished product sold at 490 per unit 3

{CMA inter J13, 5 marks}

Valuation of FG with fixed overhead
Question 12 Determine the value the inventories in the following case:

Per kg. of finished goods consisted of :

Material cost 100 per kg.

Direct labour cost 20 per kg.

Direct variable production overhead 10 per kg.

Fixed production charges for the year on normal capacity of one lakh kgs is 10 lakhs. 2,000 kg. of
finished goods are on stock at the year end.

{CA final NOO}

Answer:
Material cost 100
Direct labour cost 20
Direct variable production overhead 10
Fixed production overhead ﬁﬁ ﬁﬁ 10
Value per finished goods 140

Value of 2,000 kgs of finished goods [2,000kgsx140] | 2,80,000
Abnormal Loss

Question 13: In a production process, normal waste is 5% of input. 5,000 MT of input were put in
process resulting in a wastage of 300 MT. cost per MT of input is 1,000. The entire quantity of waste
is on stock at the year end. If waste has nil realizable value. What is the cost per unit™®

14.95 lakhs
2 . 210; WEL of Cost or NRV as FG sold less than
8 250; valued at cost as FG sold NOT |l ess than

BENMNOEQovTTTE—  p TR
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AS7: CONSTRUCTION CONTRACTS

Construction contracts: Directly related to

1. construction of assets and
2. demolition of assets or restoration of assets

Applicability: to contractors only
Types of contracts:

1. Fixed price
2. Costplus

Determination of profit or loss
Profit: Percentage completion method (stage of completion method)
Loss: Recognize completely [by debiting P/L Alc]

Recognition only if: reliable measure + certainty of collectability

Recognition conditions for fixed price contracts:

1. Total contract revenue can be measured reliably
2. Economic benefits will flow to the enterprise
3. Contract cost & stage of completion ¢ can be measuredreliably on reporting date
4. Attributable contract costs can be identified and measured reliably
So that actual contract costs incurred can be compared with prior estimates

Recognition conditions for cost plus contracts:

1. Economic benefits will flow to the e nterprise
2. Attributable contract costs (whether or not specifically reimbursable)
can be identified and measured reliably

If outcome of a construction contract could not be measured reliably:

Percentage completion method should not be applied
In such cases
1. Revenue should be recognized to the extent of the probable recovery
Contract costs should be recognized as an expense in the period in which they are incurred

Treatment of costs relating to future activity ¢ Assets and WIP

Uncollectable contract revenue ¢ reverse the contract revenue

Stage of completion method:

1. #1 OAOGET A— b
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2. Survey method
3. Completion of physical proportion method

Combining and segmenting construction contracts

1. Contract covers a number of assets, buttreated as a separate contract when
a. Separate proposals have been submitted for each asset
b. Contract for each asset is acceptable after separate negotiation
c. The costs and revenues of each asset can be identified
2. A group of contracts (with a single customer or not) ¢ treated as a single contract when
a. The group of contracts is negotiated as a single package
b. The contract are so closely interrelated that they are, in effect,
part of a single project with an overall profit margin
c. The contracts are performed concurently or in a continuous sequence
3. Change in scope of contractt treated as a separate contract when
a. The new asset differs significantly in design, technology or function etc.,
b. The price of new asset is negotiated separately

Question: XYZ construction Ltd., a construction company undertakes the construction of an
industrial complex. It has separate proposals raised for each unit to be constructed in the industrial
complex. Since each unit is subject to separate negotiation, he is able to identify the costs and
revenues attributable to each unit. Should XYZ Ltd., treat construction of each unit as a separate
construction contract according to AS7?*

Calculation of Profit / Loss

Contract Revenue [up to the stage of completion]

As per the agreement XX
Escalation clause XX
Claims reimbursed XX

T For change in Scope XX
Penalty XX

A XX

Contract Costs

Directly related costs

Site labour costs,including site supervision XX
Material XX
Depreciation XX
Costs of moving plant, equipment, and material XX
Costs of hiring plant, equipment XX

