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Unit : 1
Accounting for Not-For-prolit Organisations



•   
Not for profit organisation: Meaning and examples.


•

Receipts and Payments: Meaning and concept o£ fund based accounting.


•   
Preparation of Income and Expenditure Account and Balance Sheet from 
Receipt and Payment Account with additional information.

Unit : 2
Accounting for Partnership Firms

•  
Nature of Partnership firm: Partnership Deed-meaning,



importance.


•   
Final Accounts of Partnership: Fixed vs Fluctuating Capital, Division of  Profit among partners, Profit and Loss Appropriation Account

Unit 3 :
Reconstitution of Partnership


•   

Changes in Profit Sharing Ratio among the exsiting partners-Sacrificing 
Ratio and Gaining Ratio


• 

Accounting for Revaluation of Assets and Liabilities and distribution of reserve and Accumulated Profits.


•   
Goodwill: Nature, Factors affecting and methods of valuation: Average profit Super profit and Capitalisation methods.


•   
Admission of a Partner: Effect of Admission of Partner, Change in Profit Sharing Ratio, Accounting Treatment for Goodwill, Revaluation of Assets and Liabilities Reserves (accumulated Profits) and Adjustment of Capitals.


•   
Retirement/Death of a Partner; Change in Profit Sharing ratio, accounting 
treatment of Goodwill, Revaluation of Assets and Liabilities, Adjustment of accumulated Profits (Reserves) and capitals.

Unit : 4 
Accounting for Share Capital and Debenture



•  
Share Capital: Meaning, Nature and Types.


• 

Accounting for share capital: Issue and Allotment of Equity and Preference Shares; Private placement of shares, meaning of employee stock option  plan 
public subscription of shares; Over Subscription and under subscription; issue at par. premium and at discount; Calls in advance, Calls in arrears, issue or snares for consideration other than cash.

•
Forfeiture of Sharps; accounting treatment, re-issue of forfeited shares. 


•
Presentation of Shares Capital and Debenture in Company's Balance Sheet, 



•
Issue of debentures - at par and premium; issue of debenture for  


consideration other than cash.


•
Redemption of debenture out of Capital; redemption methods : lump sum,  payment, draw by lots. Purchase in the open market and conversion  (excluding cum-interest and ex-interest)

Unit : 5
Analysis of Financial Statements
(a)  
Financial Statements of a
:Preparation of Simple Balance 


Company
Sheet of a Company in the 




prescribed form with major 




headings only.


(b) 
Financial Statement Analysis     Meaning, Significance and 





Purpose, Limitations.


(c) 
Tools for Financial Statement
Comparative Statements, 



Analysis
Common Size Statements.

(d)  
Accounting Ratios 
Meaning and Objectives, Types of 



Ratios : 


Liquidity Ratios 
Current Ratio, Liquid Ratio.

 Solvency Ratios
Debt to Equity, Total Assets to Debt, 


Proprietary Ratio.




Activity Ratios
Iventory Turnover, Debtors 



Turnover, Payable Turnover, 



Working Capital turnover and Fixed 


Assets Turnover.


Profitability Ratios
Gross Profit, Operating Ratio, Net 


Profit Ratio, Return on Investment, 


Earning Per Share, Dividend Per 



Share, Price Earning Ratio. 


Unit : 6

Cash Flow Statement


Cash Flow Statement : Meaning and Objectives, Preparation, Adjustment related to depreciation, dividend and tax, sale and purchase of non-current  assets (as per revised standard issued by ICAI).

Unit : 7
Project Work

CHAPTER - I
Not - for - Profit - Organisation

1 Mark Questions
Q.1
Define the Not for profit organisation ?

Q.2
What are the objectives of accounting for NPO ?

Q.3
Explain accounting treatment of 'Sale of old newspaper and magazine by NPO ?

Q.4
During the year 2007 a club received Rs. 1, 00,000 as entrance fees.  According to accounting policy for the club 40% of the entrance fees is to be capitalised.  How will you deal with entrance fees received by NPO?

Q.5
What is meant by Fund Based Accounting ?

Q.6
Mention any two categories of funds ?

Q.7
What is Endonoment fund ?

Q.8
How would you calculate the amount of consumable materials ?

Q.9
How would you account for the cost of prizes purchased for distribution, of a 'Prize-Flood' is maintained ?

Q.10
Give two main sources of income of a Not  for profit organisation ?

Q.11
Give any two points of difference between receipts and payment account and cash book ?

Q.12
Difference between receipt and payment account and trial balance ?

Q.13
What do you mean by legacy ?

Q.14
What is honorarium ?

Q.15
Write any four features of receipt and payment account ?

Q.16
Write any four features of income and expenditure account ?

Q.17
Write any two limitation of receipts and payment account ?

Q.18
Explain the treatment of aid from government and other institutions ?

