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6.47
Advanced Partnership Accounts 

Unit 3 : Amalgamation, conversion and sale of partnership firms
(A)
Practical Questions:

Question 1

Mr. B and Mr. E are partners sharing Profits and Losses in the ratio of 3:2. On 30th September, 1993 they admit Mr. C as a partner, and the new profit ratio is 2:2:1. C brought in Fixtures Rs. 3,000 and cash Rs. 10,000, the goodwill being (i) B and E Rs. 20,000 and (ii) C Rs. 10,000 but neither figure is to be brought into the books.

On 31st March, 1994, the partnership is dissolved, B retiring and the other two partners forming a company called BC Limited with equal capitals, taking over all remaining assets and liabilities, goodwill being agreed at Rs. 40,000 and brought into books of the company. B agrees to take over the business car at Rs. 3,700: Plant was sold for Rs. 3,000 being in excess of requirements. The profit of the two preceding years were Rs. 17,200 and Rs. 19,000 respectively and it was agreed that for the half year ended 30th September, 1993 the net profit was to be taken as equal to the average of the two preceding years and the current year.

No entries has been made when C entered, except cash. No new book being opened by BC Company Ltd., B agreed to have Rs. 50,000 as loan to the company, secured by 12% Debentures. The following is the Trial Balance as on 31st March, 1994.



Debit
Credit



Rs.
Rs.


Capital Accounts:


  B

35,000


  E

20,000


  C

10,000


Drawing Accounts:


  B
6,000


  E
5,000


  C
2,800


Debtors & Creditors
31,000
12,000


Plant (Book value of plant sold Rs. 4,000)
23,000


Fixtures
7,000


Motor Car
2,700


Stock on 31st  March, 94
13,000


Bank
16,300


P & L A/c for the year

29,800



1,06,800
1,06,800

Prepare :

(1)
Goodwill Adjustment Account


(2)
Capital Accounts of Partner


(3)
Profit and Loss Appropriation Account


(4)
Balance Sheet of BC Ltd. as on 31st March,1994
(20 Marks) (Intermediate–Nov. 1994)

Answer

Goodwill Adjustment Account




Rs.


Rs.

1993

1993


30th Sept. To Partners’ Capital A/c

30th Sept. By Partners’ Capital A/c



(Goodwill raised)


(Goodwill written off)







(W.N.1)




B
12,000

B
12,000




E
8,000

E
12,000




C
10,000

C
6,000


1994


1994


31st March To Partners’ Capital A/cs

31st March By Goodwill A/c




(goodwill raised)


(Goodwill raised in the 




B
16,000

books transferred)
40,000




E
16,000






C
8,000




70,000


70,000
(2)




Partners’ Capital Accounts


1994
B
E
C
1994
B
E
C


31st March



31st March


To Drawings
6,000
5,000
2,800
By Balance b/d
35,000
20,000
10,000


To Motor Car
3,700
–
–
By Fixtures






     (not recorded earlier)–
–
3,000


To 12% Debentures
50,000
–
–
By Profit upto


To Goodwill Adjust



     30th Sept 93 (W.N.2)
13,200
8,800


    ment Account
12,000
12,000
6,000
By Profit for 6 months



To Bank Account
7,620


     ended 31st March 1994
3,120
3,120
1,560


To Bank Account(WN 3)
–
7,580
–
By Goodwill 


To Share Capital
–
31,340
31,340
     Adjustment A/c
12,000
8,000
10,000






By Goodwill






     Adjustment A/c
16,000
16,000
8,000






By Bank A/c (W.N. 3)
–
–
7,580



79,320
55,920
40,140

79,320
55,920
40,140


(3)
Profit & Loss Appropriation Account


For the year ended 31st March, 1994



Rs.

Rs.

To Partners’ Capital Account

By Profit & Loss A/c


      (Distribution of Profit)


(Net profit transferred)
29,800


      B
16,320


      E
11,920


      C
1,560



29,800

29,800

(4)
Balance Sheet of BC Ltd.

As on 31st March, 1994


Liabilities
Rs.
Assets
Rs.

Share Capital
62,680
Fixed Assets :


Secured Loan :

Goodwill
40,000


12% Debentures
50,000
Plant
19,000


Current Liabilities & Provisions:

Fixtures
10,000


Creditors
12,000
Current Assets, Loans & 




Advances :




  Stock
13,000




  Debtors
31,000




  Cash at bank (W.N.4)
11,680



1,24,680

1,24,680


Working Notes :

(1)
Goodwill Adjustment as on 30th September, 1993



Total
B
E
C




Rs.
Rs.
Rs.
Rs.



Goodwill raised -







B and E (3:2)
20,000
12,000
8,000
–



C
10,000


10,000



30,000



Goodwill written off in the new



profit sharing ratio (2:2:1)
30,000
12,000
12,000
6,000

(2)
Calculation of half yearly profit:

Rs.
Rs.



Profit of the preceding two years



(Rs. 17,200 + Rs. 19,000)


36,200



Current year’s profit


29,800






66,000


Profit for six months ended


30th September, 1993 ( × 66,000)


22,000


Profit for next  six months ended


31st March, 1994 (Rs. 29,800 – Rs. 22,000)


7,800


(3)
Share Capital of BC Ltd:



Total Capital of the firm before conversion -



E

38,920



C

23,760
62,680



E and C should have have equal share in BC Ltd.






C should bring in cash (
[image: image1.wmf]2

1

× 62,680 – 23,760)


7,580



E should withdraw cash (38,920 – 
[image: image2.wmf]2

1

 × 62,680)


7,580

Bank Account


(4)

Rs.

Rs.


To Balance b/d
16,300
By B’s Capital Account
7,620



To Plant Account

By E’s Capital



     (Sale of Plant)
3,000
  
(Amount withdrawn)
7,580



To Cs capital A/c

By Balance c/d
11,680



     (Amount brought in)
7,580




26,880

26,880


(5)
Profit and loss on sale and takeover of assets: 


Rs.



Profit on Motor car taken over (Rs. 3,700 – Rs. 2,700)

1,000



Loss on sale of plant (Rs. 4,000 – Rs. 3,000)


1,000



Not effect


Nil
Question 2

A, B and C were partners in business, sharing profits & losses in the ratio 2:1:1. Their Balance Sheet as at 31.3.97 is as follows:

Balance Sheet as at 31.3.97
(Figures in Rs.’000)


Liabilities

Rs.
Assets

Rs.


