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After studying this chapter, you should be able to understand :



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
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1.
Meaning of Dissolution of Firm


As per Sec. 39 of the Indian Partnership Act, The dissolution of partnership between all partners of a firm is called "dissolution of the firm". It should be noted that there is a distinction between dissolution of partner-ship and dissolution of firm. Dissolution of firm means complete breakdown of the relation of partnership between all partners. It is the complete discontinuance of the relationship between all the partners of a firm. However, if this breakdown is between a few partners and not all the partners and the partnership business remains to be carried on, it is known as dissolution of partnership. Dissolution of partnership, is thus, a mere reconstitution of partnership. It involves a change in the relation between the partners. Admission, retirement of a partner or amalgamation causes change in relations of partners. An example will make the distinction clear. A, B, C and D are four partners carrying on a business and C retires, the partnership among four persons comes to an end. The old partnership is dissolved and new partnership comes into being, that of A, B and D which will carry on the old business. The firm is thus not dissolved, it continues with the reconstituted partnership.


Dissolution of the firm may be voluntary, i.e., without the order of the court or it may be by the order of the court. Sec. 39 to Sec. 55 of the Act lay down provisions regarding dissolution. Accordingly, a firm may be dissolved on the following grounds :

2.
Modes of Dissolution

2.1
Dissolution without the order of the court


It may take place in any of the following ways :

2.1.1
Dissolution by agreement


A firm may be dissolved with the consent of all the partners or in accordance with contract between the partners, either express or implied [Sec. 41].

2.1.2
Compulsory dissolution


A firm is compulsorily dissolved by the adjudication of all the partners, or all but one, as insolvent; or by happening of any event which makes it unlawful for the business of the firm to be carried on or for the partners to carry it on in partnership. [Sec. 41].

2.1.3
Dissolution on the happening of certain contingencies [Sec. 42]


Subject to contract between the partners, a firm is dissolved by


1.
the expiry of the term for which the firm was constituted;


2.
the completion of the particular adventure, or adventures, if the firm is constituted for the execution thereof;


3.
the death of a partner; and


4.
the adjudication of a partner as an insolvent.

2.1.4
Dissolution by notice of partnership at will [Sec. 43] 


Where a partnership is at will, the firm may be dissolved by any partner giving notice in writing to all the other partners of his intention to dissolve the firm.

2.2
Dissolution By Court


Under Sec. 44, the court may, at the suit of a partner dissolve the firm on the following grounds :


1.
Insanity of a partner.


2.
Permanent incapacity of a partner.


3.
Misconduct of a partner.


4.
Persistent breach of agreement.


5.
Transfer of interest by a partner.


6.
Business cannot be carried on except at a loss.


7.
Any other ground which is just and equitable.

3.
What happens when there is a dissolution of firm?


On dissolution of a firm, a partner has certain rights, such as, right to have the business wound up, right to have the debts of the firm settled out of the property of the firm, etc. On dissolution, there are certain liabilities of partners, such as liability for acts of partners done after dissolution.

4.
Distinction between Dissolution of partnership and partnership firm

	
	Dissolution of partnership
	Dissolution of firm

	1.
Meaning
	It is a change in partnership agreement.
	It is a discontinuation of business activities.

	2.
Books of accounts
	Books of accounts may not be closed.
	Books of accounts are closed.

	3.
Dissolution
	Dissolution of partnership does not mean dissolution of firm.
	Dissolution of firm necessarily implies dissolution of partnership.

	4.
Nature
	It is voluntary.
	It may be voluntary or compulsory.

	5.
Settlement of Assets and 

Liabilities
	Assets & Liabilities are revalued and revised Balance Sheet is drawn.
	Assets are realised and liabilities are paid off.

	6.
Court's Intervention
	Court does not intervene as partnership is dissolved by mutual agreement.
	A firm can be dissolved by the court order.

	7.
Economic Relationship
	Economic relationship between the  partners changes
	Economic relationship between the partners comes to an end.


5.
Settlement of Accounts


The mode of settlement of accounts between partners after the dissolution of a firm is determined by the partnership agreement. In the absence of any specific agreement between partners as to the mode of settlement of accounts on dissolution, the provisions of Sec. 48.49 and 55 apply. These provisions are as follows :

1.
Sale of goodwill : In settling the accounts of a firm after dissolution, the goodwill must be included in the assets and it may be sold either separately or along with other property of the firm.

2.
Sharing of deficiency : If the assets of the firm are not sufficient to pay off the liabilities of the firm, the partners shall share deficiency in the proportion in which they were entitled to share the profits. The order of application of assets to meet losses is :


a)
first out of profits,


b)
next out of capital, and


c)
lastly, if necessary, by the partners individually in the proportion in which they were entitled to share profits.

3.
Application of assets : The assets of the firm, including any sums contributed by the partners to make up losses or deficiencies of capital shall be applied in the following manner and order :


a)
In paying the debts of the firm to third parties.


b)
In paying to each partner rateably what is due to him from the firm for advances distinguished from capital.


c)
In paying to each partner rateably what is due to him on account of capital.


d)
The residue if any, is divided among the partners in the proportion in which they were entitled to share the profits.


If the assets are sufficient to pay (a) and (b) above, but insufficient to repay to each partner his full capital, the deficiency in the capital is to be borne by the partners in the proportion in which they are entitled to share profits.

4.
Firm Debts and Private Debts : As regards settlement of the debts of the firm out of the property of the firm, and of private debts of the partners out of their private property, the rules are :


a)
Debts of the firm are paid first out of property of the firm and if there is any surplus, it is distributed among the partners as explained above.


b)
Private debts of the partners are paid first out of the private estate of the partners and if there is a surplus and the liabilities of the firm exceed the assets of the firm, it is utilised towards the payment of the firm.

	Point of Difference
	Firm's Debts
	Private Debts

	1.
Who incurs the debt
	Firm incurs it.
	Partners incur it in their individual capacity.

	2.
Liability
	All partners are jointly and severally liable.
	Only the concerned partner is liable.

	3.
Firm's Property
	Firm's property applied first.
	Share of concerned partner in excess of firm's property over firm's debt can be applied.

	4.
Private Property
	For firm's debts, only the excess of partner's private property over his private debts can be applied.
	For private debts, private property shall be applied first.


6.
Accounting Procedure for solving the problem


Upto now, we have discussed only the legal aspects of dissolution of a firm. Let us now see how the accounting for dissolution is done :

	Step No.
	Transaction
	Accounting Entry

	I.
	Open the following accounts when a firm is dissolved

i)
Realisation Account

ii)
Partners' Capital Accounts (In columnar form)

iii)
Cash and Bank Account
	

	II.
	Transfer the assets to Realisation Account – Transfer the assets to Realisation Account at their respective book values. The entry will be :
	Debit Realisation A/c


Credit Assets A/c

	
	It should be noted that accumulated losses and fictitious assets should not be transferred to Realisation Account. They should be debited to partners' capital accounts. The entry will be :
	Debit Partners' Capital Accounts

(In Profit Sharing Ratio)


Credit Accumulated Losses A/c

Credit Fictitious Assets A/c

	
	Also, cash and bank balance should not be transferred to Realisation Account but a separate Cash and Bank Account should be opened to record the realisation of assets and payment of liabilities.
	

	III.
	Transfer the liabilities to Realisation Account – Liabilities should be transferred to Realisation Account at their respective book values. The entry will be :
	Debit Liabilities A/c


Credit Realisation A/c

	
	Distinction should be made between liabilities and accumulated profits. Accumulated profits such as general reserve, Profit & Loss Account etc. should be transferred to Partners' Capital Accounts. The entry will be :
	Debit Reserve / Profit & Loss A/c

Credit Partners' Capital A/cs

(In Profit Sharing Ratio)

	IV.
	Record sale / takeover of assets.
	

	
	i)
If assets are sold in the market, the entry will be :
	Debit Cash / Bank A/c,

Credit Realisation A/c

By the Sale Price

	
	ii)
If a partner takes over an asset, the entry will be :
	Debit Partner's Capital A/c,


Credit Realisation A/c

By the agreed price

	
	iii)
If the asset is given in full or part discharge of a liability, pass no entry for the same. The agreed value of asset should be deducted from the amount of liability and then the remaining liability should be paid off [Refer Step VI (i) below].
	

	V.
	Treat Goodwill as follows :

A.
If Goodwill is already appearing in the books :
	

	
	i)
Transfer to Realisation Account
	Debit Realisation A/c


Credit Goodwill A/c

	
	ii)
Sale for Cash
	Debit Cash A/c


Credit Realisation A/c

	
	iii)
Takeover by any partner
	Debit Partner's Capital A/c


Credit Realisation A/c

	
	B.
If Goodwill is not appearing in the books :
	

	
	i)
Sale for Cash
	Debit Cash A/c


Credit Realisation A/c

	
	ii)
Takeover by any partner
	Debit Partner's Capital A/c


Credit Realisation A/c

	VI.
	Record payment / takeover of liabilities.
	

	
	i)
If liabilities are discharged by cash payment, the entry will be:
	Debit Realisation A/c


Credit Cash & Bank A/c

By the amount paid

	
	ii)
If a partner takes over a liability, the entry will be :
	Debit Realisation A/c


Credit Partner's Capital A/c

By the agreed price

	
	iii)
If the liability is discharged in full or in part by giving an asset, no entry is passed for the same. The agreed values of asset should be deducted from the amount of liability and then the remaining liability should be paid off.
	

	VII.
	Record expenses of dissolution.
	

	
	If there are any expenses of realisation, record for their payment. The entry will be :
	Debit Realisation A/c


Credit Cash / Bank A/c

	
	If a partner pays the realisation expenses, or agrees to do dissolution for agreed remuneration the entry will be :
	Debit Realisation A/c


Credit Partner's Capital A/c

	VIII.
	Record commission payable to a partner : 

When a partner agrees to bear realisation expenses generally he is given a Commission. It may be based on assets realised, liabilities settled or amount finally payable to other partners. The entry for commission depends upon its treatment :
	

	
	a)
If treated as business expenses :
	Debit Realisation A/c


Credit Partner's Capital A/c

	
	b)
If treated as personal expenses :
	Debit Partner's Capital A/c

Credit Partner's Capital A/c

	
	If commission is payable by a partner on the amount finally received by him, it is normally treated as his personal expense and debited to his Capital Account and Credited to Capital Account of the partner entitled to receive the commission.
	

	IX.
	Transfer of drawings : 

If Drawings Account is appearing in the Balance Sheet, it is transferred to Capital Accounts.
	Debit Partner's Capital A/c

Credit Partner's Drawings A/c

	X.
	Find out the profit or loss on dissolution. Realisation Account is a nominal account. Thus, if its credit side is more than the debit side, there is a profit and if the debit side is more than the credit, there is a loss. Profit or loss on dissolution should be distributed among the partners in their profit sharing ratio.
	

	
	The entry for distribution of profit will be :
	Debit Realisation A/c


Credit Partners' Capital A/c

	
	The entry for loss will be :
	Debit Partner's Capital A/c

Credit Realisation A/c

	XI.
	Pay Partner's Loan / Advances :

If a Partner's Capital Account shows debit balance, his loan to Firm Account should be transferred to his Capital Account to the extent of debit balance and the balance, if any in his Loan Account should be paid off.
	Debit Partner's Loan A/c


Credit Bank A/c

	XII.
	Transfer the balance in Current Account to Partner's Capital Account :
	

	
	a)
In case there is a debit balance in Current Account
	Debit Partner's Capital A/c

Credit Partner's Current A/c

	
	b)
In case there is a credit balance in Current Account
	Debit Partner's Current A/c

Credit Partner's Capital A/c

	XIII.
	Settlement of Partners' Accounts. Find out the balances in Partners' Capital Accounts and settle the accounts. If there is a debit balance in Partner's Capital Account, he has to bring in cash. The entry will be :
	Debit Cash & Bank A/c


Credit Partner's Capital A/c

	
	If a partner has a credit balance in his Capital Account, cash should be paid to him. The entry will be :
	Debit Partner's Capital A/c

Credit Cash / Bank A/c



Notes :

1.
The cash and bank account must be closed after settlement of partners' accounts, i.e., there should be no balance left in this account.

2.
One more point to be noted here is that the accounting procedure detailed above, is where the partners are following fluctuating capital method. In fluctuating capital method, all the adjustments relating to partners are made in partners' capital accounts only. However, if the partners are following fixed capital method, all the adjustments relating to partners, viz., distribution of accumulated profits and losses, take-over of assets and liabilities, payment of dissolution expenses by a partner, distribution of profit or loss on dissolution etc., should be made in partners' current accounts. The balance in current accounts should be transferred to partners' capital accounts and then the accounts should be settled by paying off cash or bringing in cash, as the case may be.

5.
Treatment of Joint Life Policy and Joint Life Policy Fund : The amount of Joint Life Policy should be transferred to Realisation A/c on debit side and the amount of Joint Life Fund should be credited to Realisation A/c. Any amount realised should be credited to Realisation A/c.

6.
Treatment of Investment and Investment fluctuation fund : The amount of Investment should be debited to Realisation Account, Investment fluctuation fund should be credited to Realisation Account and the amount realised from Investment should be credited to Realisation Account.