Yes. Separate contract. (write the provisions also)
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Costs of design and technical assistant

Costs of rectification, guarantee

Claims from third party

Allocated costs [based on normal levels]

Insurance

Costs of design and technical assistant not directly related

Construction overheads

Interest (as per AS 16)

Costs cannot be allocated

General administration costs [reimbursed]

Selling costs

R&D costs

Depreciation of idle plant and equipment

Estimated Cost

Future cost

Payment to sub-contractors in advance

Profit / Loss up to the date [A-B-C]

B

C

Profit / Loss of Previous Year

Profit / Loss of Current Year

Changes in estimates: apply AS 5

Disclosure:
1. Contract revenue recognized
2.
3. Method used to determine the stage of completion
4. In case of work in progress
b. Advance received
c. Retention money
5. Present

Method the recognize the contract revenue for the period

a. Cost and revenue recognized up to the reporting date

a. The gross amount due from customers¢ asset
b. The gross amount due to customerst liabilities

Particulars

Costsincurred

XXX

Construction Contracts

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX
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T | Recognized P/L XXX

Progress billings XXX

Gross amount due from customers (due to customers) | xxx

Practical Problems

1. Computation of stage of completion [cost method]
Determination of profit or loss

Treatment of estimated loss

A wb

Disclosure

Profit contract

Question 1: Compute the percentage of completion and the Contract Revenues and Costs to be
recognized from the following data.

Contract Price 150 Lakhs

Materials issued to the Contract 36 Lakhs (unused material 6 lakhs)
Labour paid for workers engaged at site 24 Lakhs ( 4 Lakhs is still payable)
Specific Contract Costs 12 Lakhs,

Sub-Contract Costs for work executed 10 Lakhs,

Advances paid to sub-Contractors 6 Lakhs

Cost estimate to complete the Contract 60 Lakhs.

Answer: Computation of stage of completion [cost method]

in lakhs
Materials Cost (net of Closing Stock) [ 36¢ 6] 30
Labour Costs (paid + payable) [ 24 + 4] 28
Specific Contracts Costs 12
Subcontract costs (except advances) 10
Costs Incurred Till Date 80
Further Costs to be incurred 60
Total Contract Costs 140
"E'H CHHUATH ™AW "HAT DBOET A
_ 0L0RAOD W, g
Oi 0 Qe o k&K @ T 1T
Contract Revenue [57.14% x 150] 85.71
Contract Costs to date 80.00
Contract Profit 5.71
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Profit contract for multiple years

Question 2: Shiv Buildcom Ltd. obtained a contract to construct a bridge for 50,00,000. The contract
will be completed within 4 years. The details are as follows

( in 000)
Particulars Years
I I 1 v
Total Cost incurred 800 2,100 3,000 4,200

Estimated cost to be incurred for completion = 2,200 1,400 800 -
Progress payment to be received 560 1,800 2,400 3,600

The company seeks your advice in presentation of accounts keeping in view the requirement of AS-7.
{CMA inter J14, 8 marks}
Answer:
in thousands
Calculation of Estimated Profit on completion

Particulars Yeartl Year-ll Year-Ill Year -1V

Total Contract price 5,000 5,000 5,000 5,000

Cost of contract:

Incurred 800 2,100 3,000 4,200
To be incurred 2,200 3,000 1,400 3,500 800 3,800 --- 1 4,200
Estimated Profit 2,000 1,500 1,200 800
% of Completion Y Glp ot T 1t Tt mn
om T ol T ohp Tt th mm
of work
C@xbp omnp X @vu b pmtmtp

Loss Contract & Disclosure

Question 3: A firm of contractors obtained a contract for construction of bridges across river Revathi.
The following details are available in the records kept for the year ended 31st March, 2021.

in lakhs
Total contract price 1,000
Work certified for the cost incurred 500
Work not yet certified for the cost incurred 105
Estimated further cost to completion 495
Progress payment received 400
Progress payment to be received 140
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The firm seeks your advice and assistance in the presentation of account keeping in view the
requirements of AS 7.