Fixed Capital:


Fixed Assets

300



A
200

Investments

50



B
100

Current Assets:



C
100
400
Stock
100


Current Accounts:


Debtors
60



A
40

Cash & Bank
150
310



B
20
60


Unsecured Loans

200





660


660

On 1.4.97, it is agreed among the partners that BC (P) Ltd. a newly formed company with B and C having each taken up 100 shares of Rs. 10 each will take over the firm as a going concern including goodwill but excluding cash & bank balances. The following points are also agreed upon:


(a)
Goodwill will be valued at 3 years purchase of super profits.


(b)
The actual profit for the purpose of goodwill valuation will be Rs. 1,00,000.


(c)
Normal rate of return will be 15% on fixed capital.


(d)
All other assets and liabilities  will be taken over at book values.


(e)
The purchase consideration will be payable partly in shares of Rs. 10 each and partly in cash. Payment in cash being to meet the requirement to discharge A, who has agreed to retire.


(f)
B and C are to acquire equal interest in the new company.


(g)
Expenses of liquidation Rs. 40,000.



You are required to prepare the necessary Ledger Accounts.


(15 marks) (Intermediate–May 1997)

Answer



Rs.

Capital employed on 31.3.97 (Fixed capital)
4,00,000


Calculation of Goodwill :

Weighted average of actual profits
1,00,000


Less: Normal profits at 15% of Rs. 4,00,000
60,000

Super profits
40,000


Goodwill at 3 years’ purchase, i.e. 40,000 × 3
1,20,000


Calculation of Purchase Consideration :

Total assets as per Balance Sheet
6,60,000


Less: Cash & Bank balances
1,50,000


5,10,000


Add: Goodwill
1,20,000



6,30,000


Less: Unsecured loans
2,00,000


Purchase Consideration
4,30,000

Realisation Account



Rs.



Rs.

To Sundry Assets
5,10,000
By Unsecured loans

2,00,000


To Goodwill
1,20,000
By BC (P) Ltd.

4,30,000


To Bank : expenses
40,000
By Capital A/c:





A
20,000





B
10,000





C
10,000
40,000



6,70,000



6,70,000

Partners’ Capital Accounts



A
B
C

A
B
C



Rs.
Rs.
Rs.

Rs.
Rs.
Rs.


To Realisation
20,000
10,000
10,000
By Bal. c/d
2,00,000
1,00,000
1,00,000


To Cash
2,80,000
–
–
By Cur. A/c
40,000
20,000


To C (Cap. adj)
–
10,000
–
By Goodwill
60,000
30,000
30,000


To Shares in



By B


     BC (P) Ltd.)
–
1,30,000
1,30,000
     (Cap. adj)
–
–
10,000



3,00,000
1,50,000
1,40,000

3,00,000
1,50,000
1,40,000

Cash & Bank A/c



Rs.

Rs.

To Balance b/d
1,50,000
By Realisation A/c – expenses
40,000


To BC (P) Ltd. (Balancing Figure)
1,70,000
By A’s Capital A/c
2,80,000



3,20,000

3,20,000


BC (P) Ltd.

To Realisation
4,30,000
By Cash
1,70,000




By Equity Shares (Balancing Figure)
2,60,000




     (26,000 shares of Rs. 10 each)



4,30,000

4,30,000


Proportion of equity capital B:C = 1:1


No. of shares = 
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000

,

26

 = 13,000 shares each.

Question 3

Alpha Manufacturing P. Ltd. is a company manufacturing articles. Beeta marketing P. Ltd. is a company engaged in markting activities. The two companies enter into a partnership on the following terms:


(a)
Alpha Manufacturing P. Ltd. is to supply goods on credit of two months to the partnership firm. The partnership is to discharge the due to Alpha Manufacturing P. Ltd. along with interest at 12% per annum regularly on due dates.


(b)
Beeta Marketing P. Ltd. is to sell the goods.


(c)
Expenses of sales are to be met out of the partnership funds. Alpha Manufacturing P. Ltd. and Beeta Marketing P. Ltd. are to introduce capital of Rs. five lakhs each for meeting the above expenses and as working capital. Interest at 15% per annum is payable on partners’ capital—payment being made every month. Accordingly the capitals are introduced on 1st April, 1999.


(d)
Profits and losses are to be dealt with as follows:




(i)
10% of the profits, if any, are to be credited to reserves for strengthening the working capital base;




(ii)
balance profits are to be shared equally by credit to current accounts;




(iii)
losses, if any, are to be borne equally by debit to capital accounts.


(e)
The firm name is to be AB Traders.

During the year ended 31st March, 2000 the following were the transactions:


(a)
Purchases Rs. 150 lakhs of which Rs. 30 lakhs were in the first quarter; Rs. 90 lakhs were in the next six months; the balance Rs. 30 lakhs were in the last quarter. The purchases are evenly spread through the respective periods.


(b)
Sales were Rs. 200 lakhs.


(c)
Sales expenses were Rs. 10 lakhs and were paid in full.


(d)
Discount allowed to customers amounted to Rs. 4 lakhs. On 31st March, 2000, amounts due from customers were Rs. 45 lakhs and unsold inventory was worth Rs. 15 lakhs.


You are required to prepare final accounts of the firm.


(15 marks) (Intermediate–May 2000)

Answer

AB Traders

Trading and Profit and Loss Account

for the year ended on 31st March, 2000


(Rs. in Lakhs)



Rs.

Rs.


To Purchases
150.00
By Sales
200.00


To Gross profit c/d
65.00
By Closing stock
15.00



215.00

215.00


To Interest to supplier (W.N.1)
2.80
By Gross profit b/d
65.00


To Sales expenses
10.00


To Discount
4.00


To Net profit
48.20



65.00

65.00


Profit and Loss Appropriation Account


To Reserves
4.82
By Net profit
48.20


To Interest on capitals


     (15% on Rs. 10 lakhs)
1.50


To Net profit transferred to


     capital accounts:


     Alpha Manufacturing P. Ltd.
20.94


     Beeta Marketing P. Ltd.
20.94



48.20

48.20
Balance Sheet of AB Traders 

as at 31st March, 2000

(Rs. in lakhs)



Rs.

