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Chapter 7

BISSOLUTION OF PARTNERSHIP
rfﬁr&ﬁp}b’g’fﬁ

According to Partnership Act, 1932 “the Dissolution of Partnership between all the
partners.of a firms is called dissolution of firm™,

Partnership is dissolved at the time of admission, retirement or death of a partner.
This termination does not necessarily indicate the discontinuation of a bysiness. Generally,
at the time of admission, retirement or death of a partner, the partnership is-terminated.
Termination of partnership indicates a change in the mambarshlp of the firm, which may or
may not be followed by liquidation, a new agreement is made, and business mntnuas
* under this new agreement.
' If a business is discontinued it is called as dissolution. The dissolution of firm
‘means a complete- break down .of the relation of partnership among all the partners.
Dissolution involves selling of assets, puymants of liabilities and retum of capital to the
partners.
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Dissolution Conditions: & >({ (¥
Dissolution of partnership is affected under one or more of the following

circumstances: | ..;.rlr:!fdjtuf.;.-l.ﬂ{ﬂmhl. _ﬂq,f{;,l:u‘l;.fjbu
(i) At the retirement of a partner,

el 1 B rserff oy’

(i)  If any one of the partners becomes insolvent.
R XY QN SN $ B 1Y sy 3P o
(i) After the completion of a prujact, for which partnership was formed.
WS @G 2 LK
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W) At the expiry of a Mc period for which partnership was formed.
P Lapgodund Loy
(v) - Hdlﬂuwhmmumwydaddahdmdwmaﬁm

‘HJ': 7 |‘} (A4 ﬁff‘hﬁuuu_ﬁrﬁ

 (vi) Ifallthe partners, but one, are insolvent,

L, L.H,ﬂ{:iwﬁ:.d?rﬂdbulk&;h.ﬂn.&‘i
(vii) In case of partnership at will, if any of the partner gives notice of his will to
discontinue the firm.

rE’f;r;w’;ﬁ..-.*.,t..fiA.yﬁ-.....!)Jm,ﬁ_ﬂ._r"ﬂtura}dwﬁg'ﬂfuuu;

~g-desic)
[vm} The firm is dissolved, if it is doing some illegal business.

| ..F.mrcmrr;,;u;w:rmﬁ Ayl
Dissolution by Court:p ¥l S f i

kpmnmh:pﬁmmayahnhadmhedbyanﬁnpquntmﬂmﬁudaauﬂby
. @ partner on any one of the following grounds:

|.r'."ﬂ,f{c_u|.,f¢ib.ul. 44’_;..”1.-»,&!* i:ﬁrt’fﬂziufgigﬁ-)u :—J)L{JI:J uf

_ b /P Ak F Lohuse i
(a) Thata Mrtncr has become of unsound mind,
AR Lemlspoidulneoy
(b) Tr'ﬂtaparh'mnﬂ'barﬂ'lmsulng is incapable of performing business duties.
4 L-.m-:}‘c'ﬁ Sy Ul"; ey Y | JUV_ P /ud{ ol Lm:-..—rlf;:
(c) Thata partner is guilty of misconducting the partnership affairs.
4 inSw if &l fﬁflﬁiuﬂﬁjﬁﬁr
{d) ﬂutaparharhuwiﬂhﬁrmpmmm}'mmmmdhmﬂmnm

.;m?i:uub—d.d!-urflfﬁJjﬂk.—ﬂ:fﬂj.ﬂ0{ . .
(e) That a partner, without the consent of other partners has transferred his
: interest to a third person. ;

: " uu;_#L;j;-«-Lu,éiff PR 7 W
{f)  That a business cannot be camied on, except at a loss.
3 m-,rﬁ bbte £ e Ll s

“Settling up of Account: SN
When_partnership business is discontinued, the accounts are settied between

partners and other parties having interest in the business as follows:

ﬂ,;:,.n-ﬂf._{:f._ﬁhﬂf_fﬂ'l..ﬁ-ﬂ;.;Ly!’fml;ﬁuﬂﬁ‘:ubu_ﬂﬂ?4rfﬂ'1&Auﬁf ras

q..l.'by-ﬁ;..g)dj
(i) = All the properties and assets of the firm (including the original investment of
the partners and any subsequent one, if made to make up the deficiencies), .
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must first bﬂ appﬂed h:mards payment of liabilities of the firm.
b d{;ﬂ- &Lﬁ;{fg{d‘iﬂ A;;ld;l’,lfd!.&!Juul;,.#}m._,tr,t‘ir&?.ﬁr}d..-l.yli’
JL#L( Jlrf'lé-ag-u;ﬁ uud’;h:h’(d;i’ -

(i)  After -making paymuntﬁ against Accounts Payable and the liabilities as
above if there is a surplus that will be used for the payment of any advance
or. Loan from partners if loan is taken fmm more than one partner this will
be paid rateably.

il :(uﬂ-}'L—#}iid"b:.ui.«l:.-?del}Llr&.ﬂ!id..f:!rhl:m-?hulup:mrv

.J il J JI.“"J'A- L

(ili)  Surplus is applied in making payment of each partner’s capital. This will also
be paid rateably. Term rateably means first of all payment will be made to a
partner whose capital is proportionately more than his profit and loss sharing
ratio.

Sneolertluln.e ﬁ.h’J{ﬂ""‘&-&lﬁf ol Biuls a2 s i e Gtk
-fnuiz‘.'.q ﬂl&aa—r’ J uw,d’ 7 I'u" J HLE B .-?.ﬁ J;.;L..,ml S et

Reallsation Account; sW¥»

; When a business is dissolved or quuiditud all the assets of _l:hu business are
disposed off and ‘liabilities are paid off, the process of disposing off the assets, and paying
off the liabilities is called realization. The realization account is the account operated to find
out the gain or loss resulting from the sale of assets and the payment of liabilities.

: o L,H...{.dbd.:.f LE !:I:_r LJ;& mrt? lady) I e ...Jf.-‘l!'lrt? v Auﬂ+ﬁ£;f (’ .:}ul"...-’
u.;e L!I.r.mi_.irf U( =l 2 I'HU-' sl -..{-t‘ﬂﬂ, Realisation Anmunt.bffgﬁ iJIJ uzf'} bl;:i-:‘.i}{f =l
..q.l.'bE’:}l; KM:&’ Liinfp g LLEU'L."’

Accounting for Dlnanlutinn s @ v ]
(i) When all Iha partners of the firm are solvent.
: Rl ﬁ Ihestisi S uu;,ﬁri.?
(i) \M'nen one uflhu partners is insolvent.
' uﬁ:-;f{f“,"{:&ﬁ:ﬂn—ﬁ
(i)  When all the partners are insolvent.
L Sindp Lo
Note:. Keesmg in view the course outlines for D.Com. only 1st case of dissolution .e.
when all the partners are solvent will be discussed in this chapter. ; :
LA D Qs > (.2 (Case) 1 /..:fa..ui,, Faf s Locom  ind
STl
When all Paftners are Solvent:

wnanabumnmisdusdwadﬁuhmkaufaﬂmumwﬂihmmhadmed there
are two methods to close the books.

LK el mdbd:fm.t{?r JHU'_LJJHJHJ’(&JL;L”&'
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FIRST METHOD

/g

Under this method all the assets except cash in hand and cash at bank and
liabilities other than capital are transferred to realization. For this purpose realization a/c is
debited and assets are individually created at book value, whereas other liabilities are
debited and realization a/c is credited. All the amounts realised by the sale of assets and
all payment of liabilities are recorded under this account. The balance of realization
account will show gain or loss, which will be divided among all the partners II'I their income
sharing raﬁn The following points will explain this method:

,Rﬂlltitl_uﬂ ﬁmuuntfu.é Islssllp 2 I‘ir'l.}ulh’.:.plf .J:llu’"' \.-@J.-fﬁ#aj ﬁ;i‘.ﬂ)gﬂ

A1 fusl BB 2 210 Debit/Realization Accountd, £ 7% g s S L2

Sale 2100 - Pl 2 3./ fRealization alc DS Ui £3pl e b SCredit T £
- /o3, & \a¥Realization Account-u2t Jie o i B £s S huh e fadri n P e 34

, -u.fi.-lrh..r r‘j' L-—M'JJMJ{:F ;ﬂ-‘.—t/ﬁdbh.ﬂ’raé F/, Fi
(i To Close Asset:
- All the assets other than cash and cash at bank, mmmhamynpanad
* account 'Rualizatim by the foliowing journal entry. ' - .
Date Dlﬂ:rlptlnn : P.R. | Debit | Credit
Realization. ........... =Dr.