Answer:

Foreseeable loss
Total cost of construction [500 + 105 + 495]
Total contract price

Loss to be recognized as expense
Contract WIP

Work certified

Work not certified

Percentage of completion

Contract revenue
6€£€¢o0 ‘lr‘]c‘i)&mi)fQ'Q‘l »Q sdneomﬁﬂb( QETIQETEL L P

Amount due from / to customers
Costs incurred

Recognized P/L

Progress billings [400 + 140]

Gross amount due from customers (due to customers)

Disclosure
Contract Revenue
Contract Expenses

Recognized P/(L)

Sahasri Singar Academy

1,100
1,000
100

500
105
605

55%

550

605
(100)
540
(35)

550
605
(100)
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AS9. REVENUE RECOGNITION

Requirement of revenue recognition
Revenue: the gross inflow of cash, receivables or other consideration from
The ordinary activities such as

1. Sale of goods
2. Rendering of service
3. Use of enterprise resources and generatingincome

AS 9% Not Applicable for revenue from

1. Construction contract ¢+ AS 7

2. Government Grants ¢ AS 12

3. Leasing and Hire Purchaset AS 19

4. Insurance Contracts (for Insurance Companies)

Items not included as revenue as per AS 9

1. Profit or loss on sale of assets (PPE) including revaluation gain

2. Unrealized holding gains resulting from the change in value of current assets,
and the natural increases in herds and agricultural and forest products

3. Realized and unrealized gains from foreign currency translation

4. Realized and unrealized gains from discharge or restatement of obligations

Sale of Goods [condition for recognition]

1. Goods transferred
2. Significant risks and rewards of ownership transferred
3. No uncertainty for collectability of the consideration

Renderin g of Services
Methods of recognition

1. Completed contract [single act] [e.g. installation of a machine or repair service etc.]
2. Proportionate completion [many acts] [based on the performance ¢+ SLM]

Income for the use of enterprise resources and generating i ncome

1. Interestt time proportion
2. Dividend ¢ on declaration (right to receive)
3. Royaltiest Accrual basis (terms of agreement)

Recognise only if no uncertainty for collectability of the consideration
Effects of uncertainties on revenue recognition

1. Any uncertainty on raising the claim ¢ postpone the revenue recognition

Revenue Recognition
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2. Any uncertainty after the claim + make a provision
3. Revenue is not reasonably determinablet postpone the revenue recognition.

Disclosure: Circumstances necessitating the postponement of recognition

Question 1:The board of directors decided on 31.3.2022 to increase the sale price of certain items
retrospectively from 1 st January, 2022. In view of this price revision with effect from 1 st January 2022,
the company has to receive 15 lakhs from its customers in respect of sales made from # January,
2022 to 3% March, 2022. Accountant cannot make up his mind whether to include 15 lakhs in the
sales for 20212022. Advise?

Question 2: Y Ltd., used certain resources of X Ltd. In return X Ltd. received 10 lakhs and 15 lakhs
as interest and royalties respective from Y Ltd. during the year 2021-22. You are tequired to state
whether and on what basis these revenues can be recognized by X Ltck

Question 3: A claim lodged with the Railways in March, 2020 for loss of goods of 2,00,000 had been
passed for payment in March, 2022 for 1,50,000. No entry was passd in the books of the Company,
when the claim was lodged. Advise P Co. Ltd. about the treatment of the following in the Final
Statement of Accounts for the year ended 3%t March, 20223

Question 4: In the year 2021-22, XYZ supplied goods on consignment basis to ABC{ a retail outlet
worth  10,00,000. As per the terms, ABC will only pay XYZ for the goods which are sold by them to
the third party. Rest of the goods can be returned to XYZ and ABC will not have any further liability
for these goods.

During th e year 202122, ABC has sold goods worth 5,50,000 only and rest of the goods are still lying
in its store which may get sold by next year. Advice XYZ, how much revenue it can recognize in its
books for the period 2021-22.