3-5 marks questions :

Q.1
Explain accounting treatment of 'Life Membership Fees in case of NPO ?

Q.2
A club has 500 members each paying annual subscription received in advanced for the current year Rs. 10,000. Subscription received during the year Rs. 30,000.  Calculate the amount of outstanding subscription ?

Q.3
Define restricted fund and unrestricted fund ?

Q.4
Define subscription, donation and grant ?

Q.5
Distinguish between fund based accounting and non fund accounting ?

Q.6
Distinguish between profit - seeking organisation and not for profit organisation ?

Q.7
Write any four features of non profit organisation ?

ANSWERS
Ans.1
Not for profit organisation (NPO) can be defined as, "an economic entity that provides services beneficial to the society without making profits".  These organisations work for the promotion of charity, religion, education, literature, sports, art and culture, with out aiming at profit.

Ans.2
i)
To assess financial performance of the organisation.


ii)
To appraise the members about the financial affairs of the organisation.


iii)
To evaluate the organisation's efficiency in spending money on some social  cause.

Qns.3
Amount received from the sale of old newspapers and magazine are treated as revenue receipts because it is a regular feature of NPO.  Hence sale of old newspaper etc. are shown on the credit side of income and expenditure account.

Ans.4
Entrance fees Rs. 60,000 (i.e. 60% of Rs. 1,00,000) will be credited to 'Income and Expenditure Account' and Rs. 40,000 (i.e. 40% of Rs. 1,00,000) will be added to capital fund in the balance sheet.

Ans.5
In fund based accounting separate accounts are maintained for specific activities of the organisation such as sports fund, price fund etc. All items related the specific fund are recorded fund wise and consolidation of these statements or accounts are presented in the financial results.

Ans.6
i)
Fixed Assets fund : These are the funds specially for investment in fixed asses or already invested in fixed assets.  Creating a separate fixed assets fund may imply to some extent that fixed assets are same how not related to the day- to day operation of the organisation.


ii)
Anuity fund : These funds are use to account for resources that are given to Not for profit organisation accept to make periodic payment to the designated recipient.  In this situation the original amount will be credited to the equity fund.

Ans.7
Endowment funds contains assets donated by the donors with the donation that only the income covered by these assets can be used to finance the specific activities and not the principle amount.

Ans.8
Opening stock of Material + purchase during the year - closing stock of material = consumable material.

Ans.9
The main sources of income of a not for profit organisation are :


i)
Membership subscription.


ii)
Donations.


iii)
Life membership fees.


iv)
'Profit from the sale of food in the club, restaurant or cafeteria.


v)
'Profit from bar sales.


vi)
Profit from social events, such as dinner - dance

vii) Interest received on investment.
Ans.10
Receipts and payment account and cash book :

	
	Basis
	Fund Based Accounting
	Non fund based Accounting

	i)
	Accounting base
	It is on cash basis
	Non fund based accounting.  It is an accrual basis

	ii)
	Funds
	Specific funds are used for specific purposes except for general fund
	Funds can be used for any profit earning purpose.

	iii)
	Economic interest
	Owners have no economic interests
	Owners have economic interest in the form of profit.

	iv)
	Account ability
	Accountability is towards law, regulations, legislature, parliament contributors and donors of fund.
	Accountability is towards all stock holders, viz, owners creditors, government regulations etc.

	v)
	Usual earnings
	Usually expenditure is more than income known as deficit.
	The result of matching of revenue and expenses may either be profit or loss.


Ans.11
Difference between receipts and payment A/c and Trial balance
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Basis


 


Receipts and payment account


 


Trial balance


 


 


Preparation 


of accounts


 


It is prepared after summarizing 


cash receipts and cash payment.


 


It is prepared after 


balancing all ledger 


accounts.


 


 


Opening 


Balance


 


It starts with opening balance of 


cash and ba


nk


 


It has no opening balance


 


 




 Basis  Receipts and payment account  Trial balance    Preparation  of accounts  It is prepared after summarizing  cash receipts and cash payment.  It is prepared after  balancing all ledger  accounts.    Opening  Balance  It starts with opening balance of  cash and ba nk  It has no opening balance    


Ans.12
Legacy : It is the amount received as per the will of a deceased person.  It appears on the receipts side of the Receipt and payment account and is directly added to capital fund / general fund in the balance sheet.

Ans.13
Honorarium : A token payment made to a person who has voluntarily undertaken a service which will normally demand of fee.  It is thus an expression of gratitude rather than a payment for the work done.

Ans14.
Silent features of Non-profit organisation are :


i)
Such organisation are formed for providing services to a specific group or public.


ii)
The main sources of income of such organisation are :



a)
Subscription



b)
Donations



c)
Legacies



d)
Grant-in-aid



e)
Income from investments.


iii) 
The funds raised by such organisation through various sources are credited to capital fund or general fund.


iv)
Their affairs are usually managed by a managing executive committee elected 
by its members.