7.
Realisation A/c

Proforma Realisation A/c



eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Sundry Assets :


By Sundry Liabilities :


Goodwill
xx


Creditors
xx


Land & Building
xx


Bills Payable
xx


Plant & Machinery
xx


Outstanding Expenses
xx


Furniture
xx


Loans
xx
xx

Stock
xx

By Joint Life Policy Fund

xx

Debtors
xx

By Bank A/c :

xx

Bills Receivable
xx


(Sale of  Assets



Joint Life Policy

xx

 recorded / unrecorded)



To Provision for Discount on 


By Partners' Capital A/c 
xx
      Creditor

xx

(Asset taken by a partner


To Bank A/c :

xx

recorded / unrecorded)


(Payment of Liabilities)



Provision for Doubtful Debt

xx
To Bank A/c

xx

Depreciation Fund

xx

(Payment of



Investment Fluctuation Fund

xx

Realisation Expenses)


By Partners' Capital A/c

xx
To Partner's Capital A/c

xx

(Assets taken by a 



(Liabilities agreed to be



 partner recorded / unrecorded)



discharged by a partner)


By Partners' Capital A/c

xx
To Partners' Capital A/c

xx

(Loss)

(Profit)

   -



   -



xx



xx

Fig. 7.1


Notes :

1.
Debtors should be transferred on debit side of Realisation Account at gross value and provision for Doubtful Debts should be transferred on credit side of Realisation Account.

2.
Provision for discount on creditors should be transferred to Realisation Account.

3.
The portion of fund which represents liability should be transferred to Realisation Account.

8.
Partner’s Capital Account

Partner’s Capital A/c



eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Bal. b/d
xx
By Bal. b/d
xx

(Opening Balance)


(Opening Balance)

To Partner’s Current A/c
xx
By Partner’s Current A/c
xx

(If appears on asset side)


(If appears on liability side)

To Realisation A/c
xx
By Undistributed Profit
xx

(Asset Taken Over)

By J.L.P Reserve
xx
To Realisation A/c
xx

(If J.L.P. does not appear on 


(Loss on Realisation)


      asset side)

To Bank A/c
xx
By Investment Fluctuation Fund
xx

(Refund)


(In case investment does not 





      appear on asset side)




By Workmen’s Compensation Fund 
xx




(In case there is no Claim)




By Realisation A/c
xx




(Liability Taken Over)




By Realisation A/c
xx




(Expenses Agreed to be Paid)




By Bank A/c
xx




(Capital Contributed)




By Realisation A/c
xx


  -

(Profit on Realisation)
  -


xx


xx

9.
Treatment of Certain Reserves

	Reserve
	Treatment

Transfer to Realisation A/c
	Transfer to Capital A/c

	1.
J.L.P. Reserve
	If JLP is appearing on the Asset side.
	If JLP is not appearing on the asset side.

	2.
Investment Fluctuation Reserve
	If it is appearing on asset side.
	If it is not appearing on the asset side.

	3.
Workmen Compensation Reserve
	Liability on Account of compensation.
	If there is no liability on Account of compensation.

	4.
Machinery Replacement Reserve
	If machinery is appearing on asset side.
	If machinery is not appearing on the asset side.

	5.
Reserve for Discount on Creditors.
	If creditors are appearing on liability side.
	If creditors are not appearing on liability side.

	6.
Contingency Reserve
	Not transferred to Realisation Account.
	Transferred to capital accounts of partners.

	7.
General Reserve
	Not transferred.
	Transferred to capital accounts of partners.



9.
Treatment of Realisation Expenses

	Mode of Payment
	Accounting Entry

	1.
Expenses paid by the firm.
	Realisation A/c
Dr.

To Bank A/c

	2.
Expenses paid by the partner on behalf of the firm.
	Realisation A/c
Dr.

To Partners' Capital A/c

	3.
Partner agreeing to do dissolution for remuneration.
	Realisation A/c
Dr.

To Partners' Capital A/c

	4.
Partner to bear expenses.
	No entry

	5.
Expenses paid by the firm on behalf of a partner who is to bear such expenses.
	Concerned Partners' Capital A/c
Dr.

To Bank A/c


Illustration : 1 (Take over of assets by partners)


Following is the Balance Sheet of Santosh and Rajesh who shared profits and losses in the ratio of 3 : 2.

Balance Sheet as at 31st December, 2012


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capitals :


Cash & Bank Balance
6,000
    Santosh
50,000

Furniture
30,000
    Rajesh
50,000
1,00,000
Investments
10,000
Reserve Fund

10,000
Machinery
70,000
Santosh's Loan

1,000
Debtors
7,000
Bills Payable

2,000
Creditors

   10,000

            -


1,23,000

1,23,000


The firm was dissolved on 31st December, 2012. 


The following information is available :


1.
Santosh took over the investments at eq \o(\s\do0(
)) 9,200.


2.
Cash realised from debtors eq \o(\s\do0(
)) 6,500; Machinery sold for eq \o(\s\do0(
)) 67,500.


3.
Rajesh agreed to take over furniture at eq \o(\s\do0(
)) 28,000 and agreed to meet the bills payable at eq \o(\s\do0(
)) 1,500.


4.
Dissolution expenses amounted to eq \o(\s\do0(
)) 1,400.


5.
Orders were paid eq \o(\s\do0(
)) 9,700 in full settlement.


Prepare the necessary accounts to close the books of the firm.

Solution 


In the Books of M/s Santosh and Rajesh

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets :


By Sundry Liabilities :

    Furniture
30,000

    Santosh's Loan
1,000
    Investments
10,000

    Bills Payable
2,000
    Machinery
70,000

    Creditors
10,000
13,000
    Debtors
  7,000
1,17,000
By Santosh's Capital A/c

To Rajesh's Capital A/c


    (Investments taken over)

9,200
    (Bills Payable Met)

1,500
By Rajesh's Capital A/c





    (Furniture taken over)

28,000

To Cash & Bank A/c


By Cash & Bank A/c

    (Payment of Creditors


   (Debtors & Machinery

       & Santosh's Loan)

10,700
    realised)

74,000
To Cash & Bank A/c


By Partners' Capital A/sc

     (Dissolution Exps.)

1,400
    (loss on dissolution)




    Santosh (3/5)
3,840


             -
    Rajesh (2/5)
2,560
     6,400


1,30,600


1,30,600

Dr.
Partners' Capital A/cs
Cr.


Particulars
Santosh
Rajesh
Particulars
Santosh
Rajesh


eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Realisation A/c
9,200
28,000
By Balance b/d
50,000
50,000
To Realisation A/c
3,840
2,560
By Reserve Fund
6,000
4,000
To Cash & Bank A/c
42,960
24,940
By Realisation A/c
          -
   1,500
    (Bal. Fig.)
56,000
55,500

56,000
55,500

Cash & Bank A/c



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d

6,000
By Realisation A/c

To Realisation A/c


    (Payment of Liabilities)

    (Assets Realised)


    Creditors
9,700
    Debtors
6,500

    Santosh's loan
1,000
10,700
    Machinery
67,500
74,000
By Realisation A/c




    (Dissolution Exps.)

1,400




By Partners' Capital A/cs




    (Cash Paid)




    Santosh
42,960


          -
    Rajesh
24,940
67,900


80,000


80,000

Illustration : 2 (Dissolution expenses paid by a partner, Take over of assets by partners)


Following is the Balance Sheet of A, B and C who shared profits and losses equally :

Balance Sheet as at 31st March, 2013



eq \o(\s\do0(
))

eq \o(\s\do0(
))
Capital Accounts :


Building

42,000
    A :
50,000

Plant & Machinery

23,000
    B :
20,000

    Debtors
40,000
    C :
  5,000
75,000
    Less : Provision for 

Creditors

50,000
         Doubtful Debts
2,000
38,000

Bills Payable

15,000
Investments

8,000
Outstanding Expenses

5,000
Stock

35,000
Loan from K

10,000
Bills Receivable

17,500
Loan from B

15,000
Bank Balance

500


             -
Profit & Loss A/c

     6,000


1,70,000


1,70,000


The firm was dissolved on the above date and the assets realised as under :


Building eq \o(\s\do0(
)) 48,000; Plant & Machinery eq \o(\s\do0(
)) 18,500; Stock eq \o(\s\do0(
)) 31,000; Debtors were allowed a discount of 10% and the balance amount was recovered. C took over the investments at eq \o(\s\do0(
)) 4,500 and A took over the bills receivable at 20% discount. B took over the bills payable at eq \o(\s\do0(
)) 13,000 and other liabilities were discharged at par, except creditors who allowed a discount of 5%. Dissolution expenses amounting to eq \o(\s\do0(
)) 8,000 were paid
by A.


Prepare the necessary accounts to close the books of the firm.

Solution




Dr.
In the Books of M/s A, B & C Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets


By Sundry Liabilities

    Building
42,000

    Creditors
50,000
    Plant & Machinery
23,000

    Bills Payable
15,000
    Debtors
40,000

    O/s Expenses
5,000
    Investments
8,000

    Loan from K
10,000
    Stock
35,000

    Loan from B
15,000
95,000
    Bills Receivable
17,500
1,65,500
By Provision for Doubtful Debts

2,000
To B's Capital A/c


By Bank A/c  (Assets Realised)

1,33,500
    (Bills Payable taken over)

13,000
By A's Capital Account

To Bank


    (Bills Receivable taken over)

14,000
    (Liabilities discharged)

77,500
By C's Capital A/c

To A's Capital A/c


    (Investments taken over)

4,500
    (Dissolution Exps.)

8,000
 By Partners' Capital A/sc




     (Loss on dissolution




    A :
5,000


 
    B :
5,000


            -
    C :
5,000
   15,000


2,64,000


2,64,000

Dr.
Partners' Capital A/c
Cr.


Particulars
A
B
C
Particulars
A
B
C


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Profit & Loss A/c
2,000
2,000
2,000
By Balance b/d
50,000
20,000
5,000
To Realisation A/c
14,000
–
4,500
By Realisation A/c
–
13,000
–
To Realisation
5,000
5,000
5,000
By Realisation A/c
8,000
–
–
To Bank
37,000
26,000
         -
By Bank
          -
          -
  6,500

58,000
33,000
11,500

58,000
33,000
11,500

Dr.
Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d

500
By Realisation A/c

To Realisation A/c


    (Liabilities Discharged)

    (Assets Realised)


    Creditors
47,500
    Building
48,000

    O/s Expenses
5,000
    Plant & Machinery
18,500

    Loan from K
10,000
    Stock
31,000

    Loan from B
15,000
77,500
    Debtors
36,000
1,33,500
By Capital A/sc



To C's Capital A/c


    (Amount paid off)

    (Amount brought in)

6,500
    A :
37,000


             -
    B :
26,000
   63,000


1,40,500


1,40,500


(Partner buying goodwill)

2.
Q, S and O, partners, share profits and losses as 2:2:1. Their Balance Sheet as at 31st December, 2012; is as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Creditors

3,000
Cash

2,000
General Reserve

5,000
Sundry Debtors
3,000

Capital Accounts :


    Less : Bad Debts

    Q
5,000

    Reserve
     300
2,700
    S
2,000

Stock

4,300
    O
1,000
8,000
Furniture & Fittings

2,000


         -
Goodwill

  5,000


16,000


16,000


The following information is available :



eq \o(\s\do0(
))

Book Debts Realised
2,500

Stock Sold
4,800

Furniture & Fittings Sold
1,900

Q agreed to buy the firm name and Goodwill
6,000

Creditors were paid in complete discharge
2,700

Expenses of dissolution
100


Show the Journal entries, Capital Accounts and Realisation Account.


[Ans. Profit on Realisation eq \o(\s\do0(
)) 1,400. Paid to – Q : eq \o(\s\do0(
)) 1,560; S : eq \o(\s\do0(
)) 4,560 and  O : eq \o(\s\do0(
)) 2,280; Cash Account Total  eq \o(\s\do0(
)) 11,200]

Illustration : 3 (Current accounts given, sale of asset to a company and receipt of Equity Shares)


A, B and C are partners sharing profits and losses in the ratio of eq \f(1,2) , eq \f(1,3) and eq \f(1,6)  respectively. Due to disputes amongst the partners, the firm was dissolved on 31st March, 2013 on which date the Balance Sheet of the firm stood as under :

Balance Sheet as at 31st March, 2013


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capital Accounts :


Cash on Hand
12,300
    A :
1,00,000

Building
1,20,000
    B :
1,60,000

Plant and Machinery
1,38,500
    C :
1,00,000
3,60,000
Debtors
91,250
Current Accounts :


Stock
90,300
    A :
17,375

Bills Receivable
24,800
    C :
  14,825
32,200
Deterred Advertisement

Bank Overdraft

84,000
    Expenditure
44,700
Creditors

48,000
B's Current A/c
23,150
Bills Payable

   20,800

            -


5,45,000

5,45,000


The dissolution was carried on as follows :


1.
A took over some of the debtors at eq \o(\s\do0(
)) 60,000 and agreed to settle the bills payable.


2.
B took over the Plant and Machinery at eq \o(\s\do0(
)) 1,20,000 and agreed to pay the creditors eq \o(\s\do0(
)) 45,200.


3.
C took over the stock at an allowance of  eq \o(\s\do0(
)) 6,000 and agreed to pay the dissolution expenses (which amounted to eq \o(\s\do0(
)) 3,750).


4.
Building was sold to a company for eq \o(\s\do0(
)) 1,60,000 who discharged the payment partly in cash and partly by the issue of 10,000 equity shares of eq \o(\s\do0(
)) 10 each at par. The remaining debtors realised 
eq \o(\s\do0(
)) 27,000 and bills receivables realised eq \o(\s\do0(
)) 22,000. The overdraft was cleared in full. Equity shares were taken over by A and B equally at the book value.


Show the necessary accounts to close the books of the firm.


(Calculations may be made to the nearest rupee.)

Solution


In the Books of M/s. A, B & C

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets


By Sundry Liabilities

    Building
1,20,000

    Creditors
48,000
    Plant & Machinery
1,38,500

    Bills Payable
20,800
68,800
    Debtors
91,250

By A's Current A/c

    Stock
90,300

    (Debtors taken over)

60,000
    Bills Receivable
   24,800
4,64,850
By B's Current A/c

To A's Current A/c 


    (Plants & Machinery taken over)

1,20,000
    (Bills Payable settled)

20,800
By C's Current A/c


To B's Current A/c (Creditors paid)

45,200
  (stock taken over)

84,300
To C's Current A/c


By Cash & Bank A/c

    (Dissolution Expenses Paid)

3,750
    (Assets Realised)

1,09,000

To Partners' Current A/c :


By Equity Shares in 

    (Profit on Realisation)


    Ltd. Co. (for Sale of Building)

1,00,000
    A : (1/2) :
3,750
    B : (1/3) :
2,500
    C : (1/6) :
1,250
     7,500


            -


5,42,100


5,42,100

Dr.
Partners' Current A/c
Cr.