ICan be recognised if collectability and is certain

2 Recognition criteriatnteresti time basis &Royaltiesi as per agreement

3 Not recognized in March 2020 is correct due to uncertainty and a prior period item. As pérnsSdn
extraordinary item but disclose separately.
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AS10. ACCOUNTING FOR PROPERTY, PLANT AND EQUIPMENT

Obijective:

&b To prescribe accounting treatment for PPE

&b Help the users of financial statements to understand
o Information about investment in PPE

0 Changes in such investment

Principal Issues in Accounting for PPE

1. Recognition of PPE

2. Determination carrying amounts of PPE
3. Depreciation charge
4

Recognition of impairment losses

Scope: Applicable for PPE
Exception (Non Applicability):
1. Biological Assets (except bearer plant)

2. Wasting assets (including mineral rights, expenditure on the exploration for and extraction of
minerals, oil, natural gas and similar non -regenerative resources)

3. If covered under other AS

Note: AS 10 applies to bearer plants but it does not apply to the produce on beare plants
Clarifications:

1. AS 10 applies to PPE used to develop or maintain the assets described above

2. Investment property (defined in AS 13), should be accounted for only in accordance with the cost
model prescribed in this standard.

PPE:Tangible Assetst two conditions
1. Useful life > 12 months
2. Held for
a. production or supply of goods or services
b. rental to others
c. administration purpose: includes all business purpose like PPE used for
i. Selling and distribution
ii. Finance and Accounting
iii. Personnel and other functions of an enterprise
Note: items of PPE may also be acquired for safety or environment reasons
as without which commercial operation is not allowed.

Note: intangible items are covered under AS 26.
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Other Definitions:

1. Biological Asset:
a. Living animal: AS 10 does not apply if definition of PPE not met
b. Plant: AS 10 applies to bearer plants

2. Bearer Plant: three conditions
a. Isused in the production or supply of agricultural product

Is expected to bear produce for more than 12 months

c. Has a remote likelihood of being sold as agricultural produce, except for incidental scrap sale

Incidental scrap sale: when bearer plants,are no longer used to bear produce, cut and sold as

scrap (e.g. firewood)

Not bear plants:

1. Plants cultivated to be harvested asagricultural produce [e.g. trees grown for use as lumber]

2. Plants cultivated to produce agricultural produce and

harvest and sell the plant as agricultural produce

e.g. trees which are cultivated both for their fruit and their lumber
3. Annual crops [e.g. rice and wheat]

Note: agricultural produce is the harvested product of biological assets of the enterprise.

Agricultural Activity:  is the management of biological assets of the enterprise of
1. Biological transformation and
2. Harvest of biological assets

a. Forsale or

b. For conversion in to agricultural produce or

c. Into additional biological assets

Recognition Criteria for PPE:

1. Probable future economic benefits will flow to enterprise

2. Cost of the item can be measured reliably

Notes:

1. Insignificant items (moulds, tools and dies) t is PPE, if aggregate value is material

2. PPE is expenses, if the amount is not material

Machinery spare parts, servicing equipment & stand by equipment

If PPE as per the conditions, then included in AS 10 elseincluded in AS 2
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Capitalisation the cost of remode lling + a supermarket

Question: Entity A, s supermarket chain, is renovating one of its major stores. The store will have
more available space for in store promaotion outlets after the renovation and wil | include a restaurant.
Management is preparing the budgets for the year after the store reopens, which include the cost of
remodelling and the expectation of a 15% increase in sales resulting from the store renovations, which

will attract new customers. State whether the remodelling cost will be capitalized or not. !