Rs.


Capital accounts:

Closing inventory
15.00


  Alpha Manufacturing P. Ltd.
5.00
Customers’ dues
45.00


  Beeta Marketing P. Ltd.
5.00
Bank balance
16.90


Current accounts:


  Alpha Manufacturing P. Ltd.
20.94


  Beeta Marketing P. Ltd.
20.94


Reserves
4.82


Liability for goods


(Alpha Manufacturing P. Ltd.)
20.00


Interest Accrued
0.20



76.90

76.90

Working Notes:
(Rs. in lakhs)

1. Interest to supplier (Alpha Manufacturing P. Ltd.)


Assuming that purchases are made evenly in the middle of each month of the quarter, the schedule of payment of dues for the purchases of last quarter is given below:


Year
Purchases
Due date of
Period of interest accrual


2000
Rs.
payment
(upto financial year’ end)


Jan. 15
10
15th March
2 months


Feb. 15
10
15th April

[image: image4.wmf]2

1

1

 months


March 15
10
15th May
15 days





Rs.

Interest on Rs. 130 lakhs (30 + 90 + 10) for two months
2.60


Interest on Rs. 10 lakhs for one and half months

0.15


Interest on Rs. 10 lakhs for 15 days

0.05





2.80

Interest accrued on 31st March, 2000 = 0.15 + 0.05 = 0.20

Customers’ Account


Rs.

Rs.


To Sales A/c
200.00
By Discount A/c
4.00




By Bank A/c (balancing figure)
151.00




By Balance c/d
45.00



200.00

200.00

Bank Accounts


Rs.

Rs.


To Capital A/cs :

By Sales expenses A/c
10.00


     Alpha Manufacturing P. Ltd.
5.00
By Alpha Manufacturing P. Ltd.


     Beeta Marketing P. Ltd.
5.00
     (payment for purchases)
130.00


To Customers A/c
151.00
By Interest A/c
2.60




By Interest on partners’ capitals:




     Alpha Manufacturing P. Ltd.
0.75




     Beeta Marketing P. Ltd.
0.75




By Balance c/d
16.90



161.00

161.00

Partners’ Current Accounts


Alpha
Beeta

Alpha
Beeta



Pvt. Ltd.
Pvt. Ltd.

Pvt. Ltd.
Pvt. Ltd.



Rs.
Rs.

Rs.
Rs.


To Bank A/c
0.75
0.75
By P & L Appro-


To Balance c/d
20.94
20.94
     priation A/c
0.75
0.75





     (Interest on capital)





By P & L Appro-





     priation A/c
20.94
20.94



                                           (Share of profit)

 
21.69
21.69 
21.69
21.69
Question 4
Avinash, Rohit and Madwesh were carrying on business in partnership sharing Profits and Losses in the ratio of 5 : 4 : 3 respectively. The Trial Balance of the firm as on 31st March, 2002 was the following:

	Particulars
	Dr. (Rs.)
	Cr. (Rs.)

	Plant and Machinery @ cost
	1,05,000
	–

	Stock
	60,200
	–

	Sundry Debtors
	85,000
	–

	Sundry Creditors
	–
	1,05,200

	Capital A/cs:
	
	

	
Avinash
	–
	  70,000

	
Rohit
	–
	  50,000

	
Madwesh
	–
	  30,000

	Drawings A/cs:
	
	

	
Avinash
	  30,000
	–

	
Rohit
	  25,000
	–

	
Madwesh
	  20,000
	–

	Depreciation on Plant and Machinery
	–
	  35,000

	Trading Profit for the year
	–
	  1,29,800

	Cash at Bank
	   94,800
	–

	
	4,20,000
	4,20,000


Additional Information:

(a)
Interest on Capital Accounts at 10% on the amount standing to the credit of partners' capital accounts at the beginning of the year was not provided before preparing the above Trial Balance.

(b)
On 31st March, 2002 they formed a Private Ltd. Company Anagha (P) Ltd. to take over the partnership business.

(c)
You are further informed as under:

(i)
Plant and Machinery is to be transferred at Rs. 80,000.

(ii)
Equity Shares of Rs. 10 each of the company are to be issued to the partners at par in such numbers to ensure that by reason of their share holdings alone, they will have the same rights of sharing Profits and Losses as they had in the partnership.  Balance, if any in their Capital Accounts, will be settled by giving 7½% Preference Shares at par.

(iii)
Before transferring the business, the partners withdrew by cash from partnership the following amounts over and above the drawings as shown in the Trial Balance:


(a)
Avinash


Rs. 20,000


(b)
Rohit


Rs. 10,600


(c)
Madwesh

Rs. 14,200

(iv)
All Assets and Liabilities except Plant and Machinery and the Bank Balance are to be transferred at their value in the books of the partnership as at 31st March, 2002.

(v)
You are required to prepare:

(a)
Profit and Loss Adjustment Account for the year ending 31st March, 2002.

(b)
Capital Accounts showing all the adjustments required to dissolve the partnership

(c)
A statement showing the number of shares of each class to be issued by the company to each of the partners to settle their accounts.

(d)
Prepare Balance Sheet of the company Anagha (P) Ltd. as on 31.03.2002 after take over of the business.
(16 marks) (PE-II – Nov. 2002)
Answer 

(a)
In the Books of Avinash, Rohit & Madwesh

Profit and Loss Adjustment Account for the year ending 31st March, 2002

	
	
	
	Rs.
	Rs.
	
	
	Rs.