Particulars
A
B
C
Particulars
A
B
C


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Balance b/d
–
23,150
–
By Balance b/d
17,375
–
14,825
To Deferred 





    Advertisement



By Realisation A/c
20,800
45,200
3,750
    Expenditure
22,350
14,900
7,450
By Realisation 

To Realisation A/c 
60,000
1,20,000
84,300
    A/c (Profit)
3,750
2,500
1,250
To  Shares in 



By Capital 

    Ltd. Co.
50,000
50,000
–
    Accounts :





    (Balance


            -
            -
          -
     transferred)
   90,425
1,60,350
71,925

1,32,350
2,08,050
91,750

1,32,350
2,08,050
91,750

Dr.
Partners' Capital A/cs
Cr.


Particulars
A
B
C
Particulars
A
B
C


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Current A/c
90,425
1,60,350
71,925
By Balance b/d
1,00,000
1,60,000
1,00,000
To Cash / Bank
9,575
–
28,075
By Cash / Bank
–
350
–

            -
             -
             -

            -
              -
            -

1,00,000
1,60,350
1,00,000

1,00,000
1,60,350
1,00,000

Dr.
Cash & Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d 
(Cash Balance)
12,300
By Balance b/d (Overdraft Balance)
84,000
To Realisation A/c


By A's Capital A/c

    (Assets Realised)


    (Cash Paid)
9,575
    Building
60,000

By C's Capital A/c

    Debtors
27,000

    (Cash Paid)
28,075
    Bills Receivables
22,000
1,09,000
To B's Capital A/c

    (Cash brought in)

        350

            -


1,21,650

1,21,650


Note : Deferred advertising expenditure is a fictitious asset which should be transferred to Partners' Capital Accounts in their profit sharing ratio. Take over of any liability should be debited to Realisation Account and credited to Partner's Capital Account.

10.
Accounting for Unrecorded Assets and Liabilities


Sometimes it may so happen that there are some assets or liabilities which are not recorded in the books, i.e. they do not appear in the Balance Sheet of the firm. For example, there may be some investments, which are totally written off the books because of fall in the market value, or there may be an item of furniture which has been depreciated fully but is still present physically, a contingent liability may become an actual liability just when the firm is dissolved etc. Since there is no account for such assets and liabilities the question of transferring them to realisation account does not arise but accounting must be done for sale / takeover of such assets and payment / takeover of such liabilities.


Following accounting treatment should be given :

1.
Assets Sold :


EQ \b\rc\}(\s(Debit Cash/Bank A/c,    Credit Realisation A/c)              )
By the amount realised.

2.
Asset Taken Over by Partner :


 EQ \b\rc\}(\s(Debit Partner's Capital A/c,    Credit Realisation A/c)          ) 
By the agreed value

3.
Liabilities Paid :


 EQ \b\rc\}(\s(Debit Realisation A/c,    Credit Cash/Bank A/c)             ) 
By the amount paid.

4.
Liabilities taken over by partners :


 EQ \b\rc\}(\s(Debit Realisation A/c,    Credit Partners' Capital A/c)     ) 
By the agreed value.


Note : If an unrecorded asset is given in satisfaction of an unrecorded liability, pass no entry at all.

Illustration : 4 (Comprehensive problem)


A, B and C were in partnership sharing profits in the ratio of 2:2:1. The Balance Sheet of the firm as on 31st December, 2012 was as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Creditors
40,000
Cash

2,150
Bills Payable
16,000
Bank

13,000
Loan from A's wife
12,000
Investments

20,000
B's Loan
25,000
Joint Life Policy

Investment Fluctuation Fund
2,000
    (at Surrender Value)

8,000
Joint Life Policy Fund
8,000
Stock

42,500
Reserve fund
15,000
    Debtors
22,700
Capitals :

    Less : Provision
    350
22,350
    A
80,000
Patent Rights

10,000
    B
80,000
Plant

40,000
    C
40,000
Building

1,30,000

            -
Goodwill

   30,000

3,18,000


3,18,000


On 1st January, 2013; the partners decided to dissolve their partnership on the basis of the following terms :


1.
Debtors realised eq \o(\s\do0(
)) 21,190; Stock eq \o(\s\do0(
)) 40,100; Plant eq \o(\s\do0(
)) 25,000; Building eq \o(\s\do0(
)) 1,50,000. Goodwill nil. Joint Life Policy was surrendered.


2.
50 per cent of the investments were taken over by A at 75 per cent of their book value. The remaining investments were taken up by B at the market value of 110 percent towards repayment of his loan in part.


3.
The firm had previously purchased some shares at eq \o(\s\do0(
)) 7,500 in a public limited company and had written them off as worthless. These shares were taken over by C at eq \o(\s\do0(
)) 4,000.


4.
A  creditor for  eq \o(\s\do0(
)) 10,000 accepted  patent  rights at  a  discount of 20  percent and  eq \o(\s\do0(
)) 1,000 in cash in satisfaction of his claim. Another creditor for eq \o(\s\do0(
)) 10,000 was taken over by B at eq \o(\s\do0(
)) 9,500. Remaining creditors were paid at eq \o(\s\do0(
)) 19,100.


5.
A promised to pay his wife's loan.


6.
Bills payable were due on average basis one month after 31st December. They were paid off on 31st December at a discount of 12 percent p.a.


7.
There was one unrecorded asset estimated at eq \o(\s\do0(
)) 7,600 half of which was handed over to a creditor (not recorded in books) in settlement of his claim of eq \o(\s\do0(
)) 5,000 and the remaining half was sold in the market at eq \o(\s\do0(
)) 2,200.


8.
B was to look after the dissolution for which he was to be paid eq \o(\s\do0(
)) 5,000 subject to the condition that he bore all the realisation expenses which came to eq \o(\s\do0(
)) 3,800. The remuneration was paid on cash.


You are required to prepare :


a)
Realisation Account,


b)
Bank Account,


c)
Partners' Capital Accounts, and


d)
B's Loan Account.

Solution 


In the Books of M/s A, B & C

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets


By Sundry Liabilities

    Investments
20,000

    Bills Payable
16,000

    Joint Life Policy
8,000

    Loan from A's Wife
12,000
28,000
    Stock
42,500

    Joint Life Policy Fund
8,000

    Debtors
22,700

    Investment Fluctuation 

    Patent Rights
2,000

        Fund
2,000

    Plant
40,000

    Creditors
  2,400
12,400
    Building
1,30,000

By Provision on Debtors

350

    Goodwill
   30,000
2,95,200
By Cash / Bank A/c

To A's capital A/c


    (Assets Realised)

2,44,290
    (Wife's loan taken over)

12,000
By A's Capital A/c

To Cash / Bank A/c


    (Investments taken over)

    (Bills Payable Paid)

15,840
    eq \b(20\,000  ´  \f(50,100)  ´  \f(75,100))

7,500
To Cash / Bank A/c


By B's Loan A/c

    (Remuneration to B)

5,000
    (Investments taken over)




    eq \b(20\,000  ´  \f(50,100)  ´  \f(110,100))

11,000



By C's Capital A/c




    (Unrecorded Shares taken over)

4,000



By Bank A/c




    (Sale of Unrecorded Asset)

2,200



By Partners' Capital Accounts




    (Loss on Dissolution)




    A : (2/5)
7,320



    B : (2/5)
7,320


            -
    C : (1/5)
  3,660
    18,300


3,28,040


3,28,040

Dr.
Creditors A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Patents
8,000
By Balance b/d
40,000
To Cash
1,000

To B's Capital
9,500

To Cash
19,100
 
To Realisation A/c
  2,400

         -

40,000

40,000

Dr.
Patents A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
10,000
By Creditors
8,000

         -
By Realisation A/c
  2,000

10,000

10,000

Dr.
Partners' Capital A/cs
Cr.


Particulars
A  (eq \o(\s\do0(
)))
B  (eq \o(\s\do0(
)))
C  (eq \o(\s\do0(
)))
Particulars
A  (eq \o(\s\do0(
)))
B  (eq \o(\s\do0(
)))
C  (eq \o(\s\do0(
)))

To Realisation A/c
7,500
–
–
By Balance b/d
80,000
80,000
40,000
    (Investments 



By Reserve 

     taken over) 



    Fund
6,000
6,000
3,000
To Realisation A/c 
–
–
4,000
By Creditors A/c

    (Unrecorded Shares



   (Credit taken over)
-
9,500
-
     taken over)



By Realisation A/c
12,000
–
–
To Realisation A/c (Loss)
7,320
7,320
3,660
   (Loan taken over)

To Cash/Bank A/c






    (Accounts settled)
83,180
88,180
35,340

         -
          -
         -

98,000
95,500
43,000

98,000
95,500
43,000

Dr.
Cash & Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d


By Creditors A/c

    Cash
2,150

    (1,000+19,100)

20,100
    Bank
13,000
15,150
By Realisation A/c

To Realisation A/c


    (Bills Payable Paid 

    (Assets Realised)


    less Discount)

    Debtors
21,190

    (16,000 – 160)

15,840
    Stock
40,100

By Realisation A/c

    Plant
25,000

    (Remuneration to B)

5,000
    Building
1,50,000

By B's Loan A/c

14,000
    Joint Life Policy
     8,000
2,44,290
By Partners' Capital Accounts :

To Realisation A/c


        A
83,180
    (Sale of Unrecorded Asset)

2,200
        B
88,180


            -
        C
35,340
2,06,700


2,61,640


2,61,640

Dr.
B's Loan A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Realisation A/c 

By Balance B/d
25,000
    (Investments taken over

    in part repayment)
11,000
To Cash/Bank A/c
14,000

          -

25,000

25,000


Explanatory Note :

1.
Investments
eq \o(\s\do0(
))
20,000

Less : Taken over by A
eq \o(\s\do0(
))
10,000
at eq \o(\s\do0(
)) 7,500


Remaining Investments
eq \o(\s\do0(
))
10,000
taken by B at eq \o(\s\do0(
)) 11,000

2.
Creditors
eq \o(\s\do0(
))
40,000

Less : Accepted Patents
eq \o(\s\do0(
))
  8,000




eq \o(\s\do0(
))
32,000

Less : Taken over by B
eq \o(\s\do0(
))
  9,500


Remaining Creditors
eq \o(\s\do0(
))
22,500

Less paid
eq \o(\s\do0(
))
20,100

Loss
eq \o(\s\do0(
))
2,400
3.
Patents
eq \o(\s\do0(
))
10,000

Less : Taken by Creditors
eq \o(\s\do0(
))
8,000


Realisation
eq \o(\s\do0(
))
2,000
4.
'A' promised to pay his wife's loan should be debited to Realisation Account and credited to A's Capital Account.

5.
Discount on Bills Payable 12% of 16,000 for one month eq \o(\s\do0(
)) 160.

6.
Once eq \o(\s\do0(
)) 5,000 is paid to B as remuneration eq \o(\s\do0(
)) 3,800 should not be recorded.

11.
DISSOLUTION UNDER INSOLVENCY SITUATION

Insolvency of a firm

Meaning


The firm is said to be insolvent when its assets including the surplus (excess of private assets over private debts) are inadequate to meet the firm's liabilities.

Effect 


The effect of insolvency is the creditors cannot be paid in full. An unpaid creditor represents the partners capital deficiencies borne by the creditors.

Transfer of Creditors to Realisation A/c


Creditors are not transferred to realization A/c if the loss on realization is decided before payment to creditors.

Procedure:


When creditors are not transferred to Realisation A/c.

1.
Prepare Cash A/c/Bank A/c to find out cash available to creditors.

2.
Prepare Realisation A/c as usual without transfer of creditors to Realisation A/c and transfer profit/loss on Realisation A/c to partners' capital accounts in the profit sharing ratio.

3.
Prepare creditor A/c to find out unpaid credit balance and transfer it to deficiency A/c credit side.

4.
Prepare partners' capital accounts to find out the debit balance and transfer it to debit side of deficiency A/c.

When creditors are transferred to Realisation A/c


When the loss on Realization is to be determined after considering the payment to creditors, all the partners are insolvent and a partner can bring only a proportion of what is due from him. It should be solved by algebric equation.

Steps


1.
Consider the amount to be brought in by that partner be 'X'


2.
Prepare Cash A/c after considering 'X' as a receipt on its debit side to ascertain the amount available for all outside creditors.


3.
Draw Realization A/c to find out the share of loss on Realisation of that partners.


4.
Draw Capital A/c of that partner to ascertain total amount due from him.


5.
Find out the value of 'X' by algebric equation.


6.
 Prepare Cash A/c to find out Cash available for creditors.


7.
Prepare Reaslisation A/c in the usual manner and transfer its profit/loss to capital accounts of all the partners in the profit sharing ratio.


8.
Draw capital accounts in the usual manner.

Illustration : 5 (Contingency Reserve given, payment of creditors at a discount)


A, B and C are partners sharing profits and losses in the proportion of  EQ \f(1,2) , EQ \f(1,3) and EQ \f(1,6) respectively. They decide to discontinue the business and dissolve partnership on 1st January, 2013 on which date the Balance Sheet of the firm was as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capital :


Premises
25,650
    A
20,000

Machinery
10,800
    B
12,000
32,000
Stock
8,420
Contingency Reserve

6,000
Sundry Debtors
15,830
Sundry Creditors

20,260
Bills Receivable
850
Bank Loan

5,120
C's Account
1,250


          -
Cash at Bank
     580


63,380

63,380


The assets realised the following amounts :


Premises eq \o(\s\do0(
)) 15,500; Machinery eq \o(\s\do0(
)) 8,000; Stock eq \o(\s\do0(
)) 9,300; Debtors eq \o(\s\do0(
)) 14,630; Bills Receivable eq \o(\s\do0(
)) 850. The goodwill was sold for eq \o(\s\do0(
)) 2,500.