Cost incurred

Initial cost to acquire or construct PPE

+ Subsequent cost for replacement / service

Increase in future economic benefits

No increase in future economic benefits

Integral (add to gross block) or Separate (account separately )

Cost of PPE

Measurement of PPE

1. Atrecognition: Cost Model

2. After recognition: either

XXX
Capitalize XXX
Debit P&L Alc  NA

XXX

a. Cost model [net of depreciation and impairment losses] or

b. Revaluation model

(i) | Purchased (i) Self-Constructed
Purchase Price XX Purchase Price XX
+ | Non-refundable duties XX + Directly Attributable Cost XX
+ | Directly attributable cost XX + Dismantling & Removal Cost | xx
+ | Dismantling & Removal Cost | xx + Site restoration cost XX
+ | Site restoration cost XX - Internal Profit XX
- Rebate & trade discount XX - Abnormal cost / loss XX
- Govt. Grants XX + Borrowing cost as per AS 16 | xx
XX XX

Note: Bearer plants are recognized as seHconstructed asset

Yes. Reasons: (1) future economic benefit exist + (2) cost can be measiasig

Accounting For Property, Plant And Equipment
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Directly Attributable Costs:

Any costs directly attributable to bringing the asset to the location and condition necessary for it to be
capable of operating in the manner intended by management

Directly Attributable Costs
(i) | Includes (i) Excludes

Employee benefits [if attributable] | xx Introducing new project / service | xx

Site preparation cost XX Initial operating losses XX

Initial delivery & handling costs XX Opening new facility XX

Installation assemble cost XX Relocating & reorganizing costs | xx

Professional cost XX Costs of staff training XX

Cost of testing XX Administrative costs XX
XX Other general overheads XX
XX XX

Note: Finance cost is included as per AS 16.

Question: Entity A has an existing freehold factory property, which it intends to knock down and
redevelop. During the redevelopment period the company will move its production facilities to
another (temporary) site. The following incremental costs will be incurred:

1. Setup costs of 5,00,000 to install machinery in the new location
2. Rentof 15,00,000

3. Removal costs of 3,00,000 to transport the machinery from the old location to the temporary
location.

Can thesecosts be capitalized into the cost of the new building??

Question: Omega Ltd. contracted with a supplier to purchase machinery which is to be installed in its

OO0l WEI xEUUOI OUwPOwUT UT T wOOOUT UzwUDPOI 6w2x1 EPEOwi OUOEE
were to be prepared within this supply lead time. The cost of the site preparation and laying

foundations were 1,40,000. These activities were supervised by a technician during the entire period,

who is employed for this purpose of 45,000 per month. Themachine was purchased at 1,58,00,000

and 50,000 transportation charges were incurred to bring the machine to the factory site. An

Architect was appointed at a fee of 30,000 to supervise machinery installation at the factory site. You

are required to ascertain the amount at which the machinery should be capitalized. 2

Capitalisation of directly attributable costs

Question: Entity A, which operates a major chain of supermarkets, has acquired a new store location.
The new location requires significant renovation expenditure. Management expects that the
renovations will last for 3 months during which the supermarket will be closed.

1 No, as the cost is just relocation not the costs directly attributable to bringing the asset to the location and
condition necessary for it to be capable of operating in the manner intended by management.
21,58,00,000 + 1,40,000 + 45,088 +50,000 + 30,000 =1,61,55,000
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Management has prepared the budget for this period including expenditure related to construction
and remodelling costs, salaries of staff who will be preparing the store before its opening and related
utilities costs. What will be the treatment of such expenditures? !

Operating costs incurred in the start -up period
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sold at a 50% discount during this period and the operating capacity is 80%. The official opening day

of the amusement park is three months later. Management claim that the soft opening is a trial run

necessary forthe amusement park to be in the condition capable of operating in the intended manner.

Accordingly, the net operating costs incurred should be capitalized. Comment. 2

Treatment of subsequent cost:
1. Cost of day to day servicing (repairs and maintenance) ¢ transfer to P/L A/c
a. Cost of labour
b. Cost of consumables
c. Cost of small parts
2. Replacement of parts of PPE:Regular intervals
e.g.
a. A furnace may require relining after a specified number of hours of use

b. Aircraft interiors such as seats and galleys may require replacement several times during the
life of the airframe.

c. Major parts of conveyor system, such as, conveyor belts, wire ropes, etc., may require
replacement several times during the life of the conveyor system

d. Replacing the interior walls of a building, or to make a non -recurring replacement

If PPE recognition conditions are met, then included in the carrying amount
The carrying amount of those parts are replaced is derecognized