	To
	Interest on Capital
	Avinash
	7,000
	
	By
	Balance b/d
	1,29,800

	
	
	Rohit
	5,000
	
	
	
	

	
	
	Madwesh
	3,000
	15,000
	By
	Plant and Machinery
	10,000

	To
	Capital Accounts
	Avinash
	52,000
	
	
	
	

	
	
	Rohit
	41,600
	
	
	
	

	
	
	Madwesh
	31,200
	1,24,800
	
	
	_______

	
	
	
	
	1,39,800
	
	
	1,39,800


(b)


Partners’ Capital Accounts 

	
	
	Avinash
	Rohit
	Madwesh
	
	
	Avinash
	Rohit
	Madwesh

	To
	Drawings as per Trial Balance
	30,000
	25,000
	20,000
	By

By
	Balance b/d

Profit and Loss
	70,000
	50,000
	30,000

	To
	Additional Drawings
	20,000
	10,600
	14,200
	
	Adjustment A/c
	52,000
	41,600
	31,200

	To
	Balance c/d
	 79,000
	61,000
	30,000
	By
	Interest on Capital
	   7,000
	  5,000
	   3,000

	
	
	1,29,000
	96,600
	64,200
	
	
	1,29,000
	96,600
	64,200

	To
	Equity Shares
	50,000
	40,000
	30,000
	By
	Balance b/d
	79,000
	61,000
	30,000

	To
	Preference Shares
	29,000
	21,000
	       (
	
	
	
	
	

	
	
	79,000
	61,000
	30,000
	
	
	79,000
	61,000
	30,000


(c)
Statement showing the number and classes of shares issued to the partners

	Particulars
	Avinash
	Rohit
	Madwesh

	Closing Capital Balance
	79,000
	61,000
	30,000

	(After Adjustments)
	
	
	

	Taking Madwesh’s Capital as base for ensuring same rights of share holding-Equity Shares of Rs. 10 each to be issued
	50,000
	40,000
	30,000

	Balance to be settled by issue of 7½% Preference Shares
	29,000
	21,000
	–


(d)


Balance Sheet of Anagha (P) Ltd. as on 31st March, 2002
                                                             (after takeover of the business)

	Shares Capital: 

12,000 Equity Shares of 10 each at
	Rs. 
	Fixed Assets:

Plant and Machinery
	Rs.

80,000

	par (Issued for consideration other than cash)

7½% Preference Shares
	
1,20,000
	Current Assets:

Stock

Debtors
	60,200

85,000

	(Issued for consideration other than cash)
	50,000
	Cash at Bank
	50,000

	Current Liabilities and Provisions:
	
	
	

	Sundry Creditors
	1,05,200
	
	_______

	
	2,75,200
	
	2,75,200


Working Note:

	Purchase Consideration
	

	Plant and Machinery
	80,000

	Stock:
	60,200

	Debtors
	85,000

	Cash at Bank  (94,800 – 44,800)
	   50,000

	
	2,75,200

	Less: Sundry Creditors
	1,05,200

	
	1,70,000


Question 5

Ram, Rahim and Robert are partners of the firm ‘RR Traders’ for the past 5 years.  The partners decided to dissolve the firm consequent to insolvency of partner Robert in October, 2002.  The Balance Sheet of the firm as on 31.10.2002 is furnished below.  They share profits and losses equally:

	Liabilities
	Rs.
	Assets
	Rs.

	Capital Accounts:
	
	Land and Building
	5,00,000

	
Ram
	4,50,000
	Plant and Machinery
	2,00,000

	
Rahim
	4,50,000
	Furniture and Fittings
	50,000

	
Robert
	2,00,000
	Stock in Trade
	3,00,000

	General Reserve
	2,10,000
	Debtors
	5,00,000

	Creditors
	  2,90,000
	Cash at Hand/Bank
	    50,000

	
	16,00,000
	
	16,00,000


The partners Ram and Rahim decided to form a new firm ‘RR Enterprises’ and takeover all the assets and liabilities of the firm at values given below:

	Land and Building
	Rs. 3,50,000

	Plant and Machinery
	Rs. 1,50,000

	Furniture and Fittings
	 Rs.    20,000

	Stock in trade
	Rs. 2,00,000



Debtors include Rs. 3,00,000 due from SK & Co. owned by Robert.  (Nothing is recoverable from the said concern).


Other debtors can be recovered fully.


Prepare:


(i)
Realisation account, Partners’ capital accounts in the books of RR Traders; and


(ii)
The Balance Sheet of RR Enterprises (immediately after commencement).

  (16 marks) (PE-II – May 2003)

Answer 

(i)



In the Books of RR Traders

Realisation Account

	
	
	Rs.
	
	
	Rs.

	To
	Sundry assets:
	
	By
	Creditors
	2,90,000

	
	Land and building
	 5,00,000
	By
	RR Enterprises
	9,70,000

	
	Plant and machinery
	2,00,000
	
	(W.N. 1)
	

	
	Furniture and fittings

Stock
	50,000

3,00,000
	By
	Loss transferred to partners’ capital accounts
	

	
	Debtors
	2,00,000
	
	
Ram    1,10,000
	

	
	Cash at  hand/bank
	50,000
	
	
Rahim 1,10,000
	

	To
	RR Enterprises
	2,90,000
	
	
Robert 1,10,000
	3,30,000

	
	(liability taken over)
	 ________
	
	
	________

	
	
	15,90,000
	
	
	15,90,000


Partners’ Capital Accounts

	
	
	Ram
	Rahim
	Robert
	
	
	Ram
	Rahim
	Robert

	
	
	Rs.
	Rs.
	Rs.
	
	
	Rs.
	Rs.
	Rs.

	To
	Sundry debtors 
	
	
	3,00,000
	By
	Balance b/d
	4,50,000
	4,50,000
	2,00,000

	To
	Realisation account
	1,10,000
	1,10,000
	1,10,000
	By
	General reserve
	70,000
	70,000
	70,000

	To
	Robert’s account
	70,000
	70,000
	
	By
	Cash 
	1,10,000*
	1,10,000*
	

	
	(deficiency borne by solvent partners)
	
	
	
	By
	Ram and Rahim

(deficiency borne by
	
	
	

	To
	Balance c/d
	4,50,000
	4,50,000
	_______
	
	solvent partners)
	______
	_____
	1,40,000

	
	
	6,30,000
	6,30,000
	4,10,000
	
	
	6,30,000
	6,30,000
	4,10,000


*
Solvent partners bring cash to the extent of loss arising upon realisation of assets of the firm as per Garner vs  Murray Rule.

(ii)

Balance Sheet of RR Enterprises



as on 31.10.2002 


(immediately after commencement)

	Liabilities
	Rs.
	Assets
	                      Rs.         

	Capital Accounts:
	
	Land and building
	3,50,000

	
Ram
	 4,50,000
	Plant and machinery
	1,50,000

	
Rahim
	4,50,000
	Furniture and fittings
	20,000

	Creditors
	2,90,000
	Stock in trade
	2,00,000

	
	
	Debtors
	2,00,000

	
	
	Cash at hand/bank
	2,70,000

	
	 ________
	(W.N. 2)
	________

	
	11,90,000
	
	11,90,000


Working Notes:

1.
Agreed value of assets taken over by RR Enterprises



Rs.