Discounts amounting to eq \o(\s\do0(
)) 320 were allowed by creditors while paying their claims. The expenses of realisation amounted to eq \o(\s\do0(
)) 450.


During the course of dissolution, a liability under an action for damages was settled for eq \o(\s\do0(
)) 12,000 against eq \o(\s\do0(
)) 10,000 provided in the books of the firm.


Prepare the accounts necessary to show the result of realisation and the cash distribution among the partners.

Solution 


In the Books of M/s A, B & C

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Premises A/c

25,650
By Sundry Creditors A/c

20,260
To Machinery A/c

10,800
By Bank Loan A/c

5,120
To Stock A/c

8,420
By Bank A/c :

To Sundry Debtors A/c

15,830
    Premises
15,500
To Bills Receivable A/c

850
    Machinery
8,000
To Bank A/c :


    Stock
9,300
    Creditors
21,940

    Debtors
14,630
    (20,260 + 2,000 – 320)


    Bills Receivable
850
    Bank Loan
   5,120
27,060
    Goodwill
   2,500
50,780
To Bank A/c

450
By Realisation Losses transferred

     (Realisation Expenses)


    to Partners' Capital Accounts :




    A  EQ \b(\l(12,900)  (  \f(1,2))
6,450




    B  EQ \b(\l(12,900)  (  \f(1,3))
4,300


          -
    C   EQ \b(\l(12,900)  (  \f(1,6))
 2,150
 12,900


89,060


89,060

Dr.
Partner's Capital A/cs
Cr.


Particulars
A
B
C
Particulars
A
B
C


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Balance b/d
–
–
1,250
By Balance b/d
20,000
12,000
–
To Realisation A/c
6,450
4,300
2,150
By Contingency

    (Loss on



    Reserve A/c
3,000
2,000
1,000
     Realisation)



By Bank A/c
–
–
2,400
To Bank A/c (Final
16,550
9,700
-
    (Cash brought

    payment made)



     in for meeting


         -
          -
        -
     the deficit)
         -
         -
        -

23,000
14,000
3,400

23,000
14,000
3,400

Dr.
Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d

580
By Realisation A/c :


To Realisation A/c :


    Creditors
21,940 

    Premises
15,500

    Bank Loan
  5,120
27,060
    Machinery
8,000

By Realisation A/c

450
    Stock
9,300

    (Realisation expenses)

    Debtors
14,630

By A's Capital A/c

16,550
    Bills Receivable
850

    (Final Payment made)

    Goodwill
  2,500
50,780
By B's Capital A/c

9,700
To C's Capital A/c

2,400
    (Final Payment made)

    (Amount Brought in by C)

          -


          -


53,760


53,760


Explanatory Note :


i)
Claim for damages settled for eq \o(\s\do0(
)) 12,000 against eq \o(\s\do0(
)) 10,000, eq \o(\s\do0(
)) 2,000 should be paid.


ii)
Contingency Reserve should be distributed among the partners in their profit sharing ratio.

Illustration : 6 (Unrecorded Liability for purchase of goods and insolvency of one partner)


P, Q and R are partners sharing profits and losses in the proportion of one half, one third and one sixth respectively. The partnership was dissolved on 31st March, 2013 on which date the Balance Sheet of the firm was as under :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
P's Capital
8,415
Sundry Assets
6,750
Q's Capital
5,916
Sundry Debtors
3,415
Reserves
3,600
Bills Receivable
2,518
Sundry Creditors
14,982
Stock
4,516


R's Account
12,500

         -
Cash on Hand
  3,214

32,913

32,913


The lives of the partners were insured severally for : 


P eq \o(\s\do0(
)) 10,000. Q  eq \o(\s\do0(
)) 5,000 and R eq \o(\s\do0(
)) 6,000. 


The premiums were charged to the Profit & Loss Account. On the date of the dissolution, the surrender value of each of the policies was 30% of the sum assured. P took over his policy, but the policies of Q and R were surrendered. In the course of realisation it was found :


a)
That a liability of eq \o(\s\do0(
)) 1,500 for purchase of goods in 2012-13 had  been omitted from the balance sheet and that the goods had been included in the value of stock.


b)
That bills receivable amounting to eq \o(\s\do0(
)) 3,500 which were discounted by the firm were dishonoured and proved to be valueless. The firm pays the amount to the bank.


c)
P agreed to take over the goodwill of the firm at eq \o(\s\do0(
)) 2,500. The bills receivable were retired by the acceptors for eq \o(\s\do0(
)) 2,400. The remaining assets realised eq \o(\s\do0(
)) 10,399. The expenses of realisation amounted to  eq \o(\s\do0(
)) 600. R is insolvent, but his estate paid eq \o(\s\do0(
)) 2,100. 


Prepare the final accounts of the partners closing the books of the firm and show the results of the dissolution.

Solution 


In the Books of M/s P, Q, R
Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets A/c

6,750
By Sundry Creditors A/c

14,982
To Sundry Debtors  A/c

3,415
By Cash A/c :

To Bills Receivable A/c

2,518
By Q's life policy


To Stock A/c

4,516
    EQ \b(5\,000    \f(30,100))
1,500
To Cash A/c


    R's life policy

    Creditors (including the


    EQ \b(6\,000    \f(80,100))
1,800
    amount omitted from 


    Bills Receivable
2,400
    the Balance Sheet)


    Remaining assets
10,399
16,099
    (14,982  + 1,500)
16,482

By P's Capital A/c : 

    Liability on 


    P's life policy
3,000
    dishonoured bill
   3,500
19,982
    EQ \b(\l(10,000)    \f(30,100))

To Cash A/c

600
    Goodwill
2,500
5,500
    (Realisation Expenses)


By Losses on Realisation 




    transferred to Partners'




    capital accounts :




    P  EQ \b(1\,200    \f(1,2))
600



    Q EQ \b(1\,200    \f(1,3))
400


          -
    R  EQ \b(1\,200    \f(1,6))
200
   1,200


37,781


37,781

Dr.
Partner's Capital Accounts
Cr.



P
Q
R

P
Q
R


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Balance b/d
-
-
12,500
By Balance b/d
8,415
5,916
-
    Realisation A/c
5,500
-
-
By Reserve A/c
1,800
1,200
600
    (Assets taken 



By Cash A/c
-
-
2,100
     over by P)



By P's Capital A/c


6,000
To Realisation A/c 
600
400
200
    (P's share of R's 
-
-

    (Loss on 



    deficiency)  

    Realisation)



By Q's Capital A/c


4,000
To R's Capital
6,000
4,000
-
    (Q's Share  of 

    (R's deficiency)



    R's deficiency)
-
-

To Cash A/c
-
2,716
-
By  Cash A/c
1,885
-
-
    (Final payment 



    (Amount

    made)



     brought in for 


         -
        -
          -
    the final deficit)
         -
        -
          -

12,100
7,116
12,700

12,100
7,116
12,700

Dr.
Cash A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d

3,214
By Realisation A/c :

To Realisation A/c :


    Creditors
16,482
    Q's Policy
1,500

    Liability on dishonoured

    R's Policy
1,800



    Bills Receivable
2,400

        discounted bill
  3,500
19,982
    Remaining Assets
10,399
16,099
By Realisation A/c

600
    (Cash brought towards 


    (Realisation Expenses paid)


    his share of realisation loss)


By Q's Capital A/c

2,716
To R's Capital A/c

2,100
    (Final payment made)

    (Cash brought by R from his estate)



To P's Capital A/c

1,885

    (Cash brought by P for 

    his final debit balance)

         -


         -


23,298


23,298


Note : Deficiency of 'R' is shared by P and Q in their profit sharing ratio.

Illustration : 7 (Insolvency of all the partners)


A, B and C were carrying on business sharing profits and losses equally. Their Balance Sheet on 
31st December, 2012 stood as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors :
40,000
Cash
1,000
A's Loan
10,000
Stock
24,000
Capital Accounts :

Debtors
20,000
    A
5,000
Furniture
3,000
    B
  3,000
Capital Account : C
10,000

58,000

58,000


Owing to the inability to meet the demands of the creditors, the firm is dissolved. B and C cannot pay anything, whereas A can contribute only eq \o(\s\do0(
)) 1,500 from his private estate. The assets were realised as follows :


Stock eq \o(\s\do0(
)) 15,000. Debtors  eq \o(\s\do0(
)) 14,000. Furniture eq \o(\s\do0(
)) 1,000. Expenses amounted to eq \o(\s\do0(
)) 1,000.


Show the Realisation Account, Cash Account, Sundry Creditors' Account, Profit & Loss Account and Capital Accounts of the partners.

Solution


Note
:
"B and C cannot pay anything, whereas A can contribute only eq \o(\s\do0(
)) 1,500 from his private estate" means that all the partners of the firm have become insolvent.




As all the partners of the firm have become insolvent, the firm is not able to pay off its liabilities fully.


In the Books of M/s A, B & C

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Stock A/c
24,000
By Cash A/c :

To Debtors A/c
20,000
    Stock
15,000
To Furniture A/c
3,000
    Debtors
14,000
To Cash A/c
1,000
    Furniture
  1,000
30,000
    (Realisation Expenses)

By Loss on Realisation



    transferred to Partners'



    Capital Accounts :



        A
6,000


        B
6,000

         -
        C
6,000
18,000

48,000


48,000

Dr.
A's Capital A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Realisation A/c (Losses)
6,000
By Balance b/d
5,000
To Deficiency Account
10,500
By A's Loan A/c
10,000


    (Transfer of A's Loan A/c 



    to his Capital Account)



By Cash A/c
1,500

          -
    (Cash brought in by him)
         -

16,500

16,500

Dr.
B's Capital A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Realisation A/c (Losses)
6,000
By Balance b/d
3,000

        -
By Deficiency A/c
3,000

6,000

6,000

Dr.
C's Capital A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
10,000
By Deficiency A/c
16,000
To Realisation  A/c (Losses)
  6,000

         -

16,000

16,000

Dr.
Cash A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d

1,000
By Realisation A/c
1,000
To Realisation A/c :


    (Realisation Expenses)

    Stock
15,000

By Creditor's A/c
31,500
    Debtors
14,000

    (Balance of cash available 


    Furniture
   1,000
30,000
    paid to creditors directly)

To A's Capital A/c


    (Cash brought in by him)

  1,500

          -


32,500

32,500


Dr.
Creditor's A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Cash A/c
31,500
By Balance b/d
40,000
    (Cash paid to Creditors)

To Deficiency A/c
  8,500

          -

40,000

40,000


Dr.
Deficiency A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To B's Capital A/c
3,000
By A's Capital A/c
10,500
    (Balance transferred from

    (Balance transferred)

    B's Capital A/c)

By Creditors A/c
8,500
To C's Capital A/c
16,000
    Balance transferred 

    (Balance transferred from

    from (Creditor's A/c)

    C's Capital A/c)
          -

          -

19,000

19,000

Illustration : 8 (Insolvency of all partners)


X, Y and Z are equal partners whose Balance Sheet on 31st December, 2012 is as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

10,000
Cash in hand 
100
    Xs Loan

2,000
Stock
1,600
Capital Accounts :


Debtors
2,000
    X
1,600

Plant and Machinery
4,000
    Z
1,000
2,600
Furniture and Fittings
1,600



Land and Buildings
4,000


         -
Y's Capital 
  1,300


14,600

14,600


Due to lack of liquidity and weak financial position of the partners the firm is dissolved X and Z are not able to contribute anything and sum of  eq \o(\s\do0(
)) 400 is received from Y. All of them are declared insolvent. 


The assets are realised : Stock eq \o(\s\do0(
)) 1,000. Plant & Machinery eq \o(\s\do0(
)) 2,000. Furniture and Fittings eq \o(\s\do0(
)) 400. Land and Building eq \o(\s\do0(
)) 1,600. Debtors eq \o(\s\do0(
)) 1,100 only. Realisation expenses amounted to eq \o(\s\do0(
)) 100. 


You are required to close the firm books.

Solution

In the Books of M/s. X, Y and Z 
Realisation A/c



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets :


By Cash A/c :

    Stock
1,600

    Stock
1,000

    Debtors
2,000

    Plant & Machinery
2,000
    Plant & Machinery
4,000

    Furniture & Fittings
400
    Furniture & Fittings
1,600

    Land & Building
1,600
    Land & Building
4,000
13,200
    Debtors
1,100
6,100
To Cash A/c

100
By Loss on Realisation transferred

    (Realisation Expenses)


 to Partner's Capital A/c :




        X
2,400



        Y
2,400


         -
        Z
2,400
  7,200


13,300


13,300

Sundry Creditors A/c



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Cash A/c
6,500
By Balance b/d
10,000
To Deficiency A/c 

    (Balance transferred)
  3,500

         -

10,000

10,000

Cash A/c



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
100
By Realisation A/c
100
To Realisation A/c
6,100
By Sundry Creditors
6,500
To Y's Capital
   400
    (Available Cash Paid)
        -

6,600

6,600


Partner's Capital A/c



X
Y
Z

X
Y
Z


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Balance b/d

1,300

By Bal. b/d
1,600

1000
To Realisation A/c
2,400
2,400
2,400
By X's Loan A/c
2,000
To Deficiency A/c
1,200


By Cash A/c

400


       -
       -
       -
By Deficiency A/c
       -
3,300
1,400

3,600
3,700
2,400

3,600
3,700
2,400


Deficiency A/c


eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Y's Capital
3,300
By Sundry Creditors A/c
3,500
To Z's Capital
1,400
By X's Capital A/c
1,200

4,700

4,700

Illustration : 9 (Insolvency of one partner, Creditors' claim reduced)


Udit, Kumar and Sonu were partners in a firm sharing profits and losses in the ratio of 3 : 2 : 1. They decided to dissolve the firm when the state of affairs was as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors
14,500
Bank
4,700
Udit's Loan Account
9,000
Sundry Debtors
18,300
Capital Account :

Stock
14,700
    Udit
25,000
Investment
8,500
    Kumar
12,500
Furniture & Fixtures
2,000


Machinery
11,000

          -
Capital Account : Sonu
  1,800

61,000

61,000


Investment was fully taken by Udit in full settlement of his loan. The other assets except Cash at Bank realised eq \o(\s\do0(
)) 47,100. The expenses for dissolution was eq \o(\s\do0(
)) 600. A dispute with a creditor was settled reducing his claim by eq \o(\s\do0(
)) 200. Sonu was declared insolvent and 25 p. in the rupee was recovered from his estate.