3. Regular major inspections costt accounting treatment
E.g. Inspection cost for Sewage Treatment Plant (STP)
Major inspection cost ¢
1. First cost: Capitalise and eligible for depreciation
2. Subsequent cost:
a. Existing unamortised cost is deducted from carrying amount
b. Capitalise subsequent cost andeligible for depreciation

Otherwise ¢ Transfer to P/L Alc

Dismantling removal & site restoration cost: [recorded at present value]

Recognised& measured as per AS 29:

ICapitalise. The new location is not capable of operation without it.
°Not capitalised. Initial loss due to operating at below capadityarged to P/L Alc
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Incurred on
1. PPE,which is used other than to produce inventories t capitalize

2. PPE,which is used to produce inventories ¢+ AS 2 is applicable

Valuation for Special Cases:
1. Payment is deferred beyond normal credit terms (Hire purchase) ¢ Cash price
2. PPE acquired in exchange for a normonetary asset or
combination of monetary & non -monetary asset
Cost in case of exchange of assets: Commercial Substance (profit)
a. Does not exist: book value of asset given up
b. Exist: whichever is more evidence of
1. Fair value of asset given up
2. Fair value of asset taken up
Note: Monetary value is deducted from the above value
3. At consolidated price + Apportion under f air value basis by competent valuer
4. PPE held by lessee under a finance lease (AS 19)
5. Government grants related to PPE (AS 12)

Consideration received comprising a com bination of non -monetary and monetary assets

Question: Entity A exchanges land with a book value of 10,00,000 for cash of 20,00,000 and plant
and machinery valued at 25,00,000. What will be the measurement cost of the assets received

(consider that the transaction has commercial substance)?

Exchange of assets that lack commercial substances

Question: Entity A exchanges car X with a book value of 13,00,000 and a fair value of 13,25,000 for
cash of 15,000 and car Y which has a fair value of 13,10,000. The transaction lacks commercial substance

as the companybés cash flows are not expected to chang
it was before the transaction. What will be the measurement cost of the assets réceived?

Measurement after recognition [cost or revaluation]
Revaluation: ( class of PPE:all the assets of same class are revalued simultaneously)

1. First Time (Initial Revaluation)
a. Upward: Credit ¢ Revaluation ReserveAlc
b. Downward: Debit ¢ P/L A/c
2. Subsequent Revaluation
a. Upward:
1. First: Credit + P&L Alc to the extent already debited
2. Balance:Credit ¢ Revaluation ReserveA/c
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b. Downward:
1. First: Debit ¢ Revaluation Reserve to the extent already credited
2. Balance:Debit ¢ P&L A/c for the balance amount

Revaluation on a class by class basis

Question: Entity A is a large manufacturing group. It owns a number of industrial buildings, such as
factories and warehouses and office buildings in several capital cities. The industrial buildings are
located in industrial zones, whereas the office buildings are in central business districts of the cities.
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measurement of the office buildings but continue to apply the historical cost model to the industrial
buildings.

State whether this is acceptable under AS 10 or not with reasons?

Frequency of Revaluations (sufficient regularity)
Changes in fair value of PPEis

1. Significant $ Revalue annually
2. Insignificant + Revalue once in every 3 or 5 years

Determination of Fair Value

1. Determined from m arket based evidence byqualified valuers

2. If there is no market based evidence, then income approach is used
a. Discounted cash flow projections or
b. A depreciated replacement cost approach

Depreciation:
Depreciation ¢ allocation of depreciable amount over the useful life

Depreciable asset = Cost Residual Value

Component method of depreciation :

A part of PPE with significant cost ¢ should be depreciated separately

Accounting treatment of depreciation: In case of depr eciation for

1. General PPEt{ Charge to P/L Alc
2. Manufacturing PPE ¢ include in cost of inventory [AS 2]
3. PPE for development activities ¢ include in intangible asset [AS 26]

Review: Change in accounting estimate (AS 5)

Residual value & useful life should be revalued at the end of every financial year

1Can apply. As office building is different class from industrial building.
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