PARTNERSHIP ACCOUNTS
Profit & Loss Appropriation Account, Admission, Retirement and Death of a partner, and Dissolution of a partnership firm
1. Define Partnership.

According to the Indian Partnership Act, 1932, “Partnership is the relation between persons who have agreed to share the profits of a business carried on by all or any one of them acting for all”.

2. What do you mean by partnership deed?

A partnership comes to an existence by an agreement. This agreement may be oral or written form. When the agreement is in written form and signed by all the partners and duly stamped, the document is called partnership deed.

3. Name any six contents of partnership deed.

a) Name & address of the firm.

b) Names & addresses of partners.

c) Capital contribution

d) Profit sharing ratio.

e) Interest on capital & drawings.

f) Salary, commission, etc. to partners.

g) Duties & responsibilities of each partner.
4. State the provisions of the Act relating to partnership accounts if there is no partnership deed.

In the absence of partnership deed, the following provisions of partnership Act 1932 will be applicable:

a) Profit sharing ratio: Profits and losses are to be shared equally.
b) Interest on capital and Drawings: No interest on capital shall be allowed and no interest is to be charged on drawings.
c) Salary to partner: No partner is entitled to any salary or commission.
d) Interest on loan: Interest at 6 % p.a. is to be allowed on partner’s loan to the firm
5. What is Profit & Loss Appropriation Account?

The profits of the partnership firm are divided among the partners. So, for this purpose a separate account is called Profit & Loss Appropriation Account is prepared. This account is a nominal account and prepared just like Profit & Loss Account. This account is debited with items like interest on capital, partner’s salary, commission, etc. and credited with interest on drawings, interest on loan given to partner. Profit or loss is distributed among partners according to agreed profit sharing ratio. 

6. Explain the following:

(a) Fixed Capital Method: Under this method each partner will have two accounts namely, Capital Account and Current Account. Capital Account is credited with the actual contribution made by the partner. All other transactions relating to the partner are recorded in Current Account. That is why the balance of this account remains fixed year to year.
Current Account is credited with interest on capital, salary, commission, share of profit, etc., and debited with drawings and interest on drawings and share of loss in any. The balance of this account is transferred to the balance sheet 
(b) Floating Capital Method: Under this method only one account i.e. capital account is prepared This account contains amount of capital contributed by each partner and all other entries like interest on capital and drawings, salary, commission, share of profit/loss, etc. As a result of this capital account balance keeps on changing year to year. So, it is called floating capital method.
7. Distinguish between Fixed Capital method & Floating Capital method.
	
	Fixed Capital method
	Floating Capital method

	1
	 Under this method, balance in the capital account shall remain fixed unless there is  an additional capital is brought in or withdrawal of capital
	Under this method capital account balance keeps on changing

	2
	Under this method each partner will have two accounts- Capital Account & Current Account.
	Under this method each partner will have only one account- Capital Account.

	3
	In capital account only capital item is credited.
	In capital account all the adjustments are shown

	4
	Under this method capital account will always show credit balance.
	Under this method capital account may show debit balance or credit balanced.


8. Distinguish between capital account and current account.

	
	Capital Account
	Current Account

	1
	Capital account is opened in the case of fixed capital method or floating capital method.
	Current account is opened under fixed capital method.

	2
	Balance of capital account remains constant
	Balance of current account fluctuates

	3
	Capital account includes only amount invested by the partner
	Current account includes other adjustments like interest on drawings and capital, salary, commission, etc.

	4
	Capital account (under fixed capital) will always have credit balance.
	Current account may show debit balance or credit balance.


9. Distinguish between drawings against capital and drawings against profit.

	
	Drawings against Capital
	Drawings against Profit

	1
	It is debited in capital account
	It is debited in drawings account

	2
	It is a part of capital
	It is a part of profit

	3
	It reduces capital
	It does not reduce capital

	4


	It is considered to calculate interest on capital
	It is not considered to calculate interest on capital


10. Why is a new partner admitted?

a) For getting additional capital for expansion of the business.

b) For efficient running of the business competent and experienced persons needed.

c) To increase goodwill of the business

11. What are the usual adjustments required at the time of admission of a partner?

a) Calculation of sacrificing and new profit sharing ratios.

b) Adjustment of goodwill.

c) Revaluation of assets and liabilities.

d) Distribution of accumulated profits/reserves.

e) Adjustment of capital accounts.

12. What is sacrificing ratio?

Sacrificing ratio refers to the ratio in which the old partners sacrifice portion of their share of profit in favour of new partner. Thus, Sacrificing ratio = Old ratio-New ratio.
13. What is gaining ratio?

Gaining ratio refers to the ratio in which the remaining partners gain the share of the retiring partner on his retirement (can be on the death of a partner). Thus, Gaining ratio= New ratio – Old ratio
14. Differentiate between Sacrificing ratio and Gaining ratio.

	
	Sacrificing ratio
	Gaining ratio

	1
	It is calculated at the time of admission of a new partner.
	It is calculated at the time of retirement or death of a partner.

	2
	Share of goodwill brought by the new partner is divided among existing partners in their sacrificing ratio
	Share of goodwill of outgoing partner is paid by the remaining partners in their gaining ratio

	3
	Sacrificing ratio= Old ratio –New ratio.
	Gaining ratio = New ratio –Old ratio.


15. Define Goodwill.

Goodwill is the value of an established business over and above the value represented by the tangible assets 

“Goodwill is nothing more than the probability, that old customers will resort to the old place”-Lord Eldon.

16. State the factors which affect the value of goodwill.

Value of goodwill depends on:

a) Nature of the business.

b) Location of the business.

c) Marketing situation.

d) Management of the business.

e) Special incentives.

17. What are the different methods of valuing goodwill?

a) Average Profits  Method

b) Super Profit Method

c) Capitalisation of Super profit Method
d) Annuity method
18. Why is goodwill valued?

Need for goodwill valuation arises in the following circumstances:

a) At the time of admission of a partner
b) At the time of retirement or death of a partner
c) At the time of dissolution of a firm
d)  When the profit sharing ratio is changed.

19. Why is a goodwill sometimes recorded in the books and then immediately written off?

When the goodwill account is raised in the books, value of goodwill is recorded in the books of account. This is done for the sake of admission of anew partner. Since there is no cash balance equivalent to the amount of goodwill raised, the goodwill is written off just after the benefit is distributed.

20. What is Revaluation Account?

The account which is prepared at the time of admission, retirement or death of a partner to revalue assets and liabilities of the firm, is called Revaluation Account. This account is debited with decrease in the value of assets and increase in value of liabilities and credited with increase in the value of assets and decrease in the value of liabilities. The balance of the account (profit/loss) is transferred to the partners’ capital accounts according to the old ratio. This account is also called Profit & Loss Adjustment Account.
21. Distinguish between Profit & Loss Account Appropriation & Profit & Loss Adjustment Account

	
	Profit & Loss Account Appropriation Account
	Profit & Loss Adjustment Account



	1
	It is prepared at the end of the accounting year
	It is prepared at the time of admission, retirement, and death of a partner.

	2
	It is prepare to calculate distributable profit /loss
	It is prepared to calculate revaluation profit /loss

	3
	This account starts with opening balance( profit/loss)
	There is no such balance in this account


22. What is Memorandum Revaluation Account?

A Memorandum Revaluation Account is a nominal account prepared at the time of admission, retirement, etc., when the partners decide that the revised figures of assets and liabilities are not to be shown in the new balance sheet.


23. How is Memorandum Revaluation Account prepared?

This account has two parts and prepared in the following manner:

a) Increase in the value of assets and decrease in the value of liabilities are credited to this account and increase in the value of liabilities and decrease in the value of assets are debited to this account. The balance of this account (Profit/loss) is transferred to the existing partners’ capital accounts according to their old ratio.

b) In the second part of this account, above given entries will be reversed and balance of the account is transferred to capital accounts of all the  partners according to their new  profit sharing ratio
24. Why is Memorandum Revaluation Account prepared?

When the partners decide not to show  the new figures of assets and liabilities in the balance sheet, memorandum revaluation account is prepared.

25. What are the adjustments required at the time of retirement of a partner?

Usual adjustments are:

a) Calculation of new profit sharing and gaining ratios.

b) Adjustment of goodwill.

c) Revaluation of assets and liabilities.

d) Distribution of accumulated profits and reserves.

e) Adjustment of capitals.

26. What do you mean by profit& Loss Suspense Account?
When ever the partner retires or dies during the year, his share of profit or loss is calculated till the date of retirement /death and transferred to a separate account called Profit & Loss Suspense Account.
27. Distinguish between Revaluation Account and Memorandum Revaluation Account.

	
	Revaluation Account
	Memorandum Revaluation Account



	1
	It has only one part
	It has two parts. 

	2
	Profit/loss of the first part is distributed among existing partners in the old ratio
	Profit/loss of the second part of this account is distributed among all (remaining) partners in the new ratio.

	3
	This account is prepared when the partners decide to show revised figures in the balance sheet.
	This account is prepared when the partners decide not to show revised figures in the balance sheet


28. What is meant by dissolution of a partnership firm?
Dissolution of a firm means the complete closing down of the business of the firm.  That means all the assets of the firm are disposed off, liabilities are paid off and the accounts of all the partners are settled.

29. What is meant by dissolution of a partnership?

Dissolution of a partnership means the termination of connections with the firm by some of the partners of the firm, and remaining partners of the firm continuing the business of the firm under the same firm’s name under an agreement. Hence, admission, retirement and a death of a partner are considered dissolution of partnership.

30. Distinguish between dissolution of partnership and dissolution of firm.

	Basis of distinction
	Dissolution of partnership
	Dissolution of firm

	1. Relation ship among all partners

2. Continuation of business

3. Inter relation ship
	Relation ship among all partners does not come to an end.

Business of the firm may continue

Dissolution of partnership may or may not result in dissolution of the firm
	Relation ship among all partners does not come to an end

Business of the firm does not continue

Dissolution of the firm necessarily results in dissolution of partnership


31. State the circumstances under which a firm is dissolved.

A partnership firm is dissolved under the following circumstances:

· On the expiry of fixed period, if the firm is formed for the fixed period.

· On the completion of the particular venture, if the firm is formed for a particular venture 

· On the retirement, the death or the insolvency of one or more partners, if there is no agreement among the remaining partners to continue the firm.

· On the death, retirement or the insolvency of all the partners or all the partners except one.

· In case of partnership at will, the firm may be dissolved if any one of the partners gives a notice to dissolve the firm.

· A court may order a firm to be dissolved in the following cases:

· When a partner becomes insane

· When a partner transfers whole of his interest in the firm to a third party.

· When the court is satisfied that the firm’s business cannot be carried on except at a loss.

· When the court is satisfied that it is just and equitable to dissolve the firm.

32. What is a Realisation Account?

Realisation Account is a nominal account. It is prepared to find out profit or loss on realisation of assets and payment of liabilities when a firm is dissolved. Any profit or loss on realisation is transferred to the capital accounts of all the partners in their profit sharing ratio.

33. How is a Realisation Account prepared?

Realisation Accounts is prepared in the following manner:

· All the realisable assets given in the books of the firm are entered at their book values on the debit side of the Realisation Account

· All the external liabilities are entered at their book values on the credit side of the Realisation Account

· On the realisation of assets, the actual amount of cash received is entered on the credit side of the account.- Cash/bank account is debited
· On the payment of liabilities, the actual amount of cash paid is entered on the debit side of the account. Cash/bank account is credited
· Realisation expense if any, is also debited to the Realisation Account and bank account is credited
After making the above entries in the Realisation Account, the account is balanced. The profit or loss on realisation is transferred to the capital accounts of all the partners in their profit sharing ratio.

34. What are the differences between the Realisation Account and the Revaluation Account?

 Following are the important differences between the two:

	Points
	Realisation Account
	Revaluation Account

	Time of preparation

Object

Entries made:

Effect
	This account is prepared at the time of dissolution of a firm.

This account is prepared to find out profit or loss on realisation of assets and payment of liabilities.

Assets and liabilities are shown in this account at their book value.

 After preparation of this account there will be no business.
	This account is prepared at the time of admission, retirement or death of a partner.

This account is prepared to find out the profit or loss on revaluation of assets or liabilities.

 The amount of increases or decreases in the value of assets and liabilities are shown in this account.

After preparation of this account the firm continuous its business




35. Give the accounting treatment for the  unrecorded assets.

The accounting entries for unrecorded assets will be as follows:

a) If cash realized from unrecorded assets:

Cash Account


Dr.

        To Realisation Account

b) If unrecorded   asset is taken over by a partner:

Partner’s Capital Account
Dr.


To Realisation Account.

36. Give the accounting treatment for unrecorded liabilities:

The accounting entries for unrecorded liabilities will be as follows:

a) If cash payment is made for unrecorded liabilities:

Realisation Account


Dr.


To Cash Account

b) If unrecorded liability is taken over by a partner:

Realisation Account


Dr.


To Partner’s Capital Account.

Note: Book value of unrecorded assets and liabilities are not transferred to the Realisation Account.
37. Explain the principle of Garner Vs. Murray.

In the case of Garner Vs. Murray, Lord Justice Joyce gave the following decision:
· Loss on realisastion considered being ordinary loss and therefore to be shared by all the partners according to their profit sharing ratio.

· Solvent partners to bring cash equal to their share of loss on realisation 

· Loss on account of deficiency of insolvent partner considered being capital loss, therefore   to be shared by solvent partners according to their capital account balance. (Capital account balance just before the dissolution of the firm)

38. In the context of Garner versus Murray, name the partner who became insolvent?

In this referred case, Wilkins became insolvent.

39. Discuss the application of Garner versus Murray rule in India.

Indian Partnership Act, 1932 has no objection regarding the decision given in the Garner versus Murray case. In the absence of any instruction, this rule should be followed.

40. Explain the accounting treatment when the firm is dissolved due to insolvency of one partner between more than two partners.

When there are more than two partners and one becomes insolvent, the solvent partners are liable to bear the loss of insolvent partner. The loss is borne by the solvent partners in the following partners:

i. When Garner Versus Murray rule is not applicable, the solvent partners are supposed to bear the loss according to the profit sharing ratio.

ii. When the Garner versus Murray rule is applicable, the solvent partners are liable to bear the loss of insolvent partners according to the current capital ratio.

41. How do you deal with the situation where all the partners are insolvent?

In the case of dissolution of a firm where all the partners are insolvent, the following procedure should be followed:

i. The Realisation Account is prepared without transferring external liabilities to it.

ii. Cash Account should be prepared after the Realisation Account.

iii. Cash in hand together with the amount realized on sale of asset and the amount received from the estate of insolvent partners shall be applied in the following order:

a) For meeting the realization expenses

b) For meeting the external liabilities like bank loan, creditors, out standing expenses, etc.

c) For meeting partners loan account.

d) For paying partners’ capital account balances.

Note: In case of deficiency of cash, balances of above accounts shall be transferred to the Deficiency Account.

42. How do you deal with the realisastion expense when the firm is dissolved?

When the firm is dissolved, the realization expense is dealt in the following manner:

i. When the firm pays it, the Realisation Account is debited and the Bank Account is credited.

ii. When the partner pays it, the Realisation Account is debited and the partner’s Capital Account is credited.

43. How will you deal with the situation when all the partners except one become insolvent?

The basic feature of partnership form of organization is unlimited liability of partners. Thus, the loss due to the insolvency of the partners shall be borne by the solvent partners and hence, the debit balances of all insolvent partners’ capital account shall be transferred to the capital account of solvent partners.

44. Why is cash & bank balance never transferred to Realisation Account?

Cash & bank balances are never transferred to the Realisation Account because they are already in realized (Liquid) form.

45. How do you close the Realisation Account?

Transferring the balance of the account to the partner’s capital account closes realisation Account. If there is profit, the following entry is passed:


Realisation Account
Dr.



To Capital Accounts of Partners.

In case of loss, the above entry will be reversed.

46. Who is an insolvent partner?

Insolvent partner means whose capital balance shows debit balance and not in a position to pay the amount due to the firm.
47. What do you mean by Deficiency Account?

When all the partners become insolvent, external liabilities will not be met in full and balance due from partners also cannot be recovered from partners in full. Hence, the balance due to external creditors and balance due from partners are transferred to a separate account called Deficiency Account. 
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