Prepare Realisation Account, Bank Account and Capital Accounts of the partners to close the books of the firm. 


As per the partnership deed :


a)
the decision in Garner V/s Murray is excluded,


b)
any deficiency on the insolvency of a partner is to be borne by the solvent partners in the profit sharing ratio.

Solution

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets :


By Sundry Liabilities :

    Sundry Debtors
18,300

    Creditors
14,500
    Stock
14,700

By Udit's Loan A/c
500
    Furniture
2,000

By Cash/Bank A/c
47,100
    Machinery
11,000
46,000


To Cash / Bank A/c (Creditors)

14,300

To Cash / Bank A/c (Expenses)

600

To Realisation Profit :


    Udit (3/6)
600

    Kumar (2/6)
400

    Sonu (1/6)
200
   1,200

          -


62,100

62,100

Dr.
Partner's Capital A/c
Cr.



Udit
Kumar
Sonu

Udit
Kumar
Sonu


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Balance b/d


1,800
By Balance b/d
25,000
12,500

To Sonu's 





    Capital A/c
720
480

By Realisation A/c
600
400
200
To Cash / 



By Cash/Bank A/c


400
Bank A/c
24,880
12,420

By Udit's Capital A/c


720




By Kumar's 


480

         -
         -
        -
    Capital A/c
         -
         -
        -

25,600
12,900
1,800

25,600
12,900
1,800


Dr.
Cash / Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
4,700
By Realisation A/c
600
To Realisation A/c
47,100
By Realisation A/c
14,300
To Sonu's Capital A/c
400
By Udit's Capital A/c
24,880
  

By Kumar's Capital A/c
12,420

          -

          -

52,200

52,200


Dr.
Udit's Loan A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Investment A/c
8,500
By Balance b/d
9,000
To Realisation A/c
   500

        -

9,000

9,000


Dr.
Investment A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
8,500
By Udit's Loan A/c
8,500

8,500

8,500


[image: image238.wmf]
1.
The deficiency on the insolvency of Sonu (eq \o(\s\do0(
)) 1,200) is borne by Udit and Kumar as per the term of the partnership deed.

2.
Amount recoverable from Sonu is eq \o(\s\do0(
)) 1,600 (1,800 – 200). He pays 25% of  eq \o(\s\do0(
)) 1,600 =  eq \o(\s\do0(
)) 400.

Illustration : 10 (Insolvency of a Partner, Contingent liability matured)


A, B and C are partners sharing profits in the ratio of 2 : 2 : 1. Their balance sheet on 31st December, 2012, the date of dissolution, was as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capitals :

Assets :

    A
7,000
    Fixed
21,000
    B
3,000
    Current
2,000
    C
1,000
Current Account :

Current Accounts :

    C
3,000
    A
2,000


    B
1,000


Reserve Account
2,000


Creditor
10,000

         -

26,000

26,000


All assets, leaving eq \o(\s\do0(
)) 500 out of current assets which constituted bank balance, realised eq \o(\s\do0(
)) 8,000. C is unable to bring his share of loss and is declared insolvent. On the date of dissolution, it was found that a contingent liability in respect of a bill discounted eq \o(\s\do0(
)) 800 has matured and firm recovered only eq \o(\s\do0(
)) 200 from the acceptor of the bill. This amount is not included in eq \o(\s\do0(
)) 8,000 above. Realisation expenses amounted to eq \o(\s\do0(
)) 100. Close the books of the firm.


The Partnership deed provides that : (a) the decision in Garner V/s Murray is excluded (b) any deficiency on the insolvency of a partner is to be borne by the solvent partners in their profit sharing ratio.

Solution

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets :


By Sundry Liabilities :

    Fixed Assets
21,000

    Creditors

10,000
    Current Assets
    1,500
22,500
By Cash / Bank A/c

    (Excluding Cash)


    (Assets)

8,000
To Cash / Bank A/c 


By Realisation Loss : 

    (Expenses)

100
    A
2,080

To Cash / Bank A/c

600
    B
2,080

    (Contingent Liability)

         -
    C
  1,040
  5,200


23,200


23,200


Dr.
Partner's Capital A/c
Cr.



A
B
C

A
B
C


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Current A/c


3,000
By Balance b/d
7,000
3,000
1,000
To Realisation A/c
2,080
2,080
1,040
By Current A/c
2,000
1,000

To C's Capital A/c
1,320
1,320

By Reserve A/c
800
800
400
To Cash/Bank A/c
6,400
1,400

By A's Capital A/c


1,320

       -
       -
       -
By B's Capital A/c
       -
       -
1,320

9,800
4,800
4,040

9,800
4,800
4,040


Dr.
Cash A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
500
By Realisation A/c
100
To Realisation A/c
8,000
By Realisation A/c
600


By A's Capital A/c
6,400
  
        -
By B's Capital A/c
1,400

8,500

8,500

Illustration : 11 (Take over of asset by a partner)


Following is the Balance Sheet of Sumit and Amit who shared profits and losses in the ratio of  3 : 2.

Balance Sheet as at 31st December, 2012


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capitals :


Cash  at Bank
6,000
    Sumit
50,000

Furniture
30,000
    Amit
50,000
1,00,000
Investments
10,000
Reserve Fund

10,000
Machinery
70,000
Sumit's Loan

1,000
Debtors
7,000
Bills Payable

2,000


Creditors

   10,000

            -


1,23,000

1,23,000


The firm was dissolved on 31st December, 2012. 


The following information is available :


1.
Sumit took over the investments at eq \o(\s\do0(
)) 9,200.


2.
Cash realised from Debtors eq \o(\s\do0(
)) 6,500; Machinery sold for eq \o(\s\do0(
)) 67,500.


3.
Amit agreed to take over Furniture at eq \o(\s\do0(
)) 28,000 and agreed to meet the Bills Payable at eq \o(\s\do0(
)) 1,500.


4.
Dissolution expenses amounted to eq \o(\s\do0(
)) 1,400.


5.
Creditors were paid eq \o(\s\do0(
)) 9,700 in full settlement.


Prepare the necessary accounts to close the books of the firm.

Solution 


M/s. Sumit & Amit
Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets :


By Sundry Liabilities :

    Furniture
30,000

    Bills Payable
2,000

    Investment
    10,000

    Creditors
10,000
12,000
    Machinery
70,000

By Sumit's Capital A/c

9,200
    Debtors
   7,000
1,17,000
    (Investment Taken Over)



To Amit's Capital A/c (Bills Payable)
1,500
By Cash / Bank A/c :

To Cash / Bank A/c 

1,400
    Debtors
6,500

     (Dissolution Expenses)


    Machinery
67,500
74,000
To Cash / Bank A/c 


By Amit's Capital A/c

28,000
    (Creditors)

9,700
    (Furniture Taken Over)





By Realisation Loss :





    Sumit (3/5)
3,840



            -
    Amit (2/5)
   2,560
     6,400


1,29,600


1,29,600

Dr.
Sumit's Loan A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Cash / Bank A/c
1,000
By Balance b/d
1,000

1,000

1,000

Dr.
Cash/Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
6,000
By Realisation A/c
1,400
To Realisation A/c
74,000
By Realisation A/c
9,700


By Sumit's Loan A/c
1,000


By Sumit's Capital A/c
24,940

         -
By Amit's Capital A/
42,960

80,000

80,000

Illustration : 12 (Private estate and private liability given)


X, Y, Z are in partnership sharing profits & losses in the ratio of 2 : 3 : 5. Their Balance Sheet as on 30th September, 2013 is given below, when they decided to dissolve.

Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capital :


Plant & Machinery
50,000
    X
30,000

Sundry Debtors
2,00,000
    Y
40,000

Advance to X
20,000
    Z
30,000
1,00,000
Profit & Loss A/c (Balance)
80,000
Trade Creditors

1,20,000
Cash
10,000
Loan from Z (Advance on 1.10.2012)
20,000


Loan from Bank

1,20,000

            -


3,60,000

3,60,000


You ascertain that the balance in Profit & Loss Account is prior to charging interest. Plant and Machinery and Debtors realised eq \o(\s\do0(
)) 2,00,000. X's private estate which was valued at eq \o(\s\do0(
)) 70,000 has liability thereon for eq \o(\s\do0(
)) 30,000. The private estate realised only eq \o(\s\do0(
)) 40,000.  Y is insolvent. Z can pay only 50 paise in the rupee of what is payable on his loan account to the partnership.


Show Realization Account, Cash Account and Partners' Capital Accounts. All entries relating to dissolution are to be passed through Realization Account and the profit or loss on realization is to be determined after considering the amount ultimately paid to the creditors.

Solution 

Dr.
In the Books of M/s. X, Y & Z Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Plant & Machinery A/c
50,000
By Trade Creditors A/c

1,20,000
To Sundry Debtors A/c
2,00,000
By Assets realized

2,00,000
To Cash A/c :
1,20,000
By Loan from Bank A/c

1,20,000
    Payment of Bank Loan

By Partners Capital A/c :

To Cash A/c : 

    Loss


    Payment to Creditors
1,02,933
        X
6,586



        Y
9,880


             -
        Z
16,467
   32,933

4,72,933


4,72,933

Dr.
Cash A/c
Cr.



eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Balance b/d
10,000
By Realisation A/c : 

To Realisation A/c
2,00,000
    Payment of Bank Loan
1,20,000
    Plant & Machinery & Debtors

By Realisation A/c : 

To X's Capital A/c
10,000
    Payment to creditors
1,02,933
To Z's Capital A/c
     2,933

             -

2,22,933

2,22,933

Dr.
Capital A/c
Cr.



X
Y
Z

X
Y
Z


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Profit & Loss
16,240
24,360
40,600
By Bal. b/d
30,000
40,000
30,000
    A/c



 By Loan A/c


21,200
    (80,000 + 6%



    (including



    on eq \o(\s\do0(
)) 20,000)



    interest @ 6%



To Advance A/c
20,000


By Cash A/c
10,000

2,933
To Realisation A/c



By Deficiency A/c
2,826

2,934
    – Loss
6,586
9,880
16,467
 

To Deficiency A/c
          -
  5,760
         -

          -
          -
         -

42,826
40,000
57,067

42,826
40,000
57,067


[image: image293.wmf]
Dr.
Realization A/c
Cr.



eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Plant & Machinery
50,000
By Trade Creditors
1,20,000
To Sundry Debtors
2,00,000
By Bank Collection 

To Cash A/c : 

    against

    Payment Bank Loan
1,20,000
    Plant & Machinery &


To Cash A/c : 
a + 1,00,000
    Sundry Debtors
2,00,000
    Payment to

By Loan from Bank
1,20,000
    Sundry Creditors
                  -
By Loss on Realisation
   a + 30,000

a + 4,70,000

a + 4,70,000


Let the amount brought in by z be a.

[image: image296.wmf]

Dr.
Cash A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
10,000
By Realization - 
1,20,000
To Realisation

   Bank loan Paid

    Plant & Machinery & 

By Realization -:

    Book Debts
2,00,000
    Payment of Creditors
a + 1,00,000
To X's Capital
10,000


To Z's Capital
                 a

                  -

a + 2,20,000

a + 2,20,000

[image: image299.wmf]
Dr.
Z's Capital A/c
Cr.


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
To Profit & Loss A/c : Loss
40,600
By Balance b/d
30,000
To Realisation A/c : Loss
a/2 + 15,000
By Loan 



    (including Interest)
21,200


By Cash
1/2 (4,400 + a/2)

                    -
By Deficiency A/c
1/2 (4,400 + a/2)

a/2 + 55,600

       a/2 + 55,600


Z brought eq \f(1,2) of amount what he was supposed to bring




=
eq \b(\l(40,600) + \f(a,2) + \l(15,000)) – (30,000 – 21,200)




=
eq \b(\l(55,600) + \f(a,2)) – (51,200)




=
eq \o(\s\do0(
)) 4,400 + eq \f(a,2)

Let – Amt brought in by Z = a



a
=
eq \f(1,2) eq \b(4\,400 + \f(a,2))

or
a
=
eq \f(1,2)  eq \b(\f(8\,800 + a,2))

or
a
=
eq \f(\l(8,800) + a,4)

or
4 a – a
=
8,800


or
3a
=
8,800


or
a
=
eq \o(\s\do0(
)) 2,933


Dr.
Deficiency A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To X's Capital A/c
2,826
By Y's Capital A/c
5,760
To Z's Capital A/c
2,934
     
        -

5,760

5,760

Illustration : 13 (Loan by one partner to another partner)


A, B and C sharing profits in 2 : 2 : 1 agree upon dissolution. They each decide to take over certain assets and liabilities and continue business separately.