	Land and building
	3,50,000

	Plant and machinery
	1,50,000

	Furniture and fittings
	20,000

	Stock in trade
	2,00,000

	Debtors (5,00,000 – 3,00,000)
	2,00,000

	Cash at  hand/bank
	   50,000

	
	9,70,000


2.
Cash in hand/bank balance of RR Enterprises as on 31.10.2002.



Rs.

	Opening Balance
	50,000

	Add: Ram’s and Rahim’s contribution
	2,20,000

	(Rs.1,10,000 + Rs.1,10,000)
	_______

	
	2,70,000


Question 6

Riu, Inu and Sinu were running Partnership business sharing Profits and Losses in 2 :2 : 1 ratio. Their Balance Sheet as on 31st March, 2003 stood as follows:

Balance Sheet as on 31st March, 2003

(Figures in Rs.’000)

	Liabilities
	Amount
	Amount
	Assets
	Amount
	Amount

	
	Rs.
	Rs.
	
	Rs.
	Rs.

	Fixed Capital:
	
	
	Fixed Assets
	
	400.00

	        Riu
	300.00
	
	Investments
	
	50.00

	        Inu
	200.00
	
	Current Assets:
	
	

	        Sinu
	100.00
	600.00
	       Stock
	100.00
	

	Current Accounts:
	
	
	       Debtors
	275.00
	

	        Riu
	60.00
	
	       Cash & Bank
	125.00
	500.00

	        Sinu
	40.00
	100.00
	
	
	

	Unsecured Loans
	
	100.00
	
	
	

	Current Liabilities
	
	150.00
	
	
	______

	
	
	950.00
	
	
	950.00


On 01.04.2003, they agreed to form a new company RIS (P) Ltd. with Inu and Sinu each taking up 200 shares of Rs. 10 each, which shall take over the firm as a going concern including Goodwill, but excluding Cash and Bank Balances. The following are also agreed upon:

(a)
Goodwill will be valued at 3 year’s purchase of superprofits.

(b)
The actual profit for the purpose of Goodwill valuation will be Rs. 2,00,000.

(c)
The normal rate of return will be 18% per annum on Fixed Capital.

(d)
All other Assets and Liabilities will be taken over at Book values.

(e)
The Purchase Consideration will be payable partly in Shares of Rs. 10 each and partly in cash.  Payment in cash being to meet the requirement to discharge Riu, who has agreed to retire.

(f)
Inu and Sinu are to acquire interest in the new company at the ratio 3 : 2.

(g)
Realisation expenses amounted to Rs. 51,000.


You are required to prepare Realisation Account, Cash and Bank Account, RIS (P) Limited Account and Capital Account of Partners.
(16 marks) (PE – II – May 2004)

Answer 

Realisation Account

	
	
	
	Rs.
	
	
	Rs.

	To
	Sundry Assets
	
	
	By
	Unsecured Loans
	1,00,000

	
	Fixed Assets
	4,00,000
	
	By
	Current Liabilities
	1,50,000

	
	Investments
	50,000
	
	By
	RIS(P) Ltd. (WN – 2) 
	8,51,000

	
	Stock
	1,00,000
	
	By
	Capital Accounts:
	

	
	Debtors
	2,75,000
	8,25,000
	
	
Riu
	20,400

	To
	Goodwill (WN –1)
	
	2,76,000
	
	
Inu
	20,400

	To
	Bank A/c (Realisation Expenses)
	
	51,000

________
	
	
Sinu
	10,200

________

	
	
	
	11,52,000
	
	
	11,52,000


Cash and Bank Account

	
	
	Rs.
	
	
	Rs.

	To
	Balance b/d
	1,25,000
	By
	Realisation A/c – Expenses
	51,000

	To
	R.I.S (P) Ltd.
	3,76,000
	By
	Riu’s Capital A/c
	4,50,000

	
	(Balancing figure)
	

	
	
	_______

	
	
	5,01,000
	
	
	5,01,000


RIS (P) Ltd.

	
	
	Rs.
	
	
	Rs.

	To
	Realisation A/c
	8,51,000
	By
	Cash A/c 
	3,76,000

	
	
	
	By
	Equity Shares in RIS (P) Ltd. A/c
	4,75,000

	
	
	_______
	
	(Balancing figure)
	_______

	
	
	8,51,000
	
	
	8,51,000


Partners’ Capital Accounts

	
	
	Riu
	Inu
	Sinu
	
	
	Riu
	Inu
	Sinu

	
	
	Rs.
	Rs.
	Rs.
	
	
	Rs.
	Rs.
	Rs.

	To
	Realisation A/c
	20,400
	20,400
	10,200
	By
	Balance b/d
	3,00,000
	2,00,000
	1,00,000

	To
	Cash A/c
	4,50,000
	(
	(
	By
	Current A/c
	60,000
	(
	40,000

	To
	Sinu’s A/c
	(
	5,000
	(
	By
	Goodwill A/c
	1,10,400
	1,10,400
	55,200

	
	(Capital Adjustment)
	
	
	
	By
	Inu’s A/c
	(
	(
	5,000

	To
	Equity Shares in RIS(P) Ltd.
	(
	2,85,000
	1,90,000
	
	(Capital Adjustment)
	
	
	

	
	
	_______
	_______
	_______
	
	
	_______
	_______
	_______

	
	
	4,70,400
	3,10,400
	2,00,200
	
	
	4,70,400
	3,10,400
	2,00,200


Working Notes:

(1) 
Calculation of Goodwill

	

	Rs.

	Actual profits
	2,00,000

	Less: Normal Rate of Return @ 18%
	

	        of fixed capital worth Rs. 6,00,000
	1,08,000

	Super Profits
	   92,000

	Goodwill valued at 3 years’ purchase 
	2,76,000


(2)
Calculation of Purchase Consideration

	

	Rs.

