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Advanced Accountancy — Il
Objective

To make the students understand the special types of accounts such as Partnership accounts and
Consignment

Unit -1

Partnership Accounts: Introduction — Partnership Deed — Rules applicable in the absence of an
agreement — Profit and Loss appropriation account — Fixed capital account — Fluctuating capital
account —Interest on capital and interest on drawings (excluding past adjustments and
Guarantees). Admission of a partner: New profit sharing ratio — sacrificing ratio — revaluation of
assets and liabilities — memorandum revaluation account— methods of valuation of goodwill —
treatment of goodwill- adjustment of capