T.S. Grewal’s Double Entry Book Keeping—Accounting for Partnership Firms

RETIREMENT OF A PARTNER

| Issues Arising on Retirement
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. Reserves, Accumulated Revaluation of Assets and i "
’ Adjustment of Capital
Goodwill Profits and Losses Reassessment of Liabilities Justment of Lapita

v v
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Adjustment of Capitals of the
Continuing Partners on the basis
of New Profit-sharing Ratio

v

Revaluation A/c

Transfer the balance of Partners’
Current A/cs to Partners’

Find Sacrificing/ Sacrificing Gaining Ratio Yes Same values Yes Same values
Gaining Ratio Ratio Given Given to be carried to be carried
l L i forward forward
T o — X . y
Sacrificing Ratio = Find New PSR: Find New PSR: E:ée;?';:t ::reozethe"ec‘ Distribute in Prepare
0ld Ratio minus Old Ratio minus 0ld Ratio plus [P Uilroris Old PSR
New Ratio Sacrificing Ratio Gaining Ratio Partners’ Capital/Current
9 9 Accounts using Sacrificing
Gaining Ratio = and Gaining Ratios
New Ratio _I_ l
Old Ratio

Valuation of Goodwill
(Refer to Chapter - 2)

[ Accounting Treatment of Goodwill |

A4

In Case of Reserves and

Accumulated Profits:

Gaining Partners’ Capital/

Current Alcs ...Dr.
To Sacrificing Partners’ Capital A/cs

In Case of Accumulated Loss:

Reverse Entry of the above

is passed

Goodwill
exists in
books

Write off existing
Goodwill

I

Determine the net effect of Revaluation
(Increase/Decrease) and adjust

net effect through

Partners’ Capital/Current A/cs using
Sacrificing and Gaining Ratios

Profits A/c

Adjust Current value of
goodwill giving credit to
Sacrificing Partners and
debit to Gaining Partners

(In old ratio)

value of Goodwill)

All Partners’ Capital/Current A/lcs ...Dr.

To Goodwill Alc (with existing

Current A/cs

is passed

In Case of Reserves and
Accumulated Profits:
Reserves/Accumulated

To All Partners’ Capital/

In Case of Accumulated Losses:
Reverse Entry of the above

...Dr.

v

Capital Alcs

Determine Capital of an
individual continuing partner
after all adjustments

'

In case Capital of an individual
Partner after all adjustments is
less than his New Capital:
Cash/Bank A/c or Concerned
Partners' Current A/cs ...Dr.
To Concerned Partner's Capital A/c

!

In case Capital of an individual
Continuing Partner after all
adjustments is more than his

Debit it by:

Adjust Current value of goodwill giving credit to
Sacrificing Partners and debit to Gaining Partners

Credit it by:

l

To Sacrificing Partners’

_| Gaining Partners’ Capital/Current A/cs ...Dr.

Capital A/cs

Abbreviation Used:
PSR—Profit-sharing Ratio

is passed

In case of Gain (Profit):
Gaining Partners’ Capital/

In case of Loss:
Reverse entry of the above

Decrease in value of Assets and
Increase in amount of Liabilities

Increase in value of Assets and
Decrease in amount of Liabilities

New Capital:
Concerned Partner's Capital A/c ...Dr.

To Cash/Bank A/c or Concerned
Partner's Current Alc

1

Current Alcs ..Dr. Botormire GaniL |
To Sacrificing Partners’ etermine ©ain/-oss
Capital Alcs +

Distribute Gain (Profit)
or Loss in Old PSR

In case of Gain (Profit):

Revaluation Alc ...Dr.
To All Partners’ Capital/Current A/cs

In Case of Loss:

All Partners’ Capital/Current A/lcs  ...Dr.
To Revaluation A/c
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PAYMENT TO RETIRING PARTNER

Credit Balance in Retiring Partner’s
Capital Account after all Adjustments

Verify Terms of Payment

Immediate Yes
Payment
No
A
Transfer Amount Payable to Retiring Partner Retiring Partner’s Capital A/c  ...Dr.
to Retiring Partner’s Loan Account To Bank A/lc
Retiring Partner’s Capital A/c ...Dr. E—

To Retiring Partner’s Loan Alc

Pay Interest at agreed ROI and if not agreed
as per choice of outgoing partner either (i)
@ 6% p.a. for the period Loan is used or

(i) Share in Profit earned Proportionate to
his amount outstanding to total Capital

Interest on Loan A/c ...Dr.
Retiring Partner’s Loan Alc ...Dr.
To Cash/Bank A/c

L

Abbreviation Used:
ROI—Rate of Interest