Balance Sheet as on 31st December, 2012


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Creditors

6,000
Cash at Bank

3,200
Loan

1,500
Sundry Assets

17,000
Capitals :


Debtors
24,200

     A
27,500

Less : Bad Debts Provision
  1,200
23,000
     B
10,000

Stock

7,800
     C
  7,000
44,500
Furniture

  1,000


52,000


52,000


It is agreed as follows :


1.
Goodwill is to be ignored.


2.
A is to take over all the Fixtures at eq \o(\s\do0(
)) 800; Debtors amounting to eq \o(\s\do0(
)) 20,000 at eq \o(\s\do0(
)) 17,200. The creditors of eq \o(\s\do0(
)) 6,000 to be assumed by A at the fixture.


3.
B is to take over all the stocks at eq \o(\s\do0(
)) 7,000 and certain of the Sundry Assets at  eq \o(\s\do0(
)) 7,200 (being book value less 10%).


4.
C is to take over the remaining Sundry Assets at 90% of book values less eq \o(\s\do0(
)) 100 allowances and assume responsibility for the discharge of the loan, together with accruing interest of eq \o(\s\do0(
)) 30 which has not been recorded in the books of the firm.


5.
The expenses of dissolution were eq \o(\s\do0(
)) 270. The remaining debtors were sold to a debt collecting agency for 50% of book values. A has agreed to allow B, his son, a loan of eq \o(\s\do0(
)) 2000.


Prepare Realisation Account, Partners' Capital Account and Bank Account.

Solution 

Dr.
Realisation A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Sundry Assets A/c
17,000
By Loan A/c

1,500
    Debtors
24,200
By Provision for 

    Stock
7,800
    Bad Debt A/c

1,200
    Furniture
1,000
By Sundry Creditors A/c

6,000
To A's Capital A/c :

By A's Capital A/c :

    Sundry Creditors 

    Furniture
800

        taken over
6,000
    Debtors
17,200
18,000
    C's Capital A/c :

By B's Capital A/c :


    Payment of Loan along 
1,530
    Stock
7,000

        with unrecorded

    Sundry Assets
7,200
14,200

        accrued

    (Note 1)


    Interest eq \o(\s\do0(
)) 30. (1,500 + 30)

By C's Capital A/c :

 
    Bank A/c : Expenses
270
    Sundry Assets (Note 1)

8,000



By Bank A/c :



    Realization from 




        Debtors (Note 2)

2,100


By Capital A/c : Loss




    A (2/5)
2,720



    B (2/5)
2,720


          -
    C (1/5)
1,360
  6,800

57,800


57,800


Dr.
Bank A/c
Cr.



eq \o(\s\do0(
))

eq \o(\s\do0(
))
To Balance b/d
3,200
By Realization A/c

To Realization A/c : Collection
2,100
    Expenses on Realization     
270
     from Debtors

By A's Capital A/c
10,780
To B's Capital A/c : brought in
3,390


To C's Capital A/c : brought in
  2,360

          -

11,050

11,050


Dr.
Partners' Capital A/c
Cr.



A
B
C

A
B
C


eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))

eq \o(\s\do0(
))
eq \o(\s\do0(
))
eq \o(\s\do0(
))
To Realization A/c:



By Balance b/d
27,500
10,000
7,000
    Furniture &



By Realization A/c



        Debtors
18,000


  Sundry Creditors


    Stock & Sundry



  taken over
6,000


        Assets

14,200

  Payment of



    Sundry Assets


8,000
  Loan and



    Loss on



  Accrued



        Realization
2,720
2,720
1,360
  Interest

1,530

To B's Capital A/c:



By A's Capital A/c



    Loan given by A
2,000


    Loan given

2,000
To Bank A/c : 



By Bank A/c


2,360
    Final payment
10,780
          -
        -
    brought in
          -
3,390
         -

33,500
16,920
9,360

33,500
16,920
9,360


Note 1 :


Sundry assets taken over by B at 90%
(Book value i.e. 100% – 10%)


90% represents eq \o(\s\do0(
)) 7,200.



100% represent s
eq \f(7\,200,90)   100
=
eq \o(\s\do0(
))
8,000


Book Value of Sundry Assets remaining 
eq \o(\s\do0(
)) (17,000 – 8,000)
=
eq \o(\s\do0(
))
9,000

C takes over remaining Sundry Assets at 90%
(9,000  90%)
=
eq \o(\s\do0(
))
8,100


Less : Allowances

=
eq \o(\s\do0(
))
100


Sundry Assets taken over by C


eq \o(\s\do0(
))
8,000

Note 2 :


Collection from Debtors has been arrived at as follows :


Sundry Debtors at Book Value

=
eq \o(\s\do0(
))
24,200

Less : Taken over by A at Book Value

=
eq \o(\s\do0(
))
20,000


Remaining Book Value

=
eq \o(\s\do0(
))
4,200

50% realized  =  eq \o(\s\do0(
)) 2,100 eq \b( \f(1,2) of \l(4,200) )

Note 3 :


Loan from A to B, journal entry should be for Capital Adjustment :


A's Capital A/c
Dr.
2,000


To B's Capital A/c

2,000

13.
Key Points

(
Cash balance or bank balance is not transferred to the Realisation Account.

(
Goodwill appearing in the Balance sheet is also transferred to Realisation Account.

(
Realisation expenses paid by a partner on behalf of the firm are credited to his Capital Account.

(
If capital accounts are maintained as per fixed capital method all the adjustments are recorded in Current Accounts and then the balances are transferred to Capital Accounts and thereafter they are settled.

(
A solvent partner who is having debit balance is not asked to bear deficiency of the insolvent partner.

14.
Key Terms


Dissolution of partnership : It is a change in the relations of partners.


Dissolution of firm : It implies closure of business of the firm.


Firm Debt : It is the obligation of the firm.


Private Debt : It is the obligation of the partners


Joint Life Policy : It is the policy taken on the lives of the partners.


Insolvency : It is bankruptcy. A person whose liabilities are more than his assets is called as an insolvent.


E X E R C I S E S

I.
Objective Type Questions

A.
Answer in one sentence only.

1.
What do you mean by dissolution of a firm?


2.
What is the object of a Realisation Account?


3.
Which accounts are not transferred to Realisation Account?


4.
What do you mean by a credit balance on Realisation Account?


5.
In what proportion the balance on Realisation Account is transferred to Partners' Capital Accounts?


6.
How is general reserve dealt with on dissolution of a firm?


7.
What entry is passed when an asset it taken over by a partner on dissolution of the firm?


8.
What entry is passed when a liability is agreed to be discharged by a partner?


9.
How is reserve for doubtful debts treated on dissolution of the firm?


10.
What is dissolution of a partnership firm?


11.
What is first thing to be done on dissolution of a firm?


12.
Why does a partner take over some of the assets or liabilities on dissolution of a firm?


13.
What is the entry for assets taken over by a partner in case of dissolution of a firm?


14.
To which account the dissolution expenses are recorded in partnership?


15.
What does an excess of debits over credits in realisation account indicate?


16.
How is accumulated profits and / or losses dealt with on dissolution of a firm?


17.
In a partnership firm of three persons, what happens if two partners retire?


18.
On dissolution, where is R.D.D. recorded?

B.
Give one word / term / phrase which can substitute each of the following.

1.
Debit balance of Insolvent Partner's Account.

2.
Winding up of business of a firm.


3.
The account which shows realisation of assets and discharge of liabilities.


4.
Conversion of assets into cash on dissolution of a firm.


5.
Expenses incurred on dissolution of a firm.


6.
Assets which are not recorded in the books of accounts.


7.
Liability likely to arise in future on happening of certain events.


8.
Winding up of partnership business


9.
Debit balance on Realisation A/c 


10.
Credit balance on Realisation A/c


[Ans. (1) Deficiency; (2) Dissolution; (3) Realisation Account; (4) Realisation; (5) Realisation Expenses; (6) Unrecorded Assets; (7) Contingent Liability; (8) Dissolution of Partnership, (9) Loss on Realisation, (10) Profit on Realisation ]

C.
Select the most appropriate alternative from those given below.

Q. 1 to 4

Balance Sheet
as on 31st March, 2013


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
A's Capital
50,000
Fixed Asset
1,00,000
B's Capital
30,000
Current Assets     
50,000
C's Capital
20,000
Def. Adv. Expenses
12,000
Capital Reserve
3,000
Profit & Loss A/c
6,000
General Reserve
  9,000


Other Liabilities
   56,000

            -

1,68,000

1,68,000


A B and C share profits and losses in the ratio eq \f(1,2) : eq \f(1,3) and eq \f(1,6) respectively. They decided to dissolve the firm.

1.
Capital Reserve

a)
Capital Reserve credited to A B C in capital Ratio 5 : 3 : 2. eq \o(\s\do0(
)) 1,500; eq \o(\s\do0(
)) 900; eq \o(\s\do0(
)) 600.


b)
Capital Reserve credited to A B C in P S R Ratio eq \o(\s\do0(
)) 1,500; eq \o(\s\do0(
)) 1,000; eq \o(\s\do0(
)) 500.


c)
Capital Reserve debited to A, B and C in Capital Ratio.


d)
Capital Reserve debited to A B and C in P : S : Ratio.

2.
General Reserve


a)
General Reserve credited to A B C in capital ratio 5 : 3 : 2.



eq \o(\s\do0(
)) 4,500
eq \o(\s\do0(
)) 2,700
eq \o(\s\do0(
)) 1,800


b)
General Reserve credited in PSR Ratio 3 : 2 : 1.



eq \o(\s\do0(
)) 4,500
eq \o(\s\do0(
)) 3,000
eq \o(\s\do0(
)) 1,500


c)
General Reserve debited to capitals in PSR.



eq \o(\s\do0(
)) 4,500
eq \o(\s\do0(
)) 3,000
eq \o(\s\do0(
)) 1,500

3.
Profit & Loss Account


a)
Profit and Loss credited to A B C



eq \o(\s\do0(
)) 3,000
eq \o(\s\do0(
)) 1,800
eq \o(\s\do0(
)) 1,200


b)
Profit and Loss debited to A, B and C



eq \o(\s\do0(
)) 3,000
eq \o(\s\do0(
)) 1,800
eq \o(\s\do0(
)) 1,200


c)
Profit and Loss credited to A, B and C



eq \o(\s\do0(
)) 3,000
eq \o(\s\do0(
)) 2,000
eq \o(\s\do0(
)) 1,000


d)
Profit and Loss debited to A, B and C



eq \o(\s\do0(
)) 3,000
eq \o(\s\do0(
)) 2,000
eq \o(\s\do0(
)) 1,000

4.
Deferred Advertisement Expenditure


a)
Transfer to Realisation Account debit side.


b)
Transfer to Realisation Account credit side.


c)
Transfer to Partners' Capital Account debit side A eq \o(\s\do0(
)) 6,000; B eq \o(\s\do0(
)) 4,000;  C eq \o(\s\do0(
)) 2,000.


d)
Transfer to Partners' Capital Account debit side A eq \o(\s\do0(
)) 6,000; B eq \o(\s\do0(
)) 3,600;  C eq \o(\s\do0(
)) 2,400.


Q. 5 to 6



Debtors
51,000



– RDD   
     1,000
50,000


Plant & Machinery
1,05,000



– Provision for 



    Depreciation
   30,000
75,000


   



5.
Debtors


a)
Debtors transferred to Realisation Account at eq \o(\s\do0(
)) 51,000.


b)
Debtors transferred to Realisation Account debit side eq \o(\s\do0(
)) 50,000.


c)
Debtors transferred to Realisation Account debit side eq \o(\s\do0(
)) 51,000 and eq \o(\s\do0(
)) 1,000 RDD on Realisation Account credit side.

6.
Plant & Machinery


a)
Transfer to Realisation Account debit side eq \o(\s\do0(
)) 1,05,000.


b)
Transfer to Realisation Account debit side eq \o(\s\do0(
)) 1,05,000 and eq \o(\s\do0(
)) 30,000 on credit side of Realisation Account.


c)
Transfer to Realisation Account debit side eq \o(\s\do0(
)) 75,000.


Q. 7 to 8

Balance Sheet as on 31st March, 2013


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))



Debtors
10,000


Adjustment eq \o(\s\do0(
)) 5,000 debtors taken over by partner at eq \o(\s\do0(
)) 4,000 and Balance Realised at 40% of the value. What will be the entry?

7.
a)
Partners' Capital A/c
Dr.
5,000



To Realisation A/c


5,000


b)
Partners' Capital A/c
Dr.
4,000



To Realisation A/c


4,000


c)
Realisation A/c
Dr.
4,000



To Partner's Capital A/c


4,000

8.
Cash realised from Debtors


a)
Cash A/c
Dr.
2,000




To Realisation A/c


2,000


b)
Cash A/c
Dr.
2,400




To Realisation A/c


2,400


c)
Realisation A/c
Dr.
2,000




To Cash


2,000

9.
Balance Sheet

as on 31st March, 2013

Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))


Debtors
20,000


Bills Receivable
15,000


Accrued Agency Commission
9,000


Stock
16,000



60,000


Adjustment :


Debtors realised at 90%.


Bills Receivable realised eq \o(\s\do0(
)) 13,000.


Accrued Agency Commission eq \o(\s\do0(
)) 9,000.


Stock at eq \o(\s\do0(
)) 15,000.


The entry will be :


a)
Realisation A/c
Dr.
60,000




To Assets


60,000



(20,000 + 15,000 + 9,000 + 16,000)


b)
Realisation  A/c
Dr.
55,000




To Assets


55,000



(18,000 + 13,000 + 9,000 + 15,000)


c)
Assets A/c
Dr.
60,000




To Realisation A/c


60,000

10.
Balance Sheet

as on 31st March, 2013


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))

Udit's Loan
9,000
Investments
8,000


Adjustments :


Investment are taken over by Udit in settlement of loan. What will you do if Udit's loan and Investments both are transferred to Realisation Account.


a)
Realisation A/c
Dr.
8,000




To Investment A/c


8,000


b)
Realisation A/c
Dr.
9,000




To Investment A/c


9,000


c)
No entry.

