Plus Two Accountancy Notes Chapter 4 Reconstitution of a Partnership Firm
Retirement/Death of a Partner

Retirement

A partners withdrawal from the business with the consent of other partners or as per the provisions
of partnership deed or by giving notice of retirement.
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Adjustment required at the time of retirement of a partner

1. Change in Profit sharing ratio.
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2. Calculation of gaining ratio.u
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4. Adjustment of reserves and accumulated profits/losses.
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5. Revgluation of assets and liabilities.
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6. Ascertainment of profit or loss up to the date of retirement.
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7. Calculation of total amount due to the retiring partner.
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8. Settlement of total amount due to the retiring partner.
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New Profit Sharing Ratio

It is the ratio in which the remaining partners will share future profit after the retirement of a
partner
New share=old share + acquired gaining share
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Gaining Ratio

The ratio in which the continuing partners share the profit of outgoing partner is called
gaining ratio.

Gaining ratio = New ratio — Old ratio.
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Different case of calculating gaining ratio

o Case-1 Relative Ratio between remaining partners unchanged
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o Case-2 When the profit sharing ratio between continuing partners is changed/the

new ratio between remaining partners is given
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o Case-3 When the continuing partners acquire (Purchase) the retiring partner’s share

of profit in an agreed ratio.
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o Case-4 When entire share of the retiring partner is taken by only one continuing

partner
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Accognting treatment of good A/vill
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Retiring partner have the right to get his share of goodwill because, the goodwill of the firm
has been earned with his efforts too. So he should be compensated by the other partners in
their gaining ratio.
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o Written off goodwill already exist in the balance sheet
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All partners capital a/c Dr

To goodwill a/c

. Continuing partners compensate retiring partners
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Continuing/gaining partners capitala/c Dr

To Retiring / sacrificing partners capital a/c

Revaluation of Assets and Liabilities and treatment of a reserves and accumulated profit or loss
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The asset and liabilities should he revalued and treatment of reserves and accumulated P/L on
the same basis as in the case of admission of a partner. The P/L on the revaluation is
transferred to all partners capital a/c (Including retiring partner)in their profit sharing ratio.
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Calculation of profit or loss up to the date of retirement
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If a partner retires on any day other than the closing day of the accounting year, his share of
profit should be calculated for the period from the date of last balance sheet to the date of
retirement. His share of profit calculated on the basis of past years profit.
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This is worked out as under:
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a) Take the total profit of required number of past years .
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b) Calculate average annual profit
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¢) Reduce average profit up to the date of retirement .
Qfealea® @@ e® wEIWE ] 21DB0 dE)O® &)

d) Find out the share of the retiring partner
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Journal entry:
(@) If profit

Profit and loss suspense A/c Dr.



To Retiring partners capital A/c

(b) If loss

Retiring partners capital A/c Dr

To Profit and loss suspense A/c

Calculation of total amount due to the retiring partner
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The total amount due to the retiring partner is determined by preparing his capital A/c on the

date of retirement.
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Retiring Partner’s Capital Account (Specimen)

Particulars Amount | Particulars Amount
To Drawings XXXX By Balance b/d XXXX
To Interest on Drawings XXXX By Gaining partners Capital(Retiring | XXXX
To Revaluation Loss (If any) XXXX partner’s share of goodwill)
To Retiring Partner’s Loan (B/F) XXXX By Reserves/P & LA/C XXXX
OR By Revaluation Account (Profit) XXXX
To Cash/Bank (B/F) XXXX By Joint life policy(Share of surrender | XXXX
value)
XXXX XXXX

Settlement of total amount due to the retiring partner
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(1) Payment of total amount due to the retiring partner in full

Retiring partner’s capital A/c
To Cash /Bank Alc

(i1) Transfer to the total amount due to the retiring partner’s loan

Dr
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Retiring partner’s capital A/c Dr
To Retiring partner’s loan A/c

(iii) Part payment and balance in installments:

Retiring partner’s capital A/c Dr (Total amount due)
To bank Alc (Part payment made)
To Retiring partner’s loan A/c (Balance amount as loan)

This loan amount will be shown on the liability side of the balance after retirement. Interest
on loan is calculated on the outstanding amount of loan at the rate of 6% (section 37 of the
Indian Partnership. Interest due on loan is credited to loan account and installments (principal
+ interest) are paid at agreed intervals.
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Journal entries:

a. For interest due on loan

Interest on loan A/c Dr.
Retired partner’s loan A/c

b. For payment of installments:

Retired partner’s loan A/c Dr.
To Cash/Bank Alc (Principal amount + interest)

c. For closing interest on loan at the end of financial period

Profit and Loss A/c Dr.
To Interest on loan A/c

Death of a Partner
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Death of the partner dissolves the partnership but the firm may continue. The problems arising on
the death of a partner are similar to those arising on retirement. The amount due to the executors is



paid as per the deed of the partnership.
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Entry:

Deceased partner’s capital a/c Dr
To Deceased partners’ Executor’s loan a/c

If the amount due to the deceased partner is paid in full: Entry:

Deceased Partner’s Capital A/c Dr
To Cash Alc
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