Ans.15
The main features of Income and Expenditure Account :


i)
It is prepared for an accounting period on accrual concept following the matching principle.


ii)
Only revenue items are considered, while capital item are excluded.


iii)
All items both cash and non cash (depreciation) are recorded.


iv) Expenditure are recorded on the debit side and incomes on the credit side.

ANSWERS (3 TO 5 MARKS)
Ans.1
It is a non recurring receipt, therefore, it is not credited to income and expenditure account but shown separately on the liabilities side of the Balance sheet.  If membership is create d it is transferred to capital fund.

Ans.2
Rs. 10,000.

Ans.3
i)
Restricted fund : Restricted fund is that fund, the use of which is restricted to the activities for which this fund is created the donors.    
 For example : the use of prize fund will be restricted to the cawarding of prizes.


ii)
 Unrestricted fund : Unrestricted fund is also known as capital fund or general fund.


The organisation is free to use this fund in any manner it likes.  The accounting basis of the unrestricted fund is the actual method as used by profit making organisations that primary sources of income for this fund is annual subscription or membership fees general government grants, gifts from individuals and income from investments.

Ans.4
Subscription: A periodic amount received by a not for profit organisation from its members for keeping their membership alive is called subscription.


Donation : Donation is an amount received by way of gift.  If donation is received for a specific purpose, it should be shown distinctly on the liabilities side of the Balance sheet and should be used for assigned purpose.


Government grant : Not for profit organisation receives different types of 

Ans.5
The main difference between fund base accounting :
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Basis

 

Fund Based Accounting

 

Non fund based Accounting

 

i)

 

Accounting 

base

 

It is on cash basis

 

Non fund based 

accounting.  It is an accrual 

basis

 

ii)

 

Funds

 

Specific funds are used for 

specific purposes except for 

general fund

 

Funds can be used for any 

pro

fit earning purpose.

 

iii)

 

Economic 

interest

 

Owners have no economic 

interests

 

Owners have economic 

interest in the form of profit.

 

iv)

 

Account 

ability

 

Accountability is towards law, 

regulations, legislature, 

parliament contributors and 

donors of fund.

 

Ac

countability is towards all 

stock holders, viz, owners 

creditors, government 

regulations etc.

 

v)

 

Usual 

earnings

 

Usually expenditure is more than 

income known as deficit.

 

The result of matching of 

revenue and expenses may 

either be profit or loss.

 

 


Ans.6
A profit seeking organisation may be distinguished from a not for profit organisation as under :

Ans.7
The main features of Receipts and payment account :


i)
It is a real account.


ii)
It does not show the date of  transactions.


iii)
It gives summary of all cash receipts and cash payment.


iv)
It does not show net income or net loss i.e. surplus or deficit.s

 
CHAPTER - II
Accounting for partnership firms - Fundamentals\

1 and 3 Mark Questions
Q.1
Define partnership.

Q.2
What do you understand by 'partners', 'firm' and 'firms' name ?

Q.3
Write any four main features of partnership.

Q.4
What is the minimum and maximum number of partners in all partnership.

Q.5
What is the status of partnership from an accounting viewpoint ?

Q.6
What is meant by partnership deed ?

Q.7
State any four contents of a partnership deed.

Q.8
In the absence of a partnership deed, how are mutual relations of partners governed?

Q.9
Give any two reason in favour of having a partnership deed.

Q.10
State the provision of 'Indian partnership Act 1932'  relating to sharing of profits in absence of any provision in the partnership deed.

Q.11
Why is it important to have a partnership deed in writing ?

Q.12
What do you understand by fixed capital of partners ?

Q.13
What do you understand by fluctuating capital of partners ?

Q.14
Give two circumstances in which the fixed capital of partners may change.

Q.15
List the items that may appear on the debit side and credit side of a partner's fluctuating capital account.

Q.16
How will you show the following in case the capitals are 


i) Fixed and ii)  Fluctuating

.
a)
Additional capital introduced 


b)
Drawings


c)
Withdrawal of capital


d)
Interest on capital and


e)
Interest on loan by a partners ?

Q.17
If the partners capital accounts are fixed, where will you record the following items :


i)
Salary to a partners


ii)
Drawing by a partners 


iii)
Interest on capital and 


iv)
Share of profit earned by a partner ?

Q.18
How would you calculate interest on drawings of equal amounts drawn on the Last day of every month ?

Q.19
How would you calculate interest on drawing of equal amounts drawn on the last day of every month ?

Q.20
How would you calculate interest on drawing of equal amount drawn in the middle of every month ?

Q.21
Ramesh, a partner in the firm has advanced a loan of a Rs. 1,00,000 to the firm and has demanded on interest @ 9% per annum.  The partnership deed is silent on the matter.  How will you deal with it ?