All assets {ind‘n[lduallf]..,. ...Cr. (Book vaiua}
(Assets other than cash and cash at bank are :
) transferred to realization at a book value): :
(i)  To Close Liabilities:

Liabllities ‘other than owners', equity are transferred to realization account at the
book value, in a way that accounts nfiabihhes are closed. Joumnal entry will be as under:

Date Description L5 P.R. | Debit | Credit
AII Ilabihﬁau {lndiwduiur at book \ralua} :

| (To close fiabilities). 1 '|
(i) To Close Reserve :

If reserve or balance of expense and revenue summary exists in the Balance
Sheet, that should be transferred to tie partners’ capital munu according to their
income shafing ratio, Journal entry will be as uader:

Date Description I | P.R. [HHI Credit
| Reserve/Profit & Loss/ - ;
tnm Summary........... .. Dr.
" All partners' Capital................ Cr.
{Reserve/balance of profit transferred to
partners’ capital) -

incas&ufhasmeabnveanﬁymﬂbereﬂr&ed.
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{iv)  Disposal of Assets
All assets other than cash and cash at bank are disposed off either by:
(a) Selling in the market =
- (b) Transferring to partners '
(a) Selling of Assets
When assets are sold and cash is realized from the sale of assets, Journal entry

" will be: ;
Date Description P.R. | Debit Credit
Cash/Bank..............ccccne e Dr. .
Realization................cccccovne e Cr
(Assets sold for cash).

(b) . Transferring to Partners:
MmmhmhﬁmmrhyamﬂnaﬁmmmaMaﬂmﬂmmn'
them, the entry will be:

Date x Description P.R. | Debit Credit

n'ransrerer of asset to partners’ mpnal:u
{v) Disposal of Liabilities: -

(a) By Payment: :

. When cash is realized from the sale of assets, this cash will be utilised for ‘méking’
payment of liabilities such as, Accounts Pajable, Nmuspayahh Unpaidupenu: Loan
from banks, etc. '

The journal entry will be:

Date \ ‘' Description - P.R. | Debit Eredit

tﬂﬁw of liabilities)

Note: Those liabilities will be paid, which were transferred to realization.
(b)  Transferring to Partners:

If a partner or parlmm take the r&spomibllity of paying some liabilities, the entry
" will be:.

Date nmrlpuon : P.R. | Debit Credit

Haaﬂzaﬂon oo DT,
Partners’ uprtal (who takes
the responsibility)... ....Cr.
[Bﬂngmmufm_ﬂyhapamm

(vij  Payment of Partner's Loan: .
After the payment of liabilities such as Accounts Payable, Notes Payable, Unpaid
expenses, Bank overdrafts, Bank loan.etc. Loan of partners other than their capitals will be

" paid off. The Jourmnal entry for this payment will be:

Date Description . P.R. | Debit Credit

Partner's Loan.............. Or, ' ; :
Cash/Bank;.. oL o

(Being the pa'_lrment nf pannnra Ioan]
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(vii) Expenditure incurred on disposal of assets:
if any expenditure is incurmed for selling of the assets, mﬂm;ﬂdtﬂ
auctioner, mmmmm tI'-Juumdcnln_!ﬂbl

Date ; Description -:--i I'R. Debit Credit
Realization..............u.cuu.iunne DF. o ,
Cash/Bank... SO e Y 3

Bﬁngummﬁmmm. 1

(i) clumgnmunnunn

. Rmmwmmmwhummmnmwlm

mmmmmmlmmmwmmmmcm

.nalmmmmmgunmmnmmmmm

entry for loss will be as such:

Date - Description 2 F.H. M 1 Credit
M | ¥ .-Il 3 G ' 1 .

Realization ............ .Cr.
{muwﬂmmmhm}
Note: Reverse entry will be passed in case of gain.
(ix;  Making up of Deficlency:

1rmmsmmmm-mmmmmmmmmm
hladuhdawyduumulamﬂbu .

Date ; nmrlﬂon P.R. | Debit Credit
Cash .. .Dr,

Ruponﬂumtclpﬁll :
{Bummoemnlmhhmprwwm
up his deficiency) .
(x) - Closing of Capital Account

- Now balance of cash/bank account will exactly be squal to the total credit balance
standing to credit of all partners’ capital account. This cash will be paid to all partners equal
to credit balance of their capital. The Journal entry will be:

Date | Description : P.R. ‘| Debit Credit
Partners’ Capital (with each partners' credit
Cash/bank...........ccorinene o
(Being payment of. each partner’s capital) .
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IHuiﬂ'lliun No. 1

A.Bmdﬂmhmhupshmnghﬁummaﬂ TharBahtuSheetnn
December 31,2013 was as: -

Rs. Rs.
Cash _ "~ 5,000 Account payable 5,000
Accounts receivable, 12,000 Capital A 10,000
Inventory g 10,000 Capital B .. 8,000
Equipment . 3,000 Capitai C _7.000

The firm dissolved on the date. All partners are solvent. Non cash assets sold for
Rs. 28250 only. Expense of dissolution Rs. 250.

Required: © Close the books of the firm by giving:
(i) General Journal Entries. (i) Necessary Lodger Accounts. -

Solution: _
Date Description L AR ..
: Dr. Cr.
2013 ,
Dec.31 |Realization ' . 25,000
Account receivable it 12,000
Inventory ' : : 10,000
Equipment* _ - 3,000
(Transfer of assets to [ealization) '
Accounts payable - . PB4 1 © 5,000 : ;
Realization . ! 5,000
(Transfer of accounts payable to realization)
Cash: 28,250
» Realization L 28,250
{Guhmnﬂvadmsaianfasuts} ] -
Realization 5,000
L Cash ; ' . . 5,000
(Payment of accounts payable) :
Realization - . 250
Cash : . 250
{Payment of realization expenses)
 Realization (W-1) : 3,000
i . Capital A . I ‘ ¥ 1,500
A Capital B + 1,000
¢ Capital C - 500
(Realization profit transferred to pariners’ :
Capital) !
Capital A i 11,500
Capital B 9,000
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CapifalC *~ . . . : 7500 | -

Cash : . ) + 28,000
(Capital balance paid to pariners) :
Realization Account
Date Description PR |Amount |Date ‘Description  |PR |Amount
Dec.31 Acmunlsre?ewapla- 12,000 |Dec. 31 Amounh__payahle 5,000
Inventory , 10,000 +|Dec. 31 [Cash ™ (Sale " of| - | 28,250
asets) \
Equipment | | 3000
Cash (Liability) : 5,000 '
Cash (Expenditure) 250
Capital A 1500 (W-1)
Capital B 1000 (W-1) §
Capital C _§00 (W-1) 3,000 .
- | 33,250 . ; - | 33,250°
_ _ - Capital Accounts |
Date | Description. | A B C | Date | Description A |'B C
2013 | : 12013 |
Dec 31 |[Cash (balancing| 11,500 9,000| 7.500|Dec.31 |Balance 10,000 8,000] 7,000
figures) ] ' %
Realization profit| 1500] - 1000 500
) 11,500| 9,000| 7500} Total 11ml ﬁmui ?.ml
' " ‘Cash Account. vesty o b L, cBTE
[Date |Description -[PR_[Amount [Date  [Description PR |Amount
2013 . iy 2013 '
Dec.31|Balance : | 5,000 [Dec.31 |Realization (Liability) 5,000
Realization 28,250 |Dec. 31 |Realization (Exps.) 250
(Sale of asets) : : o s
Capital A 11,500
Capital B 9,000
i Capital C - 1" 7500
; 33,250 33,250
WORKING: (w-1) Distribution of realization profit.
Realization profit = Rs. 3000 »
: s - T 0
: ri = ===
Prafrtsﬁa ng ratio 3:2 “FE 68
3 L]

:
:
g

Share of realization profit <A
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Share of realization profit ~B = mm::% "= Rs. 1000 -

Share of realization profit —C _=. mx% = Rs. 500

- ustration No. 2
X and Y are partners sharing profit and loss in the ratio 3:2 rupachvely Their
capital being Rs. 25,000/~ each. My. X provided Rs. 10,000/- as loan to the firm. Account
Payable amounted to Rs. 30,000/-. Tutaimnhufhﬁmmalmudmﬂnhnﬂdmh -
amounted to Rs. 1,00,000/-

Required:  Prepare (i) Journal entries. [q}huaﬁzalm mm. (iii) Cash account (v}
Capital accounts.

