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COadhirgfaragpetiive Bans

I.P.C.C. PARTNERSHIP FIRM- 3 ACCOUNTS

Q.1.

Peter, Paul and Prince were partners sharing profits and losses in the ratio of 2 : 1 : 1. It
was provided in the partnership deed that in the event of retirement / death of a partner,
he / his legal representatives would be paid :

(a) The balance in the Capital Account.

(b) His share of Goodwill of the firm valued at two years’ purchase of normal average
profits (after charging interest on fixed capital) for the last three years up to 31 of
December preceding his retirement or death.

(c) His share of profits from the beginning of the accounting year to the date of retirement
or death, which shall be taken on proportionate basis of profits of the previous years
as increased by 25%.

(d) Interest on Fixed Capital @ 10% p.a. though payable to the partners will not be
payable in the year of death or retirement.

(e) All the assets are to be revalued on the date of retirement or death and the profit or
loss to be debited / credited to Partners in the profit sharing ratio.

Peter died on 30'™" Sep. 2004. The books of Account are closed on calendar year basis from
1%t January to 31% December. The balance in the Fixed Capital Accounts as on 1° January,
2004 were : Peter Rs.10,000, Paul Rs.5,000 and Prince Rs.5,000. The balance in the
Current Acounts as on 1° January, 2004 were : Peter R.20,000, Paul Rs.10,000 and Prince
Rs.7,000. Drawings of Peter till 30" Sep. 2004 Rs.10,000. The Profits of the firm before
charging interest on capital for the calendar years 2001, 2002 and 2003 were Rs.1,00,000,
Rs.1,20,000 and Rs.1,50,000 respectively. The profits include the following abnormal items
of credit :-

2001 2002 2003
Profit on sale of Assets 5,000 7,000 10,000
Insurance claim received 3,000 12,000

The firm has taken out a Joint Life Policy for Rs.1,00,000. Besides, the partners had
severally insured their lives for Rs.50,000 each, the premium, in respect thereof being
charged to the Profit and Loss Account. The surrender value of the Policies were 30% of the
face value. On 30" June, 2004, the firm received notice from the insurance company that
the insurance premium in respect of a fire policy had been undercharged to the extent of
Rs.6,000 in the year 2003 and the firm has to pay immediately. The revaluation of the
assets indicate an upward revision in value of assets to the extent of Rs.20,000.

Required : Prepare an account showing the amount due to Peter’s legal representatives as
on 30" September, 2004 alongwith necessary workings.
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Q.2.

A, B and C were partners sharing profits and losses in the ratio of 5 3:2
31% December, 2004 their Balance Sheet was as follows :
Liabilities Rs. Assets Rs.

Sundry Creditors 12,000 | Goodwill 5,000
Joint Life Policy Reserve 1,000 | Joint Life Policy (representing

General Reserve 6,000 | 10% of Sum Assured) 1,000

Capital Accounts: Leasehold Premises 20,000

A 30,000 | Patents 6,000

B 25,000 | Machinery 31,200

C 16,000 | Investments 3,000

Stock 10,000

Sundry Debtors 8,000

Loan to C 1,000

Cash at Bank 4,800

90,000 90,000

On

C died on 1°* May, 2005. It was agreed between his executors and the remaining partners

that :-

(a) Goodwill be valued at 2 %2 years purchase of average of four completed years’ profits

which were :

(b) Patents undervalued by Rs.2,000; Machinery overvalued by Rs.3,200 and Leasehold
Premises undervalued by Rs.5,000.

(c) C's share of profit from the closure of last accounting year till date of death be
calculated on the basis of the average of three completed years’ Profits before death.

(d) Investments be sold for Rs.4,200 and a sum of Rs.6,200 be paid to C’s Executors
immediately. The remainder to be paid in four equal half-yearly instalments together
with interest @ 10% p.a. at half-yearly rest.

You are required :

(a) to give the necessary journal entries to be passed on C’s death;

(b) to prepare the Capital Accounts of all the partners;

(c) to prepare the Balance Sheet of A and B immediately after C’s death;

(d) to prepare C's Executor’s Account till it is finally settled.