	Total value of assets as per Balance Sheet
	9,50,000

	Less: Cash and Bank Balances
	  1,25,000

	
	8,25,000

	Add: Goodwill
	  2,76,000

	
	11,01,000

	Less: Liabilities taken over
	

	
Unsecured Loan
	1,00,000

	
Current Liabilities
	1,50,000

	Purchase Consideration
	8,51,000


(3)
Sharing of Shares in New Company received as Purchase Consideration


Equity shares of RIS (P) Ltd. have been given to Inu and Sinu in the ratio 3 : 2.

Question 7

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.

	
	Rs.
	Rs.
	
	Rs.
	Rs.

	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


The following were the terms of amalgamation:

(i)
Goodwill of X & Co., was valued at Rs.75,000.  Goodwill of Y & Co. was valued at Rs.40,000.  Goodwill account not to be opened in the books of the new firm but adjusted through the Capital accounts of the partners.

(ii)
Building, Machinery and Vehicles are to be taken over at Rs.2,00,000, Rs.1,00,000 and Rs.74,000 respectively.

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

You are required to:

(i)

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

(ii)
Prepare the Balance Sheet of XY & Co. as at 31.3.2006 by keeping partners capital in their profit sharing ratio by taking capital of ‘B’ as the basis.  The excess or deficiency to be kept  in the respective Partners’ Current account.

       (16 Marks) (PE-II – May 2006)

Answer 

	(i) 


Adjustment for raising and writing off of goodwill

	
	Raised in old profit sharing ratio
	Total
	Written off in new ratio
	Difference

	
	X & Co.
	Y & Co.
	
	
	

	
	3:2

Rs.
	5:3

Rs.
	Rs.
	Rs.
	Rs.

	A.
	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.

	C
	---
	15,000
	15,000 Cr.
	11,500 Dr.
	3,500 Cr.

	
	75,000
	40,000
	1,15,000
	1,15,000
	           Nil


(ii)


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

	Liabilities
	Rs.
	Assets
	Rs.

	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

Balance as per Balance Sheet

Add: Reserves

         Revaluation profit (Building)

Less: Revaluation loss (Machinery)

          Provision for doubtful debt.
	A’s Capital

Rs..
	B’s Capital

Rs.

	
	1,50,000
	1,00,000

	
	30,000
	20,000

	
	30,000
	20,000

	
	(12,000)
	(8,000)

	
	   (3,000)
	   (2,000)

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

Balance as per Balance sheet
	1,95,000
	1,30,000

	
	B’s Capital

Rs.
	C’s Capital

Rs.

	
	75,000
	50,000

	Add: Reserves

Less: Revaluation (vehicle)
	25,000
	15,000

	
	(10,000)
	(6,000)

	          Provision for doubtful debts
	(2,500)
	(1,500)

	
	87,500
	57,500


2. 
Balance of Capital Accounts in the balance sheet of the new firm as on 31.3.2006
	
	A

Rs.
	B

Rs.
	C

Rs.

	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 Rs. 4,30,000 (B’s capital( i.e. Rs.2,15,000 x 2)  to be contributed in 4:5:1 ratio.  
	
1,72,000
	
2,15,000
	
43,000

	Transfer to Current Account
	   22,000
	         ---
	18,000


Question 8

‘X’ and ‘Y’ carrying on business in partnership sharing Profit and Losses equally, wished to dissolve the firm and sell the business to ‘X’ Limited Company on 31-3-2006, when the firm’s position was as follows:

	Liabilities
	Rs.
	Assets
	Rs.

	X’s Capital
	1,50,000
	Land and Building
	1,00,000

	Y’s Capital
	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:

(i)
Land and Building was purchased at 20% more than the book value.

(ii)
Furniture and stock were purchased at book values less 15%.

(iii)
The goodwill of the firm was valued at Rs.40,000.

(iv)
The firm’s debtors, cash and creditors were not to be taken over, but the company agreed to collect the book debts of the firm and discharge the creditors of the firm as an agent, for which services, the company was to be paid 5% on all collections from the firm’s debtors and 3% on cash paid to firm’s creditors.

(v)
The purchase price was to be discharged by the company in fully paid equity shares of Rs.10 each at a premium of Rs.2 per share.

The company collected all the amounts from debtors.  The creditors were paid off less by Rs.1,000 allowed by them as discount.  The company paid the balance due to the vendors in cash.

Prepare the Realisation account, the Capital accounts of the partners and the Cash account in the books of partnership firm.



     (16 Marks) (PE-II – Nov. 2006)

Answer 

Realisation Account
	
	
	Rs.
	
	
	
	Rs.

	To
	Land & Building
	1,00,000
	By
	Sundry Creditors
	
	60,000

	To
	Furniture
	40,000
	By
	X Ltd. Co. - Purchase consideration – (W.N.1)
	
	
2,79,000

	To
	Stock
	1,00,000
	By
	X Ltd. Company –

Sundry Debtors
	66,000
	

	To
	Debtors
	66,000
	
	Less: Commission

          5% on 66,000
	  3,300
	62,700

	To
	X Ltd. Co. - Sundry Creditors
	
59,000
	
	
	
	

	To
	X Ltd. Co. – Commission 3% on 59,000
	

1,770
	
	
	
	

	To
	Profits transferred to A’s Capital A/c17,465

B’s Capital A/c17,465
	   34,930
	
	
	
	




	
	
	4,01,700
	
	
	
	4,01,700


Capital Accounts

	
	
	A
	B
	
	
	A
	B

	
	
	Rs.
	Rs.
	
	
	Rs.
	Rs.

	To
	Shares in X Ltd. Co.–(W.N.2)
	
1,63,980
	
1,15,020
	By
	Balance b/d
	1,50,000
	1,00,000

	To
	Cash – Final Payment
	
3,485
	
2,445
	By
	Realisation A/c - Profit
	
17,465
	
17,465

	
	
	1,67,465
	1,17,465
	
	
	1,67,465
	1,17,465


Cash Account

	
	
	Rs.
	
	
	Rs.

	To
	Balance b/d
	4,000
	By
	A’s Capital A/c- Final payment
	
3,485

	To
	X Ltd. Co. (Amount realized from Debtors less amount paid to creditors) –(W.N.3)
	

1,930
	By
	B’s Capital A/c- Final Payment
	

2,445

	
	
	5,930
	
	
	5,930


Working Notes:

1
Calculation of Purchase consideration:

	
	Rs.