Q.22
The partnership deed provides that Anjali, the partner will get Rs. 10,000 per month as salary.  But, the remaining partners object to it.  How will this matter be resolved?

Q.23
The partnership deed is silent on payment of salary to partners.  Alok, a partner, has put a claim that since he manages the business, he should get monthly salary of Rs. 10,000.  Is he entitled to the salary.

Q.24
Give two points of difference between Profit and Loss and profit and loss appropriation A/c.

ANSWERS
Ans.1
When two or more persons enter into an agreement to carry on business and share its profit and losses, it is a case of partnership.  The Indian partnership Act, 1031, defines Partnership as follows :


"Partnership is the relation between persons and who have agreed to share the profits of a business carried on by all or any of them acting for all.

Ans.2
The persons who have entered in to a Partnership with one another are individually called 'Partners' and collectively 'a firm' and the name under which the business is carried is called 'the firm's name'.

Ans.3
Essential elements or main features of Partnership :


i)
Two or more persons : Partnership is an association of two or more persons.


ii)
Agreement : The Partnership is established by an agreement either oral or in 
writing.


iii)
Lawful Business : A Partnership formed for the purpose of carrying a business, it must be a legal business.


iv)
Profit sharing : Profit of the firm is share by the partners in an agreed ration, if the ratio is not agreed then equally. Profit also includes loss.

Ans.4
There should be at least two persons to form a Partnership.  The maximum number of Partners in a firm carrying an banking business should not exceed ten and in any other business should not exceed ten and in any other business it should not exceed twenty.

Ans.5
From an accounting viewpoint, partnership is a separate business entity.  From a legal viewpoints, however, a Partnership, like a sole proprietorship, is not separate from the owners.

Ans.6
Partnership deed is a written agreement containing the terms and conditions agreed by the Partners.

Ans.7
i)
The date of formation and the duration of the Partnership


ii)
Name and address of the Partners


iii)
Name of the firm.


iv)
Interest on Partners capital and drawings


v)
Ratio in which profit or losses shall be shared

Ans.8
In the absence of Partnership deed, mutual relations are governed by the Partnership Act, 1932.

Ans.9
i)
In case of any dispute or doubt, Partnership deed is the guiding document.


ii)
It can specify the duties and powers of each Partner.

Ans.10
In the absence of any provision in the Partnership deed, profit or losses are share by the Partners equally.

Ans.11
Partnership deed is important Since it is a document defining relationship of among Partners, thus is a assistance in settlement of disputes, if any and also avoid possible disputes : it is a good evidence in the court.

Ans.12
Partners' capital is ;said to be fixed when the capital of Partners remain unaltered except in the case where further capital is introduced or capital is withdrawn permanently.

Ans.13
Partners capital is said to be fluctuating when capital alters with every transaction in the capital account. For example, drawing, credit of interest, etc.

Ans.14
Two circumstances in which the fixed capital of Partners may change are :


i)
When additional capital is introduced by the Partners.


ii)
When a part of the capital is permanently withdrawn by the Partners.

Ans.15
On debit side :  Drawing, interest on drawing, share of loss, closing credit balance of the capital.


On credit side
:
Opening credit balance of capital, additional capital introduced, share of profit, interest on capital, salary to a Partner, commission to a Partner.

Ans.16
i)
In case, capitals are fixed :



a)
on credit side of capital (b) on debit side of current A/c (c) on debit side of capital A/c  (d) on credit side of current A/c (e) on credit side of loan from partner's A/c


Ans.17
i)
Credit side of Partner's current A/c


ii)
Debit side of Partner's current A/c


iii)
Credit side of Partners current A/c


iv)
Credit side of Partners current A/c

Ans.18
When a partners draws a fixed amount at the beginning of each month, interest on total drawing would be on the amount withdraw for 6.5 months at the agreed rate of interest per annum.   Apply the following formula.  


Interest on drawing = total drawing x  [image: image3.wmf]12
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Ans.19
When drawing of fixed amounts are made at regular monthly intervals on the day of every month, Interest would be charged on the amount withdrawn at the agreed rate of interest for 5.5 months.  Apply the following formula. :


Interest on drawing = Total drawing x  [image: image4.emf]12
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Ans.20
Since the Partnership deed is silent on payment of interest, the provisions of the Partnership Act, 1932 will apply.  Accordingly, Ramesh is entitled to interest @ 6% p.a.

Ans.21
The stand of remaining Partners in the Partnership deed does not stand scrutiny.  Since all the Partners to the deed had agreed to Anjali's salary, it will be paid to him.

Ans.22
No, he is not entitled to the salary because it is not so, Provided in the Partnership deed and according to the Partnership act, 1932 if the Partnership deed does not provided for payment of salary to Partners, he will not be entitled to it.