Solution: : : - S
Joumnal Entries *

Date Description PR. Amount

| Realization (w-1) : ; 90,000
Sundry asseis - .-80,000
(Being the transfer of sundry assets to ' :
realization). .
Accounts Payable ; 30,000
: Realization : X i ! 30,000
(Being the transfer of account payable fto
realization) :
Cash V) < 1,00,000
; Realization - 1,00,000
lmmmmwwﬂhnfmdw
assels).
Realization : 30,000
Cash ; . 30,000
 (Being the payrnent of accounts payable) _ )
X - Loan 10,000
Cash % : 10,000 °
(Being the payment of X loan). : ) :
Reéalization i 5 | 10,000
Capital - X w-2 ¥ 6,000
Capital = ¥ w-2 | 4 000
.| (Distnbution of realization profit)
" | Capital - X ~ 31,000
Capital = Y 28,000
. Cash ; 60,000
{Payment of pariners’ capital)
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Realization Account
"[Sundry assets e : aﬁ,uunlc:-h 100,000
Cash _ 30,000|AP 30,000
X -Capital 6000 :
Y - capital * _4000 ,
. ~10,000| _
130,000 .  ]130,000
: Cash Account
Date Description 1 Amount " Description Amount
Realization : 100,000 X-loan 10,000|
L : ‘ ; o » i AP
X ~ Capital 31,000
) ' Y — Capital 29,000
100,000 100,000
; . : Capital Accounts . ‘
Date | Description X ~ Y | Date | Description X Taa WL
" |cash | 31,000 za,unu Balance = | . 25,000 25,000
- Realization 6,000 4,000
) . 31,000] 29,000 ; 31,000 29,000|
Working (W-1) - Calculation of Sundry Assets:
e Balance Sheet
Assets Amount Liabilities | Amount
Sundry assets {Balancing figure) 80,000 Account payable 30,000
X —Loan 10,000
4 Owners Equity:
Capital - X= 25000 | .
Capital-Y. = 25000 50,000
-90,000 : 80,000
;w-z: Distribution of realization profit. '
Realization profit o = Rs. 10,000
‘Profit sharing ratio = 3:2:#%:%—
Share of realization profit=X = 10,000 3 = Rs. 6,000

:
:
s

Share of réalization profit - Y
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. Assetls Amount Equities Amount
Current Assets: .
Cash " 1,000 | Current Liabilities: :
Mechanised inventory 20,000 | Account Payable 21,000
Account Receivable 25,000 Bank Loan . 11,500
Less: Allowance for- Owners; Equities: .
© 'uncollectible,  __ 500 24,500 | M — Capital 18000 [
Mon-Current Assets: N-Capital 11000 30,000
Furniture 1,000
Land 12,0Q0
Good-will 4,000
r 62,500 y 62,500
The firm was dissolved on 31" December 2013.
(a) Assets were realized as under;.
Furniture-Rs. 700; Land-Rs. 15,000; Account Receivable Rs. 22 500; Merchandise
Rs. 19,000. . :
(b)  Account payable and bank loan were settied for Rs.31,000. M & N shared
profits and loss in the ratio of 3:2.
Required (i) Joumal entries for dissolution
: (i) Prepare necessary ledger accounts to close the books.
Solution:
Journal Entries-
‘Date Description PR. Amount
Dr. Cr.
2013 | Realization 62,000
Dec.31 Merchandise inventory 20,000
Account Receivable 3 25,000
Fumiture ' 1,000
Land 12,000
Goodwill \ 4,000
- | {Non-cash assets transferred to realization).
Dec.31 | Accounts Payable _Zi.ﬂﬂﬂ {
Loan . 11,500
Allowance for uncollectible 500 |- e
: 33,000
{Liabilities are transferred to realization).
Dec.31 |Cash 57,200 . ]
3 Realization 57,200
(All non-cash assets realized).
Dec.31 | Realization 31,000
Cash . 31,000
. |(Being the payment of liabilities). '
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Dec.31 |M - Capital (w-1) 1,680 |
N - Capital (w-1) 1,120
1% Realization 127 . ' 2,800
(Loss on realization transfeired 1o partners). &
Dec.31 M~ Capital ;s 17,320
N = Capital 9,880 -
- - Cash” : 27,200
(Being paymeﬁtmaq!,_njwm}
Realization
Date "Description Amount | Date Description Amount
2T [ RS i 2013 ;
Dec. 31 |Merchandise inventory | 20,000{Dec. 31|Accounts payable © 21,000
= |Account receivable 25,000f ** * |Loan 11,500
* * |Fumiture 1,000f * * |Allowance for unrecaivable - 500
* ¢ |Land" 12,000f * * |Cash : 57,200
=2+~ | Goodwill 4,000{ = * - |M~ Capital 1,680
Pl lCﬁh[PﬂMhHP} ., 31@1 * * |N-Capital 1,120} 2,800
" & ”'m - | . E 'm
1 s 3 *_ Capital Accounts .
Date | Description | MW N | Date | Description | M N
2013 W SR 2088 [ %, "
Dec. 31 |Realization 1,680 . 1,120|Dec 31|Balance 19,000/ 11,000
* * |Cash 17,320, 9,880 : o
19,000) 11,000| . 19,000 11,000
Date | - Description. | Amount | Date ‘Description Amount
2013 | 2013 :
|Dec. 31 |Balance 1,000|Dec 31 Cash{NP} 31,000
- |Realization 57,200 M ~ Capital 17320
: N - Capital 9880 | _27.
58,200 58,200
Working (W - 1) Distribution of realization loss. £
Realization loss = Rs. 2,800 ~ .
" Profit and loss sharing ratio 3:2w%~3
- Share of loss - M = 2800x 3 =Rs.1,680
Share of loss - N 2800 x % =Rs. 1,120

Illustration No. 4

Aslam and Akbar are partners in a business sharing profit and loas in the ratio of
5:3. They decided to sell their business on 30th June, 2013, when their balarice sheet was
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as follows: ;
; Balance Sheet
“Assets Amount Equities Amount
| Current Assets: | Current Liabilities: .
Cash 150| Account Payable, 7,500
Cashatbank 3,000| Loan payable to Alam - . 4,500
" Account Receivable 12000 General reserve 16,000
Less: Allowance for . s . | Owners"Equity
uncollectible mg .7 10,875| Astam /- = 22500 -
Inventory © 9,600| Akbar ; - = 18875 39,375,
H‘on-l:un'lnthuh
Plant and machinery 15,760
Equipment 18,000
Furniture 7.500
Tools . 2,500 ' |--
- 87,378 N 67,375

Pmmmmhﬂm 14,000; Eqummmmnoﬂf‘roohﬂs 1,500’
Hﬂrcfmdlla Rs. 8,000; Fumiture Rs. 7,000 and Actount Receivable Rs. 10,000.
Expenses of winding up the business amounted to Rs. 875/-. Account Payable were
settied at Rs, EWWMMmehMMEMnmmmm
at Rs. 4,000.

Required: i, Pass the necessary Joumnal entries to show the effect of dissolution.
: ii. Prepare realization account, capital accounts and bank account.
Solution;
: B ‘Journal Entries 4
- : Amount
Date Description PR. — =
2013 :
June 30 | Realization 65,350
. Accounts Receivables 12,000
Merchandise inventory 9,600
Plant and Machinery 15,750
Equipment 18,000
Furniture 7,500
“Jun. 30 Tools 2,500
(Being the transfer of assets to realization
accounts)
Alluwannu for uncollectible 1,125
Accounts payable 7,500
Loan payable to Alam 4,500
[ Realization ] ' 13,125
(Being transfer of A/P and other liabilities to
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General reserve - : g 16,000
' .Asum—c:apwusmuu%] e
Akbar — Capital {mmuu%} o
{General reserve transferred to partners
according to profit ratio). -1
Lk - Realizaton : $0% £ il 875
Bank 5o | 875
(Expenses of winding up paid) _ :
Bank -56,500
Realization b 56,500
Plant ~ - 14,000 < .
Tools ' 1,500 '
Equipment - 15,000 -
Fumniture 7,000 -
g AR 10,000
| g Merchandise 9,000 %
5 (Assets realized and mw into
- | bank) - , :
 Bank ; 6,000
(Being payment of A/P),
| Realization 4,000
Aslam's capital ; 4,000
(Being the transfer of loan to Aslam)
Aslam — Capital 4125
Akbar = Capital : 2475
Realization ' 8,600
(Loss of realization transferred to partners :
capital according to profit ratio) ;
| Bank ¢y o
Cash - ; 1 150
: (Cash in hand depn-rud into h-nh} :
S Aslam - Capital 30,375
Akbar — Capital : 1 22,400
Bank - : ; | 5277
(Amount due to partners’ paid.off) ; :

-“\
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: , Realization :
AR 12,000 | Allowance for uncollectiable 1,125
_Mem:handise 9,600 | AP - 7.500
Plant & Mach. 15,750 | Loan payable to Alam 4,500
Eguipment ; i 18,000 | Bank 56,500
Furniture 7,500 | Capital: :
Tools . 2,500 Aslam - 4,125
Bank (Exps) aa N 875 Akbar- 2415 6,600
Bank (A/P) - 6,000
Aslam's - Capital 4,000
: 76,225 76,225
Capital - Aslam
Date Description P.R. | Amount | Date Description P.R | Amount
2013 12013 | ]
June 30| Realization re! 4,125 |June 30|Balance 22,500
[Reserve N 10,000
Bank 32,375 Aslam’s Loan : 4,000
36,500 \ | 36,500
Capital - Akbar !