	Land & Building
	1,20,000

	Furniture
	34,000

	Stock
	85,000

	Goodwill
	40,000

	
	2,79,000


2. 
The shares received from the company have been distributed between the two partners A & B in the ratio of their final claims i.e., 1,67,465: 1,17,465(.


No. of shares received from the company = 
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shares valued at 13,665 x 12 = Rs.1,63,980.  B gets the remaining 9,585 shares, valued at Rs.1,15,020 (9,585 ( 12)

3. 
Calculation of net amount received from X Ltd on account of amount realized from debtors less amount paid to creditors.

	
	
	Rs.

	
	Amount realized from Debtors
	66,000

	Less:
	Commission for realization from debtors (5% on 66,000)
	3,300

	
	
	62,700

	Less:
	Amount paid to creditors
	59,000

	
	
	3,700

	Less:
	Commission for cash paid to creditors (3% on 59,000)
	1,770

	Net amount received
	1,930


Question 9

A, B and C carried on business in partnership, sharing Profits and Losses in the ratio of 1:2:3.  They decided to form a private limited company, AB (P) Ltd. and C is not interested to take over the shares in AB (P) Ltd.  The authorized share capital of the company is Rs.12,00,000 divided into 12,000 ordinary shares of Rs.100 each.

The company was incorporated and took over goodwill as valued and certain assets of the partnership firm on 31.3.2006.  The Balance Sheet of the partnership firm on that date was as follows:

	Liabilities
	
	Rs.
	Assets
	Rs.

	Capital Accounts:
	
	
	Fixed Assets:
	

	A
	
	1,00,000
	Machinery
	1,20,000

	B
	
	2,00,000
	Land
	1,74,000

	C
	
	3,00,000
	Motorcycles
	30,000

	Current Accounts:
	
	
	Furniture & fittings
	11,000

	A
	
	39,420
	Current Assets:
	

	B
	
	60,580
	Stock
	2,35,000

	A’s Loan A/c
	28,000
	
	Debtors
	43,000

	(+) Interest accrued
	  2,000
	30,000
	Cash in hand
	87,000

	Current Liability:
	
	
	C’s overdrawn
	1,00,000

	Creditors
	
	70,000
	
	

	
	
	8,00,000
	
	8,00,000


C, who retired was presented by the other partners (A and B) with one motorcycle valued in the books of the firm Rs.9,000.  The remaining motorcycles were sold in the open market for Rs.13,000.  C also received certain furniture for which he was charged Rs.2,000. The debtors which were all considered good, were taken over by C for Rs.40,000.  A  and B were charged in their profit sharing ratio for the book value of Motorcycle presented by them to C.

It was agreed that C who is not willing to take the shares in AB (P) Ltd. was discharged first by providing necessary cash.  A and B should bring cash, if necessary.

AB (P) Ltd. took over the remaining furniture and fittings at a price of Rs.13,000, the machinery for Rs.1,25,000, the stock at an agreed value of Rs.2,00,000  and the land at its book value.  The value of the goodwill of the partnership firm was agreed at Rs.88,000.  The creditors of the firm were settled by the firm for Rs.70,000.  A’s loan account together with interest accrued was transferred to his capital account.

The purchase consideration was discharged by the company by the issue of equal number of fully paid up equity shares at par to A and B.

Prepare Realisation A/c, Capital A/cs of the partners and Cash A/c.  Also draw the Balance Sheet of AB (P) Ltd.                       
    (20 Marks) (PE-II – May, 2007))
Answer 

Realization Account

	Dr.
	
	Cr.

	
	
	Rs.
	
	
	Rs.

	To
	Machinery
	1,20,000
	By
	Creditors
	70,000

	To 
	Land
	1,74,000
	By
	AB (P) Ltd. – Purchase consideration 

(Refer Working Note )
	6,00,000

	To
	Motor Cycles
	30,000
	By
	A’s Capital A/c
	3,000

	To
	Furniture & Fittings
	11,000
	By
	B’s Capital A/c
	6,000

	To
	Stock
	2,35,000
	By
	C’s Capital A/c (2,000 + 40,000)
	42,000

	To
	Debtors
	43,000
	By
	Cash A/c (Sale of Motor Cycle)
	13,000

	To
	Cash (payment to creditors)
	
70,000
	
	
	

	To
	Profit transferred to 

A’s Capital A/c

B’s Capital A/c

C’s Capital A/c
	8,500

17,000

25,500
	
	
	


	
	
	7,34,000
	
	
	7,34,000


Partners’ Capital Accounts

	Dr
	
	Cr.

	
	
	A
	B
	C
	
	
	A
	B
	C

	
	
	Rs.
	Rs.
	Rs.
	
	
	Rs.
	Rs.
	Rs.

	To
	Current A/c
	-
	-
	1,00,000
	By
	Balance b/d
	1,00,000
	2,00,000
	3,00,000

	To 
	Realisation A/c (Assets taken over)
	3,000
	6,000
	42,000
	By
	Current A/c
	39,420
	60,580
	-

	To
	Equity shares in AB (P) Ltd.
	3,00,000
	3,00,000
	-
	By
	A’s Loan A/c
	30,000
	-
	-

	To
	Cash A/c
	-
	-
	1,83,500
	By
	Realization A/c (Profit)
	8,500
	17,000
	25,500

	
	
	

	

	

	By
	Cash A/c
	1,25,080
	   28,420
	


	
	
	3,03,000
	3,06,000
	3,25,500
	
	
	3,03,000
	3,06,000
	3,25,500


Cash Account

	Dr.
	
	
	
	
	Cr.

	
	
	Rs.
	
	
	Rs.

	To
	Balance b/d
	87,000
	By
	Realisation A/c
	70,000

	To
	Realisation A/c
	13,000
	By
	C’s Capital A/c
	1,83,500

	To
	A’s Capital A/c
	1,25,080
	
	
	

	To
	B’s Capital A/c
	   28,420
	
	
	 


	
	
	2,53,500
	
	
	2,53,500


Balance Sheet of AB (P) Ltd.

	Liabilities
	Rs.
	Assets
	Rs.