Ans.23
Distinction between Profit and loss and profit and loss appropriation account :
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Profit & Loss A/c


 


 


Profit & Loss Appropriation A/c


 


i)


 


Profit and Loss A/c is prepared to 


ascertain net profit or net loss of 


the business for an accounting 


year.


 


i)


 


In case of partnership firms, profit 


and loss appropriation A/c is 


prepared to appropr


iate / 


distribute the profit of the year 


among partners.


 


ii)


 


It is prepared by all the business 


firms.


 


ii)


 


Only partnership firms and 


companies prepare profit and loss 


appropriation A/c


 


 




 Profit & Loss A/c   Profit & Loss Appropriation A/c   i)  Profit and Loss A/c is prepared to  ascertain net profit or net loss of  the business for an accounting  year.  i)  In case of partnership firms, profit  and loss appropriation A/c is  prepared to appropr iate /  distribute the profit of the year  among partners.   ii)  It is prepared by all the business  firms.  ii)  Only partnership firms and  companies prepare profit and loss  appropriation A/c    


CHAPTER II
ACCOUNTING FOR PARTNERSHIP FIRM

FUNDAMENTALS
 3 to 5 Marks question

Q.1 
A and B are partners sharing profits in the ratio of 3 : 2 with capitals of Rs. 50,000 and Rs. 30,000 respectively. Interest on capital is agreed @ 6% p.a. B is to be allowed an annual salary of Rs. 2,500. During 2006, the profits of the year prior to calculation of interest on capital but after charging B's salary amounted to Rs. 12,500. A provision of 5% of the profits is to be made in respect of Manager's commission. 


Prepare an account showing the allocation of profits and partners' capital accounts. 

Solution:1 

Profit and Loss  Appropriation Account 

Particulars

Amount
Particulars

Amount





Rs. 


Rs. 


To Interest on Capital


By Profit after B's Salary but before  






other adjustments 

12500



A 
3000






B 
1800
4800




To Manager's Commission 

385




(5%ofRs.7,700*)


To Profit transferred to :           







A's Capital A/c
4389






B's Capital A/c
2926
7315







12500


12500

Provision is made on profit after charging interest on capitals, i.e. 12,500-4,800 Rs. 7,700 . 

Partners capital Accounts

Particulars 
A 
B 
Particulars 
A 
B 


To Balance c/d 
57389
37226
By Balance b/d 
50000
30000





By interest on capital 
3000
1800





By salary 
-
2500





By P and Lappropriation A/c 
4389
2926



57389
37226

57389
37226
Q.2
X and Y are partners sharing profits and losses in the ratio of 3 : 2 with capitals of Rs. 50,000 and Rs. 30,000 respectively. Each partner is entitled to 6% interest on his capital. X is entitled to a salary of Rs. 800 per month together with a commission of 10% of net 'Profit remaining after deducting interest on capitals and salary but before charging any commission. Y is entitled to a salary of Rs. 600 per .month together I. with-a commission of 10% of Net profit remaining after deducting interest on capitals and salary and after charging all commissions. The profits for the year prior to calculation of interest on capital but after charging salary of partners amounted to Rs. 40,000. Prepare partners' Capital Accounts :.- 


(i) 
When capitals are fixed , and 


(ii) 
when capitals are. fluctuating. 


Note: (1) Calculation of interest on Capital:  Interest for 3 months i.e. from 1st April to 30th June, 2004 










A 

B 


A on Rs. 5,00,000 @ 10% p.a. 


12500
 


B on Rs. 3,00,000 @ 10% p.a. 


7500


Interest for 9 months i.e. from 1st July, 2004 to 31st March, 2005 : 


A on Rs. 3,50,000 @ 10% p.a. 


26250




B on Rs. 3,50,000 @ 10% p.a.    


26250

Q.3
Ram and Shyam were partners in a firm. The partnership agreement provides that: 


(i) 
Profit sharing ratio will be "3 : 2. 


(ii) 
Ram will be allowed a salary of Rs. 500 p.m. 


(iii) 
Shyam who manages the sales department will be allowed a commission equal to 10% of the net profit after allowing Ram's salary. ' 


(iv) 
8% interest will be allowed on partners' fixed capitals. (v) 6% interest will be charged on partners' annual drawings. 


(vi) 
The fixed capitals of Rain and Shyam were Rs. 2,00,000 and Rs. 1,50,000 respectively. Their annual drawings were Rs. 18,000 and Rs. 15,000 respectively. The net profit for the year ended nearly amounted to Rs. 60,000. Prepare firms Profit and Loss Appropriation Account. 

Solution: 3

Profit and Loss Appropriation Account 

Particulars

Amount
Particulars

Amount


To salary to Ram 

6000
By Profit and Loss A/c

60000


To Commission to Shyam 


@10% on (60,000-6,000), 

5400
By Interest on Drawings @6% 






on annual drawings- 




To Interest on Capital: 






Ram 
1080




Ram 
16000

Shyam 
900
1980



Shyam 
12000
28000





To profit 








Ram.s Current A/c 
13548







Shyam's Current A/c
9032
22580








61980


61980

Note : As 6% interest is to be charged on annual drawings, it will be charged for the full year and not for 6 months. 