Date | Description | P.R. | Amount | Date | Description | PR | Amount
2013 | i 2013 .'
June 30|Realization 2475 |June 30|Balance 16,875

|Bank 20,400 Reserve : 6,000
22,875 ' 22,875
: Bank Gl

Date Description P.R. | Amount | Date Description | P.R | Amount

2013 2013
June 30|Balance | 3,000 |June 20|Realization

i : (Expenses) 875
Realization (Assets) 56,500 Realization (A/P) 6,000
Cash - _ 150 Aslam - Capital 32,375
: T, Akbar - Capital - 20,400
- . 59,650 _ o | 59,650
Working (W-1): Distribution of realization loss. :
- Realization loss *" = Rs. 6600

Profit and loss sharing ratio = 53= %:%

Share of realization loss - Aslam = 6600 x = Rs. 4125
Share of realization loss — Akbar = 6600 x -z- = Rs. 2475
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. lustration No.5 : 4
Anis, Badar,.Faisal and Kashif were’ partners in a firm sharing profit and loss in
4:3:2:1 ratio, They decided to dissolve the firm on 31* March 2013, Dﬂ this day the
bulama sheet was as under.. '

Assets Amount 2 Equities Amount
Current Assets: ' . . 2 -
Cash ' 60,500|Current Liabilities:
Account to receivable - 9,850 A Un-paid taxes | EEDH
Less: Allowance for e At:c:hur:t; payable ; 32,000
un-collectible __1@ ' . 2,150
Supplies un-used. 30,000|
Merchandise inventory '
Non-Current Assets: )
Equipment
Furniture ;
Land -~ o 2,20,000
Building
Tunﬁ 1
g mAM

. Account Receivable; Suppliea M&rr.handme Irwmhry were realized as Rs. 9,000,
~ Rs.1,000 and Rs. 24,000 reéspectively. Equipment and furniture were taken over by Faisal '
and Kashif at an agreed value of Rs. 20,000 and Rs. 10,000 respectively. Building was '
taken over by Anis at Rs.' 1,25,000, while he fook the responsibility of paying A/P, Half of |
the unearmned commission was {0 be paid. Taxes were settled for Rs. 1,500, Landandtools
were sold at book valiie. Winding up expenses amounted to Rs. 825, :

'Required:  Prepare the necessary ledger aceounts to wind up the business. -

Solution )
Realization - Acount

o

Date Description Amount | Date Description Amount
2013 . - 2013 '
Mar 31 | Un-used supplies 1,250 | Mar 31 | Unpaid taxes . 1,850
Accounts receivable 9,850 Account Payable + 32,000
Merchandise 24 750 Un-earned 2,150
inventory : | commission '
.| Equipment 25,000 . Bank loan . 30,000
Furniture . 15000 -|Cash (A/R. Supp; 34,000
‘ Merch),
Land ’ 45,000 Kashaf capital 10,0001 .
: (Fumiture) 4
Buildings : 1,00,000 -| Faisal capital (Equipment) 20,000
Tools 5,000 Anis capital (Building) | 1,25,000|.
Anis - Capital 32,000 Cash (Land + Tools) 50,000
Cash (Tax and un-eamed) |2 575 Aliowance for 350
SO— : uncollectible -
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Cash (Bank Loan) + 30,000
Cash (Expenses) = 8258
Capital- (w-1)
Anis . = 5840
Badar = 4,230
Faisal - = 2,820 .
Kashif = 1410 14,100 _ .
3,05,350 : 3,05,350
Description | Anis | Badar | Faisal ml .Description | Anis | Badar | Faisal | Kashif
|Realizatin 1,25000] — | 20,000] 10,000{Balance 70,000 80,000] 50.000] 40,000}
Cash - $4.200{ 32820| 31410 32,000 - '
. ; Realization (profit) | 5640 4.230| 2820| 1,410
Cash _ 17,360
1,25,000] 64,230] 52,820 41,410] 1,25,000 64,230] 52.820] 41,410
: Cash Acount :
Date Description Amount | Date Description Amount
2013 2013 :
Mar 31 | Balance 60,500 | Mar 31 | Realization 32,575
8 Realization .. 84,000 |* * Realization (Exps.) 825
Anis — Capital : 17,360 |" * Badar - Capital 64,230
: . : =% Faisal — Capital 32,820
g s Kashif - Capital - 31,410
1,61,860 1,61,860
Working (W-1) Distribution of realization m .
- Realization profit : Rs. 14 100
: . v ik 82 Y
Sharing ratio = 4:3:2:1= 1l} 10°10°70
Share of realization profit- Anis = 14,100 x - = Rs. 5,640

Share of realization profit~Badar = 14,100 > = Rs. 4,230

Share of realization ﬁmﬁt-Fﬁisal = 14100 x '1-25 = Rs. 2,820

Share of realization profit— Kashif = 1'4.1uux;1-6-=n=.'1.41u
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Smndnrﬂhmltiﬂwmm

. Second or Alternative Method 3 41,75
Unwmmmmwmnmafbumaumnmmmnudm
. realization. Dﬂlyﬂuamumdgmnmmmulanfamtaandpnymuﬂnfhamlltrm
transferred to realization. The balance of realization account will show gain or loss, which”
mllbalmnsfmndtupumm mlhmmm Trui'nlcmngpdnuﬂl
explain this method.
J A 2 Tl L-"].ﬁ‘* ;,P o~ Realization mmf ugﬁ hlnlair.*ﬂ;xlv .{:zl’..g) ;,rl
et U2 Realization Account/ AFLE LbvLnof & £ Eriduiimass)

PR EVA P Loy &g 0 2 e 16/ IS\ Realization Account

-

Munmﬂm:ddltlm :
Cash Ale. ........... i e R Dr. (with actual amount realised)
Aﬁ!ﬂ ............................................ | A Cr. {'#iﬂ'lhmkﬂ“}
When assets are soid on profit: i o
i T LR SR RSN s 1 e o Dr.  (actual cash realized)
Realization i Cr. (with amount of profit)
Asset .. Cr. (Book value) .
thﬂﬂl’:jmomm Llabllni-

All the liabilities, mmmnpwm upﬂ.mm“hmuntﬂrabh Notes
Payables Bank Loan,.Unpaid Expenses, Uneamed Incomes, etc., are paid out of cash
mmmmdmNmmmhnmkammmu

- liabilities may be settied at lower or highet amount than shown in the books.

Wrunlahllinumuuhdlthwarmntuuagﬂnmdiﬂnmm thounlr)'ml

be:
' L.iabiiit]r ................ -0 &b Dr.  (with book value)
s > O WL . . Cr.  (with amount actually paid)
Realization ................ . Cr.  (with amount of gain)

When an anmnthghuﬂi‘mn I:mkulmhtnhopﬁfarm:tufadm it
causes a loss on liquidation, the Journal entry will be:

Liability.... sistvpiessrasnive LS ~ (with book value)
ﬂuﬁzﬂdn ............................. Cr.  (with amount of loss)
SoCash....ooicinini s Cr.  (with arrmunl actuallr pmd}
. Distribution of Gain or Loss: .

The realization account will be prepared and halm rnﬂu: account will be .

h‘anshmdtuparh'lm mlmmmm&ﬂmmumm in the previous
method.
_ Pl]l'l'nlntanll'tiHrrl'Clﬂltll

Total credit balance in partners' capital account will be equal to Cash/Bank
- balance, this will be paid off to each partner. Thahumlmﬂmﬂheh&mupuud
- in previous method.
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lllustration No. 6

Moon and Star agree to dissolve partnership on 31st Deﬁembar ED‘IB on which
date their Balance Sheet was as follows:

Assets Amount Equities Amount |
Current Assets: Current Liabilities: :
Cash at Bank 5,000 Account payable 6,000
Amount receivable 8,600 Moon loan 14,000
Merchandise inventory 2,400 Total Current Liabilites | 20,000
Total Current Assets: 16,000{Owners’ Equities: '
Plant & mathinery 15,000 Capital - Moon * 8,500
Goodwill _5500 Capital - Star 8000 16,500
Total fixed assets _ 2D,5ﬂﬂ4

36,500 : ' 36,500

Moon & Star share profit and loss in the ratio of 2/3 and 1/3 respectively. Accounts
receivable realized Rs. 83,00, merchandise inventory Rs. 3,000, plant and machinery Rs.
12,000 and good-will Rs 9,000 account Payable were paid off R: 5.800 in full settlement
and the cost of realization amounted to Rs. 300.