	Authorised Share Capital:
	
	Fixed Assets:
	

	12,000 Equity Shares of Rs.100 each
	
12,00,000
	Goodwill 

Land
	88,000

1,74,000

	Issued, Subscribed & Paid up:

6,000 equity shares of Rs.100 each fully paid up (shares were issued for consideration otherwise than for cash)
	


6,00,000
	Machinery

Furniture & Fittings

Current Assets:

Stock
	1,25,000

13,000

2,00,000

	
	6,00,000
	
	6,00,000


Working Note: 

Calculation of Purchase Consideration

	Assets taken over by AB (P) Ltd.
	Rs.

	Machinery
	1,25,000

	Furniture & Fittings
	13,000

	Land
	1,74,000

	Stock
	2,00,000

	Goodwill
	88,000

	Purchase Consideration
	6,00,000


Purchase consideration is discharged by the issue of equal number of equity shares of Rs.100 each (3,000 shares) at par to A & B.

Question 10
S and T were carrying on business as equal partners.  Their Balance Sheet as on 31st March, 2007 stood as follows:

	Liabilities
	
	Rs.
	Assets
	Rs.

	Capital accounts:
	
	
	Stock
	2,70,000

	S
	6,40,000
	
	Debtors
	3,65,000

	T
	6,60,000
	13,00,000
	Furniture
	75,000

	Creditors
	
	3,27,500
	Joint life policy
	47,500

	Bank overdraft
	
	1,50,000
	Plant
	1,72,500

	Bills payable
	
	    62,500
	Building
	9,10,000

	
	
	18,40,000
	
	18,40,000


The operations of the business was carried on till 30th September, 2007.  S and T both withdrew in equal amounts, half the amount of profits made during the current period of 6 months after 10% p.a. had been written off on building and plant and 5% p.a. written off on furniture.  During the current period of 6 months, creditors were reduced by Rs.50,000, Bills payables by Rs.11,500 and bank overdraft by Rs.75,000.  The Joint life policy was surrendered for Rs.47,500 on 30th September, 2007.  Stock was valued at Rs.3,17,000 and debtors at Rs.3,25,000 on 30th September, 2007.  The other items remained the same as they were on 31st March, 2007. 

On 30th September, 2007 the firm sold its business to ST Ltd.  The goodwill was estimated at Rs.5,40,000 and the remaining assets were valued on the basis of the balance sheet as on 30th September, 2007.  The ST Ltd. paid the purchase consideration in equity shares of Rs.10 each.  You are required to prepare a Realisation account and Capital accounts of the partners. 

(16 Marks) (PE II- May, 2008 ) 
Answer 

Realisation Account

	Particulars
	
	Rs.
	Particulars
	Rs.

	To
	Sundry assets:
	
	
	By
	Creditors
	2,77,500

	
	   Stock
	
	3,17,000
	By
	Bills payables
	51,000

	
	   Debtors
	
	3,25,000
	By
	Bank overdraft
	75,000

	
	   Plant
	
	1,63,875
	By
	Shares in ST Ltd. (W.N. 3)
	18,80,000

	
	   Building
	
	8,64,500
	
	
	

	
	   Furniture
	
	73,125
	
	
	

	To 
	Profit:
	
	
	
	
	

	
	    S
	2,70,000
	
	
	
	

	
	    T
	2,70,000
	5,40,000
	
	
	


	
	
	
	22,83,500
	
	
	22,83,500

	
	
	
	
	
	
	


Partners’ Capital Accounts

	Date
	Particulars
	S
	T
	Date
	Particulars
	S
	T

	2008
	
	
	
	
	2008
	
	
	
	

	April 1 
	To
	Cash –Drawings (W.N. 2)
	20,000
	20,000
	April 1 
	By
	Balance b/d
	6,40,000
	6,60,000

	Sept. 30
	To
	Shares in ST Ltd.
	9,30,000
	9,50,000
	Sept. 30
	By
	Profit (W.N.2)
	40,000
	40,000

	
	
	
	


	


	
	By
	Realisation A/c (Profit)
	
2,70,000
	
2,70,000

	
	
	
	  9,50,000
	  9,70,000
	
	
	
	9,50,000
	9,70,000


Working Notes:

(1)
Ascertainment of total capital

Balance Sheet

as at 30th September, 2007

	Liabilities
	Rs.
	Assets
	
	Rs.

	Sundry creditors
	2,77,500
	Building
	9,10,000
	

	Bills payable
	51,000
	Less: Depreciation
	45,500
	8,64,500

	Bank overdraft
	75,000
	Plant
	1,72,500
	

	Total capital (bal. fig.)
	13,40,000
	Less: Depreciation 
	8,625
	1,63,875

	
	
	Furniture
	75,000
	

	
	
	Less: Depreciation
	1,875
	73,125

	
	
	Stock
	
	3,17,000

	
	

	Debtors
	
	 3,25,000

	
	17,43,500
	
	
	17,43,500


	(2)
	Profit earned during six months to 30 September, 2007
	
	Rs.

	
	Total capital (of S and T) on 30th September, 2007 (W.N.1)
	
	13,40,000

	
	Capital on 1st April, 2007
	
	

	
	
S
	6,40,000
	

	
	
T
	6,60,000
	13,00,000

	
	Net increase (after drawings)
	
	     40,000

	
Since drawings are half of profits therefore, actual profit earned is Rs.40,000 x 2 = Rs.80,000 (shared equally by partners S and T). 


Half of the profits, has been withdrawn by both the partners equally i.e. drawings 
Rs. 40,000 (Rs.80,000 x ½) withdrawn by S and T in 1:1 (i.e. Rs.20,000 each).

	(3)
	Purchase consideration:
	
	Rs.

	
	Total assets (W.N.1)
	
	17,43,500

	
	Add: Goodwill
	
	  5,40,000

	
	
	
	22,83,500

	
	Less: Liabilities (2,77,500 + 51,000 + 75,000)
	
	  4,03,500

	
	Purchase consideration
	
	 18,80,000


Note: The above solution is given on the basis that reduction in bank overdraft is after surrender of Joint life policy.
















( B’s Capital Rs.21,500 being one-half of the  total capital of the firm.


( 	In the above situation, shares received from X Ltd. Company have been distributed between two partners A and B in the ratio of their final claims. Alternatively, shares received from X Ltd. can be distributed among the partners in their profit sharing ratio i.e. Rs. 2,79,000 x ½ =Rs. 1,39,500 each. In that case, firm will pay cash amounting �Rs. 27,965 to A and will receive cash Rs.22,035 from B.
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