Q.4
P and Q are partners with capitals of Rs. 6,00,000 and Rs. 4,00,000 respectively. The profit and Loss Account of the firm showed a net Profit of Rs. 4, 26,800 for the year. Prepare Profit and Loss account after taking the following into consideration:- 


(i) 
Interest on P's Loan of Rs. 2,00,000 to the firm


(ii) 
Interest on 'capital to be allowed @ 6% p.a. 


(iii)
 Interest on Drawings @ 8% p.a. Drawings were ; P Rs 80,000 and Q Rs. 1000,000. 


(iv) 
Q is to be allowed a commission on sales @ 3%. Sales for the year was Rs. 1000000


(v) 
10% of the divisible profits is to be kept in a Reserve Account. 
Solution:4 

Profit and Loss Account for the year ended 

Particulars

Amount
Particulars

Amount


To Interest on P's Loan A/c 

12000
By profit before interest 

426800


To Profit transferred to 


P&L Appropriation A/c 

414800






426800


426800

Profit and Loss Appropriation Account for the year ended.


Particulars

Amount
Particulars

Amount


To interest on Capital 


By profit and Loss A/c (Profit) 

414800



P 
36000

By interest on drawings 





Q 
24000
60000

P 
3200



To Q's commission 

60000

Q 
2000
5200


To reserve A/c  

30000





To profit 







P's Capital 
135000






Q's capital 
135000
270000








420000



420000

Notes: 


(i)
If the rate of interest on Partners' Loan is not given in the question, it is to be wed @ 6% p.a. according to the Partnership Act. 


(ii)
Interest on Partners' Loan is treated as a charge against Profit, so it is shown in the debit of Profit and Loss A/c. 


(iii)
If the date of Drawings is not given in the question, interest on drawings will be charged and average period of 6 months. . 


(iv)
Reserve Fund is calculated at 10% on Rs. 3,00,000 (i.e. Rs. 4,26,800 + Rs. 5,200-  12,000 - Rs. 60,000 - Rs. 60,000. 

Q.5
A, and C are partners with fixed capitals of Rs. 2,00,000, Rs. 1,50,000 and Rs. 1,00,000 respectively. The balance of current accounts on 1st January, 2004 were A Rs. 10,000 (Cr.); B Rs. 4,000 (Cr.) and C Rs. 3,000 (Dr.). A gave a loan to the firm of Rs. 25,000 on 1st July, 2004. The Partnership deed provided for the following:- 


(i)
Interest on Capital at 6%. 


(ii)
Interest on drawings at 9%. Each partner drew Rs. 12,000 on 1st July, 2004. 


(iii)
Rs. 25,000 is to be transferred in a Reserve Account. 


(iv)
Profit sharing ratio is 5:3: 2 upto Rs. 80,000 and above Rs. 80,000 equally. Net 
Profit of the firm before above adjustments was Rs. 1,98,360. 


From the above information prepare Profit and Loss Appropriation Account, Capital and Current Accounts of the partners. 

Solution: 5





Profit and Loss Appropriation Account 

for the year ended 31st December, 2004

Particulars

Amount
Particulars

Amount


To Interest on Capital at 6% :


By profit and Loss A/c (being profit) 

198360


A 
12000

Less: interest on A's Loan @ 6% p.a. 







on Rs 25,000 for six months 
750
197610



B 
9000

By interest on drawings @ 9% p.a. 







for 6 months on Rs 12,000 





C 
6000
27000

A 
540




To reserve A/c 

25000

B 
540



To profit 



C 
540
1620



A's current A/c 
62410







B's current A/c
46410







C's current A/c
38410
147230







199230



199230
Capital Accounts

Particulars 
A 
B 
C
Particulars 
A 
B
C 


To balance b/d 
2,00,000
1,50,000
1,00,000
By balance c/d 
2,00,000
1,50,000
1,00,000


Current accounts

Particulars
A
B
C
Particulars
A
B
C


To balance b/d 
-
-
3000
By balance b/d 
10000
4000
-


To drawings 
12000
12000
12000
By interest on capi 
1200
9000
6000


To interest on  
540
540
540
By P&L  A/c 
62410
46410
38410


drawings






To balance c/d 
71870
46870
28870




84,410
59,410
44,410

84,410
59,410
44,410

Calculation of Distribution of Profits : 



A upto Rs.   



B upto Rs.   

Q.6
From the following balance sheet of X and Y, calculate interest on capitals @ 10% p.a. payable to X and Y for the year ended 31st December, 1998.