Required: Make the necessary journal entries and close tha books of the pannmhup
by necessary ledger account under alternative Muds

Solution:
! Journal Entries -
Date | - - Description | PR. Amount
: - Dr. Cr.
2013 Bank . 8,300
Dec 31 | Realization L 300
] . Account receivable _ ARy 8,600
{Amount realized on account receivable). £
Bank Y, ' 3,000
Merchandise Inﬂntorr 2,400
Realization o 600"
» | {Amount realized on sale of merchandise) S
-Bank 9,000
Goodwill ' o 5,500
Realization : _ - 3,500
Bank " ok 12,000
Realization . 3,000 ;
. Plant & Machinery : 15,000
(Amount realized on ula ‘of Plant and|
Machinery)
Account Payable 6000 ;
Cash Realization 5600
(Being the Payment of account pajahla : 400
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Moon's Loan - _ % 14,000
Bank ' . ' 14,000
(Being the payment of Moon's loan). " e
Bank. - _ : 300
(Paid reafization expenses) : '
Realization (w-1) ) - ey
Capital ~ Moon 'y 4 . : "800 |
Capital — Star 300
(Profit on realization transferred to pariner's| ’ LR
Capital — Moon . 9,100
Capital - Star - © . 8,300 W
Bank : \ 17,400
(Being the repayment of partners' capital) '
Rsalization Acount . s
Date | Description Amount |Date | Description Amount
2013 | Account Receivable 300| 2013 |Bank 600
Dec.31 |Plant & Machinery 3,000 | Dec 31 I Bank . 3,500
Bank © . 300 Account Payabla 400
Profit © 3 : .
Capital - Moon 800 .
Capital- Star 3001 - 900, :
4500 4,500
: , Capfital Account
' _#Hﬂﬂ Moon |Star - | Description Moon Star
Bank™ 8,100 8,300 | Balance . 8,500 8,000
B Realization 600 300
' 9.100 8,300 i 9.100 8,300
. Bank Acount :
Date | Description Amount | Datp | Description __|Amount
2013 | Balance . Rs.5,000| 2013 |Accounts payable - ,600
Dec.31 | Account Receivable | 8,300 | Dec 31 | Moon's loan i 14,000
Merchandise : 2,400 Realization 300
Inventory ' | Y S
Realization i\ . 600 Capital - Moon - 9,100
Plant & machinery 12,000 Capital - Star - 8,300
Goodwill 5,500 :
Realization : 3,500 _ :
- 37,300 37,300
- Working: = i ' i
(W-1) Distribution of realization
Realization profit Rs. 900

Sharing ratio 2/3:1/3
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Share of réalization profit - Moon = 900x2/3=Rs.600
- Star = 900 /3= Rs. 300
(A) When one of the Partner is insolvent '

mmummummmﬂammmnmnmmhhumm
account and unable to bring cash to settied his debts, it is called insolvent in other words if
a partner unable to satisfy his debt to the firm called insolvent partner. Difficulty arises

~ when the partner concemed in in*-+ 2 and Is incapable of contributing to words making

up the deficiency of his capital. Beit: 5 ine decision in the Gamer us Murry such a loss was
treated at per with ordinary losses and on the same footing wad shared by the solvent
partners in their profit sharing proportion.

el s r Ll
[IJL;Dﬂbt %.Jrjulﬁh-,;wr-rjﬁyﬁgfﬂbeﬂ.‘ﬂfl(Jh.ﬁyﬂf{?héﬂff‘}

Ur dhc'_:!pﬁdﬁ;‘ijf'cslLkn,ﬂ{:f;h#.ﬂ.ﬁ{.(}mﬁ:ﬁsd W s l?ﬂ/i‘:.d._ﬁ_.ll
Fef e Livina 23§ s o Jpnf ol S IS¢ Gamer ¥ Murray s /5803 S

-&-I;,-:.rr l.r{.f( 5>y I.;.:--JJ' ._;l.-ﬁ:&' i -"’;H#'QF‘.'PJ' ; {Rﬂnuu hﬂlukﬁd;!.uf

2 -But after the decision by justice Joyce in the case of Gasmer vs Murray in number
1903, altered the method adjusting the loss caused by the insolvency of the one partner.
The solvent partners are only bring cash squal to their respective share of loss on

- realization and the deficiency on the capital account of the insolvent partner to be shared
by solvent pariners in the ratio of their Capital just before dissolution.

, LI!LHG-.{J.JJIJ JJ{:;1903/{3H£L7HKJ£E;L;L’!GIW vs Murray IJ"U
102 LS BRGSO bW JL. 2w L Lz S re Sl KISl
.:I.ufy .i.’.:':.;{/ b{c_pw-."}JJy‘ ?,JJIJ..JPE.!'.I( dr &JLJ;-,QJJJHJJ{:JH-&L{; (o }
#4"6.7&

Fixed and Fluctuating Ratio:

Mmmhmmmunmﬂw:hﬂhmmmnﬁwm:ﬁunf
Capital just prior to dissolution, the capitals are fixed or fluctuating is important.

If the capitals are fixed, then that will be the ratio in which an insolvent partner's
loss will be born and if the Capital are fluctuating, all necessary adjustments in respect of
reserves or profit and loss account etc. should be made and the ratio in which the insolvent
partner's loss will be divided will beﬂnmuuufm/mulingnlpihl

ICAVA RN FTRYE o
é’,ga.f/Jf;Jx_.JJJ’ﬁ,_ﬁJdmmn off) &S i K s o> s
et d g Siiebelte 3005 oV r S Sedetich b i

2 1P LS B0t NS L0 Do G e Vol 3 ) WAy i

-
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h#ﬁhdjumnu rﬂ/{!q.rﬂkc.ﬂdj#ww:ﬁﬁ_tff dﬁ -d} %:-E.LLJ Y2

Snadfufetoniy,

illmtminnlhln 7 :
: X.Ymdzlmhpmnum;pmﬁhmdmlahpmwﬁmmuum

Balance sheet prepared on December 31, 2015 wera as follows.

Cash 1500 Creations 3500 -
Debden 1000 Capital X 4000
Machinery .| 5500 Y | 2000
Furniture 2000 z | 500
10,000 10,000 -

They-agree to dissolve partnership as on this date. To prevent a disastrous on sale
x agree to take over the furniture at a value of Ra. 1500 and the debater at valuables of Rs.
700. The Machinery are sold at auction for R. 2700. Show by meens of ledger accounts
huwﬂmpammmmlbudmd zmmmmmmmnny

more cash.
Solution: : i
_ : Realisation account ~ . :
Date Detalis Amount | Date Details Amount
2015 | Sundry Assets 2015 - | XCapital. | 2200
Dec 31 |Debater - 1000 Dec.31 | Cash 2700
. Furniture - 2000 o Loss- :
Machinery- 5500 | 8500 X 1600
. : Y 1200
Z . B0OO| 3800
8500 ] ss00
- : X’s Capital
Realisation 2200 Balance b/d 4000
Realisation (loss) - 1600 Cash 1800
Z capital ooale 200
Cash 2 1600
5600 5600
i Y’s Capital .
Realisation . ¥ 1200 - Balance b/d 2000
Z Capital ‘ 100 Cash 1200
Cash 1900
3200 «| 3200
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‘Z's Capital

Realisation - 80O " | Balance bfd 500

X's Capital 200

¥'s Capital 100

} 800 : 800

Cash Account
Balance b/d 1500 Creditors 3500
Realisation account 2700 X's Capital 1600
X's Capital 1600 Y's Capital 1900
Y's Capital 1200 :

7000 7000

Notes: Rs. 300 being loss caused by Z's insolvency is shared by X and Y in the'ratio of
"7 thin last agreed Capital i.e, ‘Rs. 4000 and Rs. 2000 .

llustration No. 8 - . AN
Below is the Balance sheet M/S A, B, and C as on June 30, 2015. .
Assets Amount Liabilities ‘Amount

Cash 1000 | Accounts Payable 40,000
Machinery 24,000 | A's Loam ' 112000
_Account Receivable 20,000 | Capital Accounts

Building 5000 A 5000 :

e's Capital (overdraft) 10,000 B 3000 8000

60,000 60,000

Adjustments:

()  Owing to the inability to pay accounts payable, the firm is dissolved.

(i) B and C cannot pay any thing
(i) = A can contribute only Rs. 1500 from private estate.

(iv) MachineryTealizes Rs. 15000, Accounts Receivable Rs. 16,000 and

Building is sold for Rs. 1500.
(v) Expenses amount to Rs. 3000
Prepare accounts to close the books of the firm.