11.
Balance Sheet

as on 31st March, 2013

Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))

Creditors
40,000
Vehicle
10,000


Adjustments :


Creditors agree to take over vehicles at eq \o(\s\do0(
)) 8,000 in part discharge of its claim. How much you would pay to settle the creditors.


a)
Realisation A/c
Dr.
30,000




To Cash


30,000


b)
Realisation A/c
Dr.
32,000




To Cash


32,000


c)
Realisation A/c
Dr.
40,000




To Cash


32,000



To Vehicle


8,000

12.
It was agreed that partner "A" works as receiver. His remuneration is fixed at  eq \o(\s\do0(
)) 5,000 subject to the condition that he pays realisation expenses. Realisation expenses are eq \o(\s\do0(
)) 2,000. What will be the entry?


a)
Realisation A/c
Dr.
2,000




To Cash A/c


2,000


b)
Realisation A/c
Dr.
3,000




To Cash A/c


3,000


c)
Realisation A/c
Dr.
5,000




To Cash A/c


5,000

13.
Debtors eq \o(\s\do0(
)) 35,000. Sarang is to take over 60% of books debts at 70% and further allowed discount of 
eq \o(\s\do0(
)) 2,100. Find out the value of debtors taken over by Sarang.


(a)
12,600
(b)
10,500
(c)
14,700

14.
Creditors eq \o(\s\do0(
)) 30,000; Bills Payable eq \o(\s\do0(
)) 8,000. Creditors and Bills Payable were paid on an average basis one month after 31st December, 2007 but they were paid immediately on 31st December, 2007 at 6% discount p.a. Find out the amount payable.


(a)
37,190
(b)
37,810
(c)
38,000

15.
Partners' capital eq \o(\s\do0(
)) 60,000; Creditors eq \o(\s\do0(
)) 20,000; Bank loan eq \o(\s\do0(
)) 20,000. Cash balance eq \o(\s\do0(
)) 10,000 on 31st December, 2007. Assets realised 80% of the book value. Find out the amount realised.


(a)
72,000
(b)
80,000
(c)
90,000

16.
On dissolution assets & Liabilities are transferred A/c


(a)
Bank A/c
(b)
Realisation A/c
(c)
Revaluation A/c
(d)
Capital A/c

17.
Realisation expenses are credited to 


(a)
Bank A/c
(b)
Realisation A/c
(c)
Capital A/c
(d)
Loan A/c

18.
If any asset is taken over by any partner from the firm, his Capital A/c is


(a)
Credited
(b)
Debited
(c)
Deducted
(d)
None

19.
Realisation A/c is credited on


(a)
Realisation of Assets


(b)
Payment of creditors



(c)
Payment of expenses


(d)
None

20.
Business of a firm comes to an end on


(a)
Admission 


(b)
Dissolution of a partner of a firm



(c)
Retirement of a partner 

(d)
None

21.
Partnership is compulsorily dissolved when the partners become


(a)
Solvent 
(b)
Insolvent
(c)
Creditworthy
(d)
Trustworthy


[Ans. (1 – b), (2 – b), (3 – d), (4 – c), (5 – c), (6 – b), (7 – b), (8 – a), (9 – a), (10 – c), (11 – b), (12 – c), (13 – a), (14 – b), (15 – a), (16 – b), (17 – a), (18 – b), (19 – a), (20 – b), (21 – b)]

D.
State whether the following statements are True or False.


1.
Realisation Account is opened on admission of a partner.


2.
Cash and bank balance also is transferred to Realisation Account.


3.
On dissolution, loan from partner must be repaid before refunding his capital.


4.
Profit or loss on realisation must be shared by all the partners in their capital proportion.


5.
Unrecorded liability need not be paid for on dissolution of a firm.


6.
On dissolution, goodwill is transferred to Realisation Account.


7.
General Reserve is transferred to Realisation Account.


8.
Any cash left after settling all the liabilities is distributed amongst all partners in proportion to their original capital.


9.
If the partnership firm makes loss in one year, it has to be dissolved.


10.
After dissolution of a partnership, it can continue doing its normal business.


11.
Value of goodwill need not be found out when there is dissolution of a firm.


12.
If one of the partners become insolvent, the firm has to be dissolved.


13.
Unrecorded liabilities are also to be considered & paid on dissolution of firm.


14.
When a partner takes over an asset, Realisation Account is debited.


15.
A partner's loan is not transferred to Realisation Account.


16.
The realisation profit or loss is shared by the partners in their capital ratio.


17.
Loss on realisation is not transferred to Insolvent Partners Capital Account.


18.
On dissolution, Cash or Bank Account is closed automatically.


19.
On dissolution, Bank Overdraft is transferred to Realisation Account.


20.
In dissolution, all assets and liabilities are transferred to Profit & Loss Adjustment i.e. Revaluation Account.


21.
Expenses of dissolution are debited to Realisation Account.


[Ans.
True : (3, 6, 10, 11, 13, 15, 18, 19, 21). False : (1, 2, 4, 5, 7, 8, 9, 12, 14, 16, 17, 20)]

E.
PRACTICAL PROBLEM


(Where Assets and Liabilities are taken by partners)

1.
The Balance Sheet of a firm on 31st December, 2012; was as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capital Accounts :

Freehold Property
8,000
    A
5,000
Investments
2,000
    B
4,000
Book Debts
1,000
    C
3,000
Cash at Bank
3,000
Trade Creditors
  2,000

          -

14,000

14,000


Partnership profits or losses were divided equally. The partnership was dissolved on 31st December, 2012. The Trade Creditors were paid at 5% cash discount. A agreed to take over the freehold property at 
eq \o(\s\do0(
)) 9,000; B took the Investments at eq \o(\s\do0(
)) 500 and C took the Book Debts at eq \o(\s\do0(
)) 600.


Show the necessary Ledger Accounts to close the firm's books.


[Ans. Loss on Realisation eq \o(\s\do0(
)) 800. Cash to be brought in by A eq \o(\s\do0(
)) 4,267; Paid to B eq \o(\s\do0(
)) 3,233 and C eq \o(\s\do0(
)) 2,134, Cash Account Total eq \o(\s\do0(
)) 7,267]

(Partner's to take goodwill)

2.
L, M and N, partners, share profits and losses in the ratio of 3:2:1. Their Balance Sheet at 
31st March, 2013; was as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

9,000
Land & Building

15,000
Loan on Mortgage of


Sundry Debtors
4,000

    Land & Building

7,000
Less : Reserve for

General Reserve

4,500
          Bad Debts
   200
3,800
Capital Account :


Stock

14,000
    L
9,000

Furniture & Fittings

2,200
    M
6,000

Suspense Account

500
    N
5,000
20,000
Goodwill

  5,000


40,500


40,500


The partners agreed to dissolve the partnership and the assets were realised as follows :


Book Debts eq \o(\s\do0(
)) 3,000; Stock eq \o(\s\do0(
)) 15,500; Furniture and Fittings eq \o(\s\do0(
)) 3,000; Suspense Account Nil; L agreed to buy the firm's name and Goodwill for eq \o(\s\do0(
)) 10,000.


Sundry Creditors were paid eq \o(\s\do0(
)) 8,200 in full settlement. Land and Building revalued at eq \o(\s\do0(
)) 13,000 were taken over by M, with the consent of the Mortgage, subject to the Loan on Mortgage. Expenses of Realisation eq \o(\s\do0(
)) 350.


Show the Journal entries, Capital Accounts, Realisation Account and the Cash Account of the firm on dissolution.


[Ans. Profit on Realisation eq \o(\s\do0(
)) 4,450. Paid to – L : eq \o(\s\do0(
)) 3,475; M : eq \o(\s\do0(
)) 2,983 and  N : eq \o(\s\do0(
)) 6,492. Cash Account 
eq \o(\s\do0(
)) 21,500].


(Where Current Accounts are given)

3.
Sandhya and Sadhu are partners sharing profit as EQ \f(3,5) and EQ \f(2,5) . They dissolve their partnership business. The position as at 30th June, 2013; is given below :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

10,000
Plant & Machinery
15,000
General Reserve

15,000
Furniture
5,000
Capital Accounts :


Investments
10,000
    Sandhya
25,000

Stock
25,000
    Sadhu
20,000
45,000
Sundry Debtors
15,000
Current Account :


Cash & Bank
3,000
    Sandhya

  5,000
Capital Account : Sadhu
  2,000


75,000

75,000


The realisation show the following results :


a)
The fixed assets are realised at cost plus 50%.


b)
Investments are realised at book value.


c)
The current assets (except Cash and Bank) are realised at book value less 25%.


d)
Sundry Creditors are paid subject to a discount of 10%.


e)
Realisation expenses amounted to eq \o(\s\do0(
)) 3,000.


Close the books of the firm.


[Ans. Loss on Realisation eq \o(\s\do0(
)) 2,000. Payment to – Sandhya : eq \o(\s\do0(
)) 37,800; Sadhu : eq \o(\s\do0(
)) 23,200. Total of Cash Account eq \o(\s\do0(
)) 73,000]


[Hint : Current Accounts of the partners are to be transferred to their respective Capital Accounts.]


(Bill discounted dishonoured)

4.
M/s X, Y and R are partners and share profits and losses in the ratio of 5 : 3 : 2. On 31st December, 2012; they decided to dissolve the firm, when their Balance Sheet was as under :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors
1,460
Bank
218
Bills Payable
2,540
Sundry Debtors
2,650
Y's Loan
2,000
Stock
1,912
Capitals :

Machinery
1,500
    X
2,500
Investments
1,000
    Y
1,500
Freehold Property
4,000
    R
1,000

Current Accounts :


    X
120

    Y
73

    R
       87

         -

11,280

11,280


X took over Freehold Property for eq \o(\s\do0(
)) 3,500 and Y took over Investments for eq \o(\s\do0(
)) 800, the remaining assets realised as follows :


Debtors  eq \o(\s\do0(
)) 3,020. Old Bad Debts eq \o(\s\do0(
)) 300. Stock eq \o(\s\do0(
)) 1,560. Machinery eq \o(\s\do0(
)) 1,182.


There was a contingent liability in respect of bills discounted of eq \o(\s\do0(
)) 3,700. The acceptor of one bill of Rs. 500 became insolvent and 50 paise in a rupee will be recovered. The liability of the firm of Rs. 500 on account of bills discounted and dishonoured has not so far been recorded in the books.


Prepare necessary dissolution accounts in the books of the firm.


[Ans. Loss on Realisation eq \o(\s\do0(
)) 950. Cash to be brought in by X eq \o(\s\do0(
)) 1,355;  Paid to Y  eq \o(\s\do0(
)) 488 and R eq \o(\s\do0(
)) 897. Cash Account Total eq \o(\s\do0(
)) 7,885]


[Hints :

1.
For a dishonour of bill amounted to eq \o(\s\do0(
)) 500 :



Realisation A/c
Dr.
500




To Bank A/c


500


2.
For the realisation of 50% of the amounts :



Bank/Cash A/c
Dr.
250




To Realisation


250

3. Contingent liability of  eq \o(\s\do0(
)) 3,700 is not to be taken into account.]


(Untraceable Creditors)

5.
Cloud, Storm and Rain were partners in a firm sharing profits and losses in the ratio of 
5 : 3 : 2. Due to difference in opinion, they decided to dissolve the partnership with effect from 1st April, 2013; on which date the firm's position was as under :

Balance Sheet as at 31st December, 2012


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capital Accounts :

Plant and Machinery
80,000
    Cloud
60,000
Furniture and Fixtures
45,000
    Storm
40,000
Motor Car
25,000
    Rain
30,000
Stock in Trade
30,000
Current Accounts :

Sundry Debtors
71,000
    Cloud
8,000
Cash at Bank
14,000
    Storm
10,000
Current Account :

Sundry Creditors
1,20,000
    Rain
     3,000

2,68,000

2,68,000


The following information is given :


a)
Plant costing eq \o(\s\do0(
)) 40,000 was taken over by Cloud at an agreed valuation of eq \o(\s\do0(
)) 45,000 and the remaining machineries realised eq \o(\s\do0(
)) 50,000.


b)
Furniture and Fixtures realised eq \o(\s\do0(
)) 40,000.


c)
Motor Car was taken over by Storm for eq \o(\s\do0(
)) 30,000.


d)
Sundry Debtors included a bad debt for eq \o(\s\do0(
)) 1,200 and the rest portion was realised subject to a cash discount of 10%.


e)
Stock worth eq \o(\s\do0(
)) 5,000 was taken over by Rain for eq \o(\s\do0(
)) 5,200 and the rest realised at 20% above their book value.


f)
A creditor for eq \o(\s\do0(
)) 2,000 was untraceable and other creditors accepted payments allowing 15% discount.


Realisation expenses amounted to eq \o(\s\do0(
)) 5,000.


You are required to show the Realisation Account and the Capital Accounts of the partners on dissolution showing final payments to them.