Liabilities

Amount
Assets

Amount


X's Capital 

50,000
Sundry Assets 

1,00,000


Y's capital 

40,000
Drawings X 

10,000


P & L appropriation A/c (1998) 

20,000







1,10,000



1,10,000

During the year 1998, X's drawings were Rs. 10,000 and Y's Drawing were Rs. , 3,000. Profit during the year, ,1998 was Rs:'30,000. 

Solution: 6 Calculation of Opening Capitals 
X
Y 



Rs. 
Rs.


Capitals as on 31st Dec., 1998 
50,000
40,000


Add : Drawings (Previously deducted) . 
-
 3,000



50,000
43,000


Less: Profit distributed (30,000- 20,000' equally    
5,000
5,000


Opening Capitals
45,000
38,000


Interest on 'capitals :@ 10% p.a; 
4,500
3,800


Working Notes:


(1) 
As X's  drawings are shown in the Balance Sheet, it means his drawings are not deducted . from his .capital till now, so his drawings are not included back. 


(2) 
Profits for 1998 were Rs. 30,000 and profits of Rs. 20,000· are, shown in the 
Balance Sheet, which means only Rs. 10,000 profits were distributed between the partners.

Q.7
Yogesh, Ajay and Atul are partners sharing profits in the ratio 4:3:2. Yogesh withdraws Rs.3,000 in the beginning of every month. Ajay withdraws Rs. 2,000 in the middle of every month whereas Atul withdraws Rs. 1,500 at the end of every month. Interest on capitals and drawings is to be calculated @ 12% p.a. Ajay is also to be allowed a salary of Rs. 1,000 per month. After deducting salary but before charging any type of interest, the profit for the year ending 31stpecember, 1997 was Rs.,1,14,780. Prepare Profit & Loss Appropriation Account, Partners' Capital Accounts and Current Accounts from the additional information given below: 

SOLUTION 7 


When there is no agreement between the partners, whether written or verbal, expressed or implied accounts of partners are determined by the following rules given in the Indian Partnership Act, 1932 sections 12 to 17. 


(i)  
No interest is to be given on the partners' capital. 


(ii) 
No interest is to be charged on the personal drawings of the partners. 


(iii) 
No Salary  Remuneration or Commission is to be given to any partner for his active participation. 


(iv) 
If  any partner has given loan to the firm interest at the rate of 6% p.a. can be given. 


(v) 
Profits and losses will be shared among all the partners equally irrespective of  their capitals. 

QUESTION 8: P and Q are partners from 1st January, 1998 without any partnership agreement and they introduced capital of Rs. 40,000 and Rs. 20,000 respectively. On 1st July, 1998, P advances Rs. 10,000 by way of loan to the firm without any agreement as to interest. The Profit & ,Loss Account for the year 1998 disclosed a profit of Rs.14,250; but the partners cannot agree upon the question of interest and upon the basis of division of profits. You are required to divide the profit between them giving reasons for your method. 

Solution 8: 


 Profit and Loss Appropriation Account





(For the year ended 31st December, 1998)

Particulars

Amount
Particulars

Amount


To Net profit:


By Net profit from P & L A/c 

14250



P's Capital A/c 
6975

Less: Interest on P's Loan @ 







6% for six months 
300
13950



Q's Capital A/c 
6975
13950








13950



13950

Notes -: 


(1) 
In the absence of any agreement between the partners, profit and loss will be divided equally. 


(2) 
If any partner gives loan to the firm  then he is entitled interest on that loan @ 6% p.a. in case there is no agreement between the partners. 

(3) 
No interest on capital will be give, to any partner as there is no agreement between the partners. 

Q.9 
A and B are partners. Except that interest on their capital @ 9% p.a. and charged OD the drawings at the same rate they had no other agreement, either written or oral, between them. A presented the following P&L App. Ale at the end of the year. 

P and L Appropriation Account

Particulars

Amount
Particulars

Amount


To interest on capitals @ 9% p.a. 

By profit for the year 

6150



A on Rs. 60,000

5400
Less: Interest on B/s Loan @ 5% 







on Rs. 10,000
500
35,650


B on Rs. 30,000

2700
By interest on drawings of B @ 9% 






p.a. on Rs 5000

450


To salary to A 

4000





(For working as manager) 


To profit 








A 2/3 
16000







B 1/3 
8000
24000








36,100



36,100
Solution:9 


Interest on Rs. 40,000 for 12 months = Rs. 40,000 X 12/12 X 6/100 
= Rs.2,400. Interest on Rs. 5,000 for 5 months = Rs. 5,000 X 5/12 X 6/100 

=  Rs. 125. 