Solution:
iy Realization Account =
Date | Description P.F | Amount | Date | Description P.R | Amount
2015 | Sundery Assets Cash Account
Jun.30"| Machinery . ~ 24000 Machinery 15000
"+ | Accounts 20,000 Alc receivable 16,000
‘receivable Building 1500 32,500
Buiding 5000 49,000 Loss Transformed to
Expensive 3000 A 6500
- B E500
Fi 6500 19,500
52,000 ' 52,000
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: Cash Account .~
Date | Description P.F | Amount | Date | Description. - P.R | Amaunt
2015 | Balance b/d ' 1000 | 2015 | Expenses 1 3000
Jun.30 | Realization account 32,500 | Jun. | Accounts payable 33000
)| X' Capital 1500 | 30 (Valuable cash)
35,000 35000
: . Accounts Payable .
Date | Description P.F | Amount | Date | Description P.R | Amount
‘12015 | Cash : 32000 |- 2015 | Balance bid 40,000
| Jun30 Deficiencies a/c 8000 qagn. - \ :
: 40,000 | - 40,000 |
. Deficiency Account . :
‘Date | Description P.F_| Amount | Date | Description - P.R | Amount
2015 | B's Capital Account 3500 Accounts payable
Jun.30+| C's Capital alc 16,500 (unpaid) ' 8000
% - 28 A's Capital Alc R
i (unpaid) 12,000
- ; 20,000 ' 20,000
. Capital Account o
Description A B g Description Al B ]
Balance bid - - | 10,000 | Balance bid 5000 | 3000 -
Loss. on 6500 | 6500 | . 6500 | A's Loan 12,000 = =
Realization 12,000 £ . =~ | Cashalc 15000 | - ;
Deficiency a/c .| Deficiency Alc - 3500 | 16.500 !
: 18,500 | 6500 | 16,500 18,500 | 6500 | 16,500
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10.

IMULTIPLE CHOICE QUSTIONS

Encircle the Correct Answer.:

If all the partners, but one Is insotvent it is:

(@) Dissolution by an agreement

(b) Dissolution of a firm

(c) May or may not cause dissolution

(d) Dissolution of partnership

At the time of dissolution nnnmhunhlucndﬂtdﬁm
(a) Markatvalus " (b) Book value

{c) As the agreed amouni among partner

(d)  Market or book value |, .
Loss on realization is distributed among partners: p.
{a) According to old sharing ratio

(b)  According to capita! ratio

(c} Asdecided among them

(d) According to new ratia

Loss on realization Is:

(a) Debited to partners capital account

(b) - Credited to partners capital account

(c) Debited to realization account

(d) Credited to partners’ ioan account

Realization account is opened at the time of;

(a)  Retirement of partner _ " (b) Amalgamation of firm

(c) Dissolution of firm (d) Admission of partner
Realization account is:

(a) Nominal account . (b) Impersonal account

(¢) Personal account - ' . (d) Real account

The account which is opened at the time of dissolution of firm is:
{(a) Revaluation account (b) Cash account .

(c) Realization account (d) Amalgamation account

A firm dissolved with the consent of all the partners Is:

(a) Dissolution by notice (b) Dissolution by agreement
(c) . Compulsory dissolution (d) Dissolution by court

The accounts fike provision for doubtful debts or provision for dipncuunn
ote. are called:

' {a) Valuation munts (b) Contra asset account

{c) Fictitious assets account " (d) MNone of these

If the firm was formed for a particular period, it automatically :tandi
dissolved after the expiry of that particular period it Is: :

(a) Compulsory dissolution (b) Dissolution by court
{c) Dissolution by agreement (d) Dissolution by notice
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1. Thltlhdprm of Innkhg up and discontinuing putnmhlp builnm is
called:. . -
(a) Liquidation [hj Dissolution
_ (¢} Termination : (d) All of above:
12. = Unrecorded liability when paid on dissolution is debited to:
(a)  Realization account (b) Liability account
‘ (c) Partners capital account - (d) Partner's capital accounts
13. if all the partners, but one, are solvent it is:
‘(a). Dissolution of partnership
(b)  Dissolution of a firm -
(¢} May or may not cause dissolution
(d) . None of above
14, H]Ihhﬂlfhﬂtﬂidlthiﬂhtﬂhnﬂunﬂﬂﬂlﬂﬂﬂﬂdlﬂﬂ!hﬂth
' causes: )
(a) Aloss on realization
(b) - Gainon realization
(c) Loss or revaluation
' (d). Loss on amalgamation :
. 15, Alithe accounts are settled among partners and :mlltunnmunnnr
{a) Retirement of partner - (b) Ar.tminnnaipm ol
(c)  Dissolution of firm . (d) . Amaigamation of firm
16. When a partner become unsound mind the dissolution Is considered as:
(a) Dissolution by court (b) Dissolution by notice -
(c) Dissolution by agreement - (d) - Compuisory dissolétion
17. At the time of dissolution general reserve is credited to: . :
:(a) Capital ; : " (b). Drawings : -
(c) Realization = . (d) Revolution 4
1. (b) |2 (b) 13. - (a) 14 c) 16: - (a) |7 (c)
8. (b) -] 8. (c) {10. (@) J11. (d) J12. " (b) |13. (b).|14. (&) |
15. {c) |16. (a) | 17. (a) s =
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IQUESTIONS WITH SHORT ANSWERS

Q.1. What is meant by dissolution of partnership?

Ans. It is discontinuation or closer of the business. It involves- nlling of assets, paymant
of liabilities and retumn of capital to the partners.

AW oLl S Mmruﬁf...w....b 1P byt o AN L
. e bebs S Af Yl
" Q2. Whatlis dlll’urlnu between retirement and dissolution.

Ans. Retirement is discontinuation of parinership agreement. There is a change in
partnership agreement, business is going on dissolution is closer of the business.

L, )gm,,r..,-.rkﬁ waor 1 24 g ble 7 aalor 1 2 3 2 s [Retirement
] .ﬁ.bbﬂ.{,{rwmuﬂ_ﬁﬂfd?&!,ﬁ.ﬁ;ﬁ;» -
Q.3. Give any three conditions under which partnership is dlﬂulvld
Ans. (i) If all the partneérs decide to dissolve the firm. :
o e : -u‘!d-fr J&’KLJ?J /. Ak e lon Lo .o rﬂ;l
(ii), - If all the partners, but one are insolvent. .
-t,r:.:.-;fd'.’_bn.grpi_mu_r rl?dt.uw{.;ux-fl
“{iii)  If the firm is doing |Ilega¥ business.
LT ..La._m.zr.»’- NI AL F O
Q4. What ismeant :lilloluﬂoﬂ by court?

Ans. Apartnershlpﬁnn may be dissolved by a nump-utmt murtmﬁlmga suit by a
partner, giving sound reason or reasons.

'S ..rLyF'...JI..u 4;3..)’ ta.d Lrﬁld:ngfc._ﬂxﬁth =2k 20 )P L'..rb.-?u'r
7

Q5. How accounts are settled in case of dissolution of firm?

Ans. The accounts are settied as under:

. Kot L3 ) ils
© (i) Al assets are sold for cash. - :
KoY/ s p B 2t

{i) Cash in hand am:l received from sale of assets is used to pay outside
liabilities.

Kt yfdt-ﬂ,ﬁu,e? i kS| f-z.ﬁ'ﬂ ..ulr’ Wbln)re a3} Ll 2t
(i) Receiving cash is used to pay off loan from partners rateably.

Sl il B tiLd e guvo '
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{iv) Eurplus in uaad to par aaph pamarmpita.t, whlnlrmll also be pald ratuably
- - ¢ n-bd'nﬁba{—fviuwmaﬂﬁu:‘?mrvw
. Q.. \'ﬂut is meant by realization a/c?

Ans. At the time of dissolution, the process of disposing off assets and pagmg uf
liabilities is called realization. -

: .i_rw’ Realizations ' £ i, u?muf...as;d' ul;.'.l'l.;rﬂﬂﬁﬁ,m’
Q.7.  Why realization account is prepared? _
JAns. Hmprupuudtuknnwmalnunrpt’cﬁtduat::dissnluﬁmnfmﬁrm
kL LL S B L Lt LLSP f 4o Realization account
Q8. Explain the term all partners are mlwnt. , . .

Ans. At the -time of dissolution, ﬂmunam“amlnapnﬂﬁnanﬂmupmmr
deficiency in their capital, it is said that all the partners'are solvent.

: uuu,prl?.f' fz.by?ux‘}#f.z_.f .:;f it g s 2 rl.?f {rﬁﬂui;l.uf
=.ISolvent

. Q.9. m#hynu mtnhy"wmn one partner is insolvent®?
Ans.. Atthe time of dissolution, ﬂmypartnansnntinapoaiﬂonhmhaupdaﬁmncy
in his capital it is known that one partner is insolvent. _

A1 gn,gl,-;:igl:.aw:m..—-h&.fh;f u" Ll & o L i, .,;rthnz.iﬁ,m’

¥ . -q.!f
ﬂ.dﬂ. Hlplmﬂrhlmhlﬂl,wlﬂlmhmmmhﬁfhhﬁlﬁchuw

- Ans. “Solvent pariners capital ... ...Dr
Insolvent capital - .. - i g
Q.11. |f partner's ::npil‘.ll lnmm shnwl -npdtﬂdmy what will be journal entry, if
" all partners are mu. :
Ans. Cashalc. '
To Partner's capital alc.