[Ans. Profit eq \o(\s\do0(
)) 26,720; Cloud receives eq \o(\s\do0(
)) 36,360; Storm receives eq \o(\s\do0(
)) 28,016 and Rain receives eq \o(\s\do0(
)) 27,144, Payment to creditors eq \o(\s\do0(
)) 1,00,300 collected from debtors :



Debtors
eq \o(\s\do0(
))
71,000

–
Bad Debts
eq \o(\s\do0(
))
  1,200



eq \o(\s\do0(
))
69,800


–
Discount 10%
eq \o(\s\do0(
))
   6,980



eq \o(\s\do0(
))
62,820 ]

(Repayment of loan by a partner)

6.
The following is the Balance Sheet of Sudhir and Romesh as on 31st December, 2012 :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors
76,000
Cash at Bank

23,000
Loan from Lata, wife of Sudhir
20,000
Stock in Trade

12,000
Loan from Romesh
30,000
Sundry Debtors
40,000

Reserve Fund
10,000
Less : Provision
   2,000
38,000
Capital Accounts :

Furniture

8,000
    Sudhir
20,000
Plant

56,000
    Romesh
16,000
Investment

20,000

            -
Profit & Loss A/c

   15,000

1,72,000


1,72,000


The firm  was dissolved on 31st December, 2012, and the following was the result :


a)
Sudhir took over investments at an agreed value of eq \o(\s\do0(
)) 16,000 and agreed to pay off the loan to Lata, the wife of Sudhir.


b)
The assets realised the following :



Stock eq \o(\s\do0(
)) 10,000; Debtors eq \o(\s\do0(
)) 37,000; Furniture eq \o(\s\do0(
)) 9,000; Plant eq \o(\s\do0(
)) 50,000; Expenses  eq \o(\s\do0(
)) 2,200.


c)
The sundry creditors were paid off less 2.5% discount.


Sudhir and Romesh shared profits and losses in the ratio of 3 : 2.


Show the Realisation Account, Bank Account and Partners' Capital Accounts.


[Ans. Loss  on  realisation eq \o(\s\do0(
)) 12,300. Sudhir receives eq \o(\s\do0(
)) 13,620. Romesh receives  eq \o(\s\do0(
)) 9,080]


(Bill under discount)

7.
P, Q and R carrying on business as merchants and sharing profits and losses in ratio of  2 : 2 : 1, dissolved their firm as on 31st, December, 2012 on which date their Balance Sheet was as follows : 


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors
20,300
Cash at Bank

4,500
Reserve Fund
10,000
Stock

16,000
Joint Life Policy Reserve
17,000
Debtors
10,000
Capital Accounts : 

Less : Provision
     500
9,500
    P
15,000
Joint Life Policy

20,000
    Q
15,000
Premises

30,300
    R
  3,000


          -

80,300


80,300


Note : There is a bill for  eq \o(\s\do0(
)) 2,000 under discount. The bill was received  from Z.


The assets except cash at bank and joint life policy were sold to a company which paid eq \o(\s\do0(
)) 65,000 in cash. The policy was surrendered and eq \o(\s\do0(
)) 11,300 were received. Z proved insolvent and eq \o(\s\do0(
)) 800 was received from his estate. Sundry Creditors were paid eq \o(\s\do0(
)) 19,500 in full settlement. Expenses amounted to eq \o(\s\do0(
)) 3,000. 


Prepare Realization Account, Cash Account and the Partners' Capital Accounts.


[Ans. Realisation Profit eq \o(\s\do0(
)) 14,100]


(All partners insolvent)

8.
A, B and C are equal partners whose Balance Sheet as on 31st December, 2012 is as follows : 


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

5,000
Cash in hand
50
A's Loan

1,000
Stock
800
Capital Accounts : 


Debtors
1,000
    A
800

Plant and Machinery
2,000
    C
500
1,300
Furniture and Fittings
800



Land and Buildings
2,000


       -
B's Capital Overdrawn
   650


7,300

7,300


Due to lack of liquidity and weak financial position of the partners the firm is dissolved. A and C are not able to contribute  anything and a sum of  eq \o(\s\do0(
)) 200 is received from B. All of them are declared insolvent.


The assets are realised : Stock eq \o(\s\do0(
)) 500, Plant and Machinery eq \o(\s\do0(
)) 1,000, Furniture and Fittings eq \o(\s\do0(
)) 200, Land and Buildings Rs. 800 and Sundry Debtors eq \o(\s\do0(
)) 550 only. Realisation expenses amounted to eq \o(\s\do0(
)) 50.


You are required to close firm's books.


(All partners insolvent)

9.
Following is the balance sheet as on 31st March, 2013 of a firm, having three partners, Alfa, Beta and Gama sharing profits and losses equally : 


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors
20,000
Cash
3,120
Loan (Secured by Furniture)
10,000
Stock
15,630
Capital Accounts : 

Debtors
4,720
    Alfa
8,000
Furniture
9,530
    Beta
6,000
Profit & Loss A/c
12,000
    Gama
  1,000

          -

45,000

45,000


The firm was dissolved due to insolvency of all the partners. Stock was sold for eq \o(\s\do0(
)) 9,000 while furniture fetched eq \o(\s\do0(
)) 5,000. eq \o(\s\do0(
)) 4,100 were received from debtors.


Realisation expenses totalled eq \o(\s\do0(
)) 220. Nothing could be recovered from Beta and Gama, but eq \o(\s\do0(
)) 600 could be collected from Alfa's private estate.


Close the books of the firm.


[Ans. Realisation Loss eq \o(\s\do0(
)) 3,600]


(Insolvency of a partner)

10.
K, L, M and N are partners in a firm sharing profits and losses in the ratio 4 : 1 : 2 : 3.

Balance Sheet of K, L, M & N as on 31st March, 2013


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

30,000
Cash in hand

14,000
Capital Accounts :


Sundry Debtors
35,000

    K
70,000

Less : Provision for

    N
30,000
1,00,000
          Bad Debt
  5,000
30,000




Other Assets

51,000



Capital Accounts :




    L
20,000



            -
    M
15,000
   35,000


1,30,000


1,30,000


On 31st March, 2013; the firm is dissolved. The partnership agreement provides that the deficiency of an insolvent partner will be borne by the solvent partners in the ratio of their capitals as they stand just before dissolution.


They agree upon the following arrangements :


a)
K is to take over 60% of book debts at 70% and N is to take over the balance at 75%. Further they are allowed eq \o(\s\do0(
)) 2,100 and eq \o(\s\do0(
)) 1,100 respectively to cover future losses.


b)
N is to realise other assets and to pay off the creditors. He is to receive 5% gross commission on the amounts finally payable to other partners but to bear expenses of realisation. he reports the result of realisation as follows :



Other assets realise at a loss of 2% on net collection and pay off the creditors at a discount of 30%.



Realisation expenses amount to eq \o(\s\do0(
)) 3,000 but the same is paid by the firm.



L is declared insolvent and a sum of 20% in a rupee is realised from his estate.


Prepare Cash Account, Realisation Account and the Capital Accounts.


[Ans. Loss eq \o(\s\do0(
)) 2,258.5].


Explanatory Note :


1.
Book Debts :
eq \o(\s\do0(
))
35,000



Take over by K
eq \o(\s\do0(
))
21,000
at
14,700 – 2,100
=
12,600


Take over by N
eq \o(\s\do0(
))
14,000
at
9,800 – 1,110
=
8,700


2.
Other assets :
eq \o(\s\do0(
))
51,000


Less loss 2%
eq \o(\s\do0(
))
  1,020


Realised
eq \o(\s\do0(
))
49,980

3.
Creditors :
eq \o(\s\do0(
))
30,000


Less 30%
eq \o(\s\do0(
))
  9,000


Payment
eq \o(\s\do0(
))
21,000


(Insolvency of a partner)

11.
Hope, Faith, Wisdom and Courage had been carrying on business in partnership sharing profits and losses in the ratio of 3 : 2 : 1 : 1. They decided to dissolve the partnership on the basis of following Balance Sheet as on 30th April, 2013 :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Capital  Account  : 


Premises

60,000
    Hope
50,000

Furniture

20,000
    Faith
30,000
80,000
Stock

50,000
General Reserve

28,000
Debtors

20,000
Capital Reserve

7,000
Cash

4,000
Sundry Creditors

10,000
Capital Overdrawn :

Mortgage Loan

40,000
    Wisdom
5,000


            -
    Courage
6,000
   11,000


1,65,000


1,65,000


a)
The assets were realised as under :



Debtors eq \o(\s\do0(
)) 12,000. Furniture eq \o(\s\do0(
)) 8,000. Stock eq \o(\s\do0(
)) 30,000. Premises eq \o(\s\do0(
)) 45,000


b)
Expenses of dissolution amounted to eq \o(\s\do0(
)) 2,000.


c)
Further creditors of  eq \o(\s\do0(
)) 6,000 had to be met.


d)
General Reserve unlike Capital Reserve was built up by appropriation of profits.


You are required to draw up the Realisation Account, Partners Capital Accounts and the Cash Account assuming that Wisdom became insolvent and nothing was realised from his private estate.


[Ans. Realisation Loss eq \o(\s\do0(
)) 63,000] 


[Hint : No distinction made between capital and revenue profits]


(Book Debts assigned to creditors)


12.
John, Gomes and Lucy were partners in a firm sharing profits and losses in 5 : 4 : 1. On 30th June, 2012, the firm was dissolved and the Balance Sheet on that date was as follows :

Balance Sheet


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

40,000
Cash at Bank
30,000
Sankar's Loan Account

50,000
Sundry Debtors
35,000
Reserve

15,000
Stock
20,000
Capital Accounts :


Furniture
10,000
    John
25,000

Machinery
40,000
    Lucy
10,000
   35,000
Gomes's Capital Accounts
     5,000


1,40,000

1,40,000


The following particulars were available :


a)
John took over Machinery for eq \o(\s\do0(
)) 50,000 and also Sankar's Loan.


b)
Lucy took over Stock and Furniture for eq \o(\s\do0(
)) 19,000 and paid the expenses of dissolution of eq \o(\s\do0(
)) 3,000.


c)
A Bill Receivable of eq \o(\s\do0(
)) 1,980 discounted for eq \o(\s\do0(
)) 1,960 was returned dishonoured and it was met together with noting charges of eq \o(\s\do0(
)) 20. Nothing could be recovered from the acceptor.


d)
Book Debts were assigned to firm's creditors in full satisfaction of their claim.


e)
John agreed to take eq \o(\s\do0(
)) 27,000 in full settlement of his account.


Prepare the necessary Ledger Accounts to close the books of the firm, assuming that partners were solvent.


[Ans. Loss of Realisation eq \o(\s\do0(
)) 1,000. Paid to John eq \o(\s\do0(
)) 27,000; Gome eq \o(\s\do0(
)) 4,600. Received from Lucy eq \o(\s\do0(
)) 3,600. Bank Account Total eq \o(\s\do0(
)) 33,600]


Explanatory Notes :


i)
Book Debt of eq \o(\s\do0(
)) 35,000 assigned to creditors of eq \o(\s\do0(
)) 40,000 Debtors should be debited to Realisation Account and creditors should be credited to Realisation Account. It will get adjusted.


ii)
Dishonour of Bill should be debited to Debtors Account and credited to Bank Account by eq \o(\s\do0(
)) 2,000.


(Private Assets and Liabilities given)

13.
A, B and C were in partnership sharing profits and losses in the ratio of 2 : 3 : 5. They prepared the following Balance Sheet on 31st December, 2012 when they decided to dissolve : 


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Loan from Bank (against the

Plant and Machinery
5,00,000
    security of Plant and Machinery)
 3,00,000
Debtors
50,000
Loan from C
40,000
Stock
50,000
Trade Creditors
2,50,000
Advance to A
40,000
Bills Payable

Cash
10,000
Capital Accounts :
10,000
Profit & Loss A/c 

    A
60,000
    (Dr. Balance)
1,50,000
    B
80,000
    C
   60,000

            -

8,00,000

8,00,000


Plant and Machinery realised eq \o(\s\do0(
)) 3,50,000;  Debtors;. eq \o(\s\do0(
)) 30,000  and Stock eq \o(\s\do0(
)) 40,000.


A has a private estate, value at eq \o(\s\do0(
)) 1,00,000 and his liabilities amounted to eq \o(\s\do0(
)) 40,000. The private estate realised only eq \o(\s\do0(
)) 60,000. B is insolvent. C can pay only 50 paise in the rupee of what is payable on his own account to the firm. 


Prepare the necessary ledger accounts, assuming that the loss on realisation is to be determined after considering the amount ultimately paid to the creditors.

[Ans. Loss on Realisation eq \o(\s\do0(
)) 76,667]


(Business taken over by partners)


A and B trading as partners sharing profits and losses as 2 : 1. The business is conducted from offices in Calcutta and Burdwan.


The partnership is dissolved with effect from 31st March, 2013. A takes over the Kolkata business and B the Burdwan one.

14.
Their Balance Sheet as at 31st March, 2013 is as follows :


Liabilities
eq \o(\s\do0(
))
Assets
eq \o(\s\do0(
))
Sundry Creditors

17,200
Goodwill
16,000
Capital Accounts :


Furniture and Fittings
14,400
    A
80,000

Sundry  Debtors :

    B
21,200
1,01,200
    Kolkata
16,000



    Burdwan
8,000


            -
Cash at Bank
   64,000


1,18,400

1,18,400


Goodwill and Furniture and Fittings were revalued as under :


Goodwill : Kolkata eq \o(\s\do0(
)) 12,800; Burdwan eq \o(\s\do0(
)) 6,400.


Furniture and Fittings : Kolkata eq \o(\s\do0(
)) 6,800; Burdwan eq \o(\s\do0(
)) 5,760.


Each partner took over the book debts of his connection at their book value less 5% by way of provision for bad debts. A undertook to pay the Creditors of the firm.


The expenses of dissolution were eq \o(\s\do0(
)) 2,000 which were paid by the firm and it was also agreed that
eq \o(\s\do0(
)) 4,000 and eq \o(\s\do0(
)) 400 should be allowed to A and B respectively towards the future cost of repairs to the premises previously occupied by the firm.


Prepare necessary accounts to close the books of the firm.


[Ans. Loss eq \o(\s\do0(
)) 6,240. Paid to A eq \o(\s\do0(
)) 62,240. Received from B eq \o(\s\do0(
)) 240. Bank Account Total eq \o(\s\do0(
)) 64,240]
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