Interest on Rs. 5,000 for 12 months = Rs. 5,000 X 1.5/12 X 6/100 

=  Rs. 37·50 


Total Interest to be allowed on X's capital = Rs.2,400 +: RS. 125 +Rs. 37·50 


= Rs. 2,562.50

Q.10


X and Y are partners. X's capital is Rs. 10;000 and Y's capital is Rs. 6.000. Interest is payable @ 6%,p.a:.Y  is entitled to a salary of Rs. 300 per month. Profit for the current year  before charging any Interest and Salary to Y is Rs. 8,000 Divide the profit between X & Y. ' 




 

Solution: 10  



Profit and Loss Appropriation Account for the year ending on

Particulars

Amount
Particulars

Amount

To Interest on Capital: 


By Profit before adjustments 

8,000



X
600






Y
360
960




To Salary to Y 

3,600




To net profit transferred 







X
1,720






Y
1,720
3,440







8,000



8,000

Q.11
A and B are partners' sharing profits  in-proportion of 3. : .2 With Capitals of Rs. 40,000 and Rs. 30,000 respectively': Interest On Capital is. agreed at 5% p; a.. B is to be " allowed an annual salary of Rs. 3,000 which. has not : been Withdrawn. During 2007   the profits for the year prior to calculation ~f Interest on Capital. But after chargin B's salary amounted to Rs. 12,000. A provision of 5% of this amount is to be. made in respect of commission to the manager. Prepare an account showing the allocation of profits. 







        

Solution: 11


Profit and Loss Appropriation Account 





 for the year ending on 31st Dec. 2007 

Particulars

Amount
Particulars

Amount


To Interest on Capital: 


By Profit after B's Salary but 







before other adjustments 

12,000



A
2,000






B
1,500
3,500




To Manager's Commission 


(5%) of Rs. 12,000

   600




To Net profit transferred 







A's Capital A/c 
4,740






B's Capital A/c 
3,160
7,900







12,000



12,000
Q.12
Amit and Vijay started a partnership business on 1st January, 2007. Their capital contributions were Rs. 2,00,000 and Rs. 10,0000 respectively. The partnership deed provided: 


i.

Interest on capitals @10% p.a. 


ii.
Amit, to get a salary of Rs. 2,000 p.m. and Vijay Rs. 3,000 p.m. 


iii.
Profits are to be shared in the ratio of 3:2. 


The profits for the year ended 31st December, 2007 before making above appropriations were Rs. 2,16,000. Interest on Drawings amounted to Rs. 2,200 for Amit and Rs. 2,500 for Vijay. Prepare Profit and Loss Appropriation Account. 

Solution: 12


Profit, and Loss Appropriation Account 






 for the year ending on 31st Dec., 2007

Particulars

Amount
Particulars

Amount


To Interest on Capital: 
Rs.

By Profit before adjustments






By Interest on Drawings

2,16,000


Amit 
2,000

Rs.



Vijay 
1,500
35,000

Amit 
2,200


To Salary 



Vijay 
2,500
4,700


Amit 
24,000





Vijay 
36,000
60,000




To Net profit transferred 






Amit Capital A/c 
75,420





Vijay Capital A/c 
50,280
1,25,700







2,20,700



2,20,700
Q.13
A, B and C entered into partnership on 1st April, 2006 to share profits & losses in the ratio of 4:3:3. A, however, personally guaranteed that C's share of profit after charging interest on Capital @ 5% p.a. would not be less than Rs. 40,000 in any year. The Capital contributions were: 


A, Rs. 3,00,000; B, Rs. 2,00,000 and C, Rs. 1,50,000. 


The profit for the year ended on 31st March, '2007 amounted to Rs. 1,60,000. show the Profit & Loss Appropriation Account. . 

Solution:13 


Profit and Loss Appropriation Account 






 for the year ending on 31st March 2007 


Particulars

Amount
Particulars

Amount


To Interest on Capital: 


By Profit before adjustments 

1,60,000



A
15,000






B
10,000






C
7,500
32,500




To net Profit transferred  







A. (51,000-1,750)
49,250






B. (1,27,500x3/10)
38,250






C. (38,250+1,750)
40,000
1,27,500







1,60,000



1,60,000

Q.14
Ram and Shyam were Partners. in a firm sharing profits in the ratio of 3 : 5. Their Fixed Capitals were ': Ram Rs. 5,00,000 and Shyam Rs. 9,00,000. After the accounts of the year had been closed, it was found that interest on capital at 10% per annum as provided in the partnership agreement has not been credited to the Capital Accounts of the partners. pass necessary entry to rectify the error. 

Solution: 14













Rs.


Interest on Ram's Capital of Rs. 5,00,000 @ 10%
= 
50,000


Interest on Shyam 's Capital of Rs. 9,00,000 @ 10%
= 
90,000


Total interest to be  a1lowed 
= 
1,40,000


Profit already distributed 140000 in the ratio 3:5  ie  52500 and 87500 the difference is 2500 . The entry is 





Ram A/C    Dr    2500





   
To Shyam A/C        2500