Q. 12. In which circumstances firm is dissolved?
_Ans. The firm is dissolved under the following circumstances:

()  Dissolution by agreement (25 Lyl
(i)  Dissolution by notice rfﬁuj.r".gsé..i)&h.ﬂdf
(iii) - Dissolution onthe happening of certain contingencies,
WO JLHUMLGJ)‘J&:-G{
(v) Compuisory dissolution * B¥igiu ' '
(v)  Dissolution by order of the court, (3125 L £ 31.e



https://www.perfect24u.com/
https://www.perfect24u.com/
https://www.perfect24u.com/

More Notes, Books Fbise Visit Now: www.perfect24u.com

Q. 15.
Ans.

Q. 16.
An-

. What Is meant by dissolution by

agreement?
Aﬁmmﬂhdmmhmﬂtd!“mmmhim
agmmntbnhuanmpm

-h-ffﬂ‘ I fr}.ﬁ;jﬁ.dyhzuq bLipfe s ﬁul;b,-ﬁru

’ mnhmummnluﬁunurmmuﬂmwmtowuuanﬂm

A firm is compulscry dissolved. .
By-the happening of any mmmmakuttunhﬁulfurﬂm humnufhﬁrrn

to be carmmied on.
: R TR L0 B ¢ u”y..nl.fuf.c’,r:d_.ldf
What is dissolution of h.lpponlng of certain contingencies? -

(i) i apartner becomes sane _ u:_-u-'JLthZ.;b.ﬂu‘r
(i) By the death of q partner. T R erlln.e
(ii) By the insolvency of a partner. - L §Lad Lo

What is meant by dissolution by notice of partnership at will?
Where the parinership 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.

J*i:’d’rﬁ' !LJLM!’J _,#UJ J’U.(lf _gu;umhﬂfama_i)g;;b.ﬂf U/ L,f”ﬁf f&dﬁ s

Q.17.

CQ.21.
Anl.

.q..l-‘lr.ﬂ(’ .-rl.ul'..;

Whlt]uurnll entry will thwcmmm I:l:ount in case
of dissolution of the firm?
Realization a'c.

To All assets (individually) -
(Transfer of all assets to realization account.)
Wh:tjuumlom'ywﬂlhpnﬂdiortrln-hrnhn liabilities to realization .
account?.
All liabilities (Individually) a/c. ,

To Realization a/c. -
(Transfer of all liabilities to realization a/c.)

> Wh:tjuunulmﬂlltupmndﬂm-m:ummcuhlnm-nf

dissolution of the firm?
Cash/Bank alc.
_To Realization a/c.
(Cash received from the sale of assets.) -
What journal entry will be passed for plmllfﬂ”llhl“ﬂll?
Realization alc.
To Cash/Bank a/c.
Liabilities paid.
What is realization account?
It is an account which nmdmwnutmmmmmﬁngmmmamts
and payment of liabilities at the time of dissolution of business.

Wl S s .L.w..,r.-u: st SE uld' BRDOPREN N SR I 4

_ﬁ-..t'Urr Realization Account

L4
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How assets can be disposed off? - ’
Assets can bedispcmdnﬁundurmebﬂomngm methods:
‘ -« (C/Dispose offf 1 U Pk it
() SelinginMarket 3y i 1 tesptadh
(i) Tmr'uﬁumng to partners. ' - L/, ;"‘" I}fgluh.'-?
What entry in passed on the trlmhfofuuttolplrﬁur‘?
The following entry will be passed:

Capital — partner  Dr.

Asset Cr. {atngmadmunt
What entry is passed on sale of asset in the market?
Following entry is passed.

“Cash Dr.

Asset a/c. Cr. (on agruud amount}
Who give the decision of Garner Marry case /Marry case?
Justice Joyee give the decision Garner vs.
How Liabilities can be disposed off?
Liabilities can be disposed eff by:

+¢Wm o S Tukn

(i)  Paying cash ) s u,E o 2k

LR

(i)  Transferring to partners ' :_.zJ P e
wmtinwhpmndnntﬂnﬁrnhlhhiﬂuhlpmm
Following entry is pmud
Liability o AR
Partner's capital Cr.

. What entry will be passed to close reserve account?
- resefrve alc. Dr.

All the partners capital a/c. Cr. (According to profit sharing ratio)

-

~ Under what circumstances does a partnership stand dissolved?

Narrate the entries necessary on a dissolution of partnership.

\ Ifapannaﬂmprtnlmmumﬂmadnﬁwwatmeﬂmmmm hnwmﬂ

- you deal with it?

g

WhatuamaluaﬁonamuunﬂmﬂtmmumubepmadatMUmuf

- -dissolution under alternative method.
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owners equities were paid off. .
Pass the necessary Journal entries to show the effects of dissolution, also
prepare realization account, capital accounts and bank account. _

Required:
Answer

No. 1. Mr. Raees and Anees were partners in a firm. They dissolved the partnership on
31st March 2013. Total assets of the firm amounted to Rs..1,50,000. Their capitals were,
Raees Rs. 25,000 and Anees Rs., 30,000. Mr. Raees provided Rs.50,000 as loan. They
share profit and loss in 3:2 ratio. All the assets were realized for Rs. 1,35,000. Expenses of
dissolytion were Rs. 5,000. Liabilities were settied for Rs.40,000. All the liabilities including

Loss on Realization Rs. 15,000. Capital Raees Rs. 16,000, Anees Rs.24,000. '
Other liabllities Rs. 45,000.

.No. 2. Ahmad, Majeed and Saleem are partners. They share profit and loss in mﬁnnf'-
3:2:1. Their balance sheet on 31st December, 2013 is as follows;

.  Assets Amount Equities A.mnunt
Cash 36,000| Account Payable 16,000
Othér assets 18,000 Ahmad Capital 15,000
Maijeed Capital 10,000
Saleem Caipital : 13,000
4 54,000 54,000

The par'mers decide to liquidate, and sell their non-cash assets at a loss of
Rs.6,000. After meeting their obligations, they divided the remaining cash.

Required: Pass necessary Journal entries and close the ledger account.

Answer

Capital Ahmed Rs. 12,000 ; Majeed Rs. 8,000 Saleem Rs. 12,000 Loss on

realization Rs. 6,000.

No. 3. Following is the balance sheet of Messrs Aleem and Co. which was dissolved on

30th June, 2013,

Balance Sheet
Assets Amount Equities Amount
Cash 15,000| Account Payable 50,500
Accolnt receivable * 35,0001 Unpaid expenses 3,500
Merchandise inventory 50,000| Loan : 46,000
Non-Current Assets: | Owner's Equity: .
Building 1,00,000] Aleem Capital 80,000
Machinery /50,000 Kaleem Capital  _70.000 150,000
4,50,000 | 2,50,000

(i) Assets other than cash were realized for Rs. 1,85,000.
(ii) All the |leI|Il‘.I-B‘B other than owners' equity were settled for Rs. 85, Dﬂﬂ Profit sharing

ratio is 5:2.
Required:

Answer:

Pass the necessary Journal entries to, show the effect of dissolution and
ledger accounts for dissolution.

Loss on Realization Rs. 35,000 Capital: Aleem Rs.55000 Kaleem Rs.60000..

- No. 4. M and N are

balances are Rs. 25,

artners sharing
0 and Rs. 30,

rofit and loss in the ratio of 4:3. Their capital
respectively. Firm took loan from M Rs. 15,000
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from N Rs. 10,000, beside this liabilities of the compa E amounted to Rs. 35,000, Firm has

cash balance of Rs. 10,000 other assets were

liquidation amount to Rs. 1,000.-All obligations were settled at book value.

Required: - Pmmnnmawhdgarmunttodmmbuauﬂmmm

Answer Sundry Assets Rs.105000.
Loss on Realization Rs. 14,000. Capital'M - 1?0[1(] N - 24,000.
« No.5. TheBalgnmahaatofﬁnﬂad Akbar and Anwer, who were equal pariners, shnwnd

_as follows on-31" March, 2010.

ed for Rs. 62000, Expenses of

Balance Sheet :
Assets - Amount Equities Amount -

Cash at bank 12,500| Accounts payable 1,10,000[
Accounts receivable 1,25,000| Capital-Amjad 1,685,000
Merchandise Inmn'tury - -1,75,000| Capital-Anwer 1,10,000
Investments : 50,000 .
Furniture & Fixtures 2,500
Akabr (overdrawn) 20,000 .

3,85,000 3,85,000]

ltwagludmdlssniv:ﬂmpumrshlpasanﬁlﬂm mmmmlimhsmdﬂ
(i)" Investment Rs.80,000 mm:hmdm inventory nmu.um and accounts receivable

Rs.1,18,000

(i) Anwer took over the fumiture and fixtures at book value.

(iii)
(iv)
Required: . (i)

Accounts payable were settled for Rs. 1,07,000
.Realization expenses came to Rs. 1,500

. Pass the necessary journal entices.

(i) Prepare realization account and capital accounts of all the partners,

assuming thai Akbar has made up his deficiency
Answer: Remhzahnn loss Rs. 10500, Capital Balance Amjad {Cr} Rs 1,61,500 Anwer (Cr) ;
Rs, 1,04,000 Akber (Dr.) Rs 23500, Bank alc 3,74,000
Mo. 6. Ahmad .and Majad are partners in a firm. They share profit and loss equally. Thalr '
balance sheet on 1st April, 2013 on the date of dissolution is as under:

Balance Sheet
Assets " Amount | " Equities Amount
Cash in hand 500| Account Payable 15,000
Cash at bank 5,000 Bank overdraft 17,000
Accounts Receivable 15000 Reserve 10,500
Less: Allowance 1000 Owner's Equity:
for uncollectible 14,000] Ahmad - Capital 40,000
Merchandise inventories 35,000| Majeed - Capital 41,000 81,000
Non-current Assets: 54 . :
Furniture 10,000
* Less: Allowance for
depreciation 1,000 9,000
- Building 50,000
Equipment 10,000
1,23,500 1,23,500
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The assets were realized as follows: : _ ' ,
Accounts receivable were collected equal to Rs. 13,000, merchandise inventories
at a discount of 5%. Fumiture was taken over by Ahmad at an agreed price of 7,500.
Building was sold for Rs. 65,000, while Rs. 1,000 was paid to the broker, through whom
building was sold. Equipment was taken over by Majad at book value. Account Payable
were settied at a discount of 3%. Bank's overdraft was settied with an interest of Rs. 1,000.
Required: Pass the necessary Journal entries to show the eﬁmﬂ' dissolution, also
prepare ledger accounts to close the books.
Amw Realization Profit Rs. 9,200 Capital Ahmad = Rs. 42350. Majad--
= Rs. 40,850.
MNo. 7. On 1st Jaﬂuar:.-'zmﬂﬁ. B and C were partners, sharing profit and loss in the ratio of
7:3:2. Their capital balances on that date amounts to Rs. 40,000, 30,000 and Rs. 20,000
respectively. The firm was dissolved on 1st January 2013, all the assets were realized, and
all the liabilities except a liability under suit, which was to be settled for Rs. 500, were paid
off. In the result after realization and payment, cash balance was Rs. 68,750. Interest of
capitals, A Rs. 3,000, B Rs. 2,000 and C Rs. 1,000 was still to be paid to partners.
Required: Dtaw up a statement showing the position on that date.
Answer .
Loss on realization Rs. 27,750. capital A = 26,812.50, B = 25,062.50,
C=16,375.00.
No.8.A&B agmdtudlssohrepammlpnnﬁ“ December 2013, on which date their
balance, sheet was as follows:

Balance Sheet
Assets Amount - Equities ; Amount
Cash °* 1,000| Account Payable 6,000
Accounts receivable [ 5,000| A'sLoan i 8,000
Merchandise inventpry 20,000| Capital - A 20,000
Plant ' 14,000| Capital - B : 10,000
Goodwill 4,000 it :
44,000 44,000}

()  The partners share profit and loss in proportion to their capitals.

(i) - Accounts receivable realized Rs. 4,200, merchandize inventory Rs. 18,000

: and goodwill at Rs. 6,000 :

{iiiy Plant realized 20% less than the book value.

_ (iv) - The accounts payable were paid off at a discount of 5%.

(v): . Dissolution expenses came to Rs. 600. &

Required:  Pass the necessary journal entries and prepare realization account and
capital accourits of the partners.
Answer: Realization loss Rs, 3,900 Capital Balance A (Cr) Rs. 17,400, B.:(Cr) Rs, 8,700
cash A/C Rs. 40,400 -

No. 9. X, Y and Z are partners in a firm, their income sharing ratio is 2:1:1. They decided t6
‘dissolve the partnership. After realization of their non-c:aah assets and payment to
liabilities, the balance sheet stood as follows:
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Assets Amount ¥ Equities Amount
Current assets : Current Liabilities:
| Cash atbank - 5,000 Capital :
Y —overdrawn - 1,000 X - . 5,000
Loss on realization, 2,000| Y - _3.0001 8,000
8,000 B 8,000
Y makes up his deficienc
Required: Pass the necessary Journal mﬁiuhthmhiﬂﬂﬂ adjumntbﬂmnx
- * and Z, also prepare ledger account.
Answer: - Y's deficiency Rs. 1,500. Cash to X - 3,000, Z - 2,000.

No. 10. Following balance sheet was taken from the partnership records of Sultan, Saleem
and Usama who share profit and losses in the ratio of 2:2:1. Duatnaoonnmi:ctmngah
huﬂneﬂ, the pamemhip firm dissolved on 31" Oct, 2013.

_ Balange Shaet
Assets Rs. Equities Rs. |
Cash e 18 2 15,000 Accounts Payable 51,000
_|Accounts Receivable 82,200 Mortgage Payabie 60,000
{Less: Allowance for bid 4,500] 77,700| Sultan-Capital 61,200| -
Land '18,000| Saleem-Capital 15,000
1 Building 186,000 Usama-Capital 45,000
- |Less: Accum. Depr. 97,500f 88,500 -
+  Equipment 42,000 :
. Les: Accum. Deptr. 9.000{ 33,000
- | Total | 232,200 232,200
1. - Accounts receivable Rs. 69,600 collected. ,
i ‘Equipment is sold for Rs. 19,500 for cash,
- ! The land and building are sold for Rs. 8,100.
. 4, Accounts payable and mortgage are paid in full.
5 &mmmmmmmwcmmnmhuwm
B - {Iuhdﬂuﬁumdmﬂultm and Usama equal to the credit balance in their
respective capitals.
Hoqulr-d Pass the nécessary jounal entries, prepare realization munt and capital -
accounts of the partners

Answers: Realization loss Rs, 1zum0Cup|tuIBala¢m5uﬂan[Cr}Rs1azﬂﬂ.Unmu
(Cr.) Rs, 21,000 Saleem (Dr.) 33,000 Cash account Rs.1,45,200
No. 11. H and M decide to cease business and dissolve their partnarship as on 30th June
2013. Their balance sheet as on that date was as follows:

Balance Sheet
Assets Amount Equities Amount
Cash ~ 1,850] Account Payable ~ 2,400
Current Account - H " 250| Reserve 1,500
Merchandise inventory 4,300 Current Account=M - 350
Account Receivable . 7,000, Owner's Equity:
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Fixture and Furn.itt.lre

450

13,850

' Capital—- H

E:apmu-m

5,600
4,000

¥

9,600

13,850

1 Thershare‘pmﬁtustnmn-twatﬂhtnﬂmd‘ﬁva—ﬂaﬂmtnu Account
Receivable realized 89% of the book value. Fumniture and fixture Rs. 315. Merchandise

1

was sold at a discount of 175 %. Account Payable were paid Rs. 2,700. Realization
expenses amounted to Rs. 580,

Required:

the help of Journal entries under alternative method.

Answer;

Loss Rs. 2,537.50; Capital H = 4,744.79, M=3,917.71.

Prepare the necessary ledger anmunt. to shnw 1:19 result of dissolution, mth

No. 12. K&'Ympmerslnaﬁnn-ahaﬂmpmﬂtand loss in the ratio 3:2. Thau'balanna
sheet on 315t Decgmber, 2013 the date of dissolution is-as under:

- Balance Sheet
" Assets Amount : Equities Amount
‘Sundry assets ) 80,000 Account Payable 30,000
X - Loan 10,000
Capital = X 25,000
Capital = Y 25,000
m m-md !

Sundry assets realized Rs. 1,00,000.

Required:
Answer

(i) Give necessary Joumal entries showing loss or gain for each item.
(i) Prepare realization account and capital account.

Realization profit Rs. 10,000. Capital X - Rs. 31,000, Y - Rs. 29,000. and prepare
realization account and capital accounts.

_ No. 13. The Balance Shaetan,BandGsharTngproﬁbBandlnaseslnﬂmraﬂnafa 21
was as follows on 31" January 2014

Assets Rs. Liabilities Rs.
Machinery 25,000] Sundry Creditors 12,000
Stock 11,000 Contigencies Reserve 3,000
Debtors 10,000 Capital: :
Loss: Provision 500 ' A . 20,000

: 9,500| B 15,000
Patents 5,000 C . 10,000 | 45,000
- Goodwill 8,000
Cash 1,500
60,000 60,000

On the above date the firm was dissolved. The assets except cash realized
Rs.50,000. The creditors were paid Rs.11,500 ip full settlement. Expnnsasufdissuluﬁm

came to Rs.1,000. .
Required:

Accounts partners’ Capital Account and Gash amuunt

Anﬁun _
" Capital:

‘Loss on realization Rs.3000

Rs. 17000

B: Rs. 13000

C

Give Journal entries to close the firm's books and shuw the Realization

'Rs. 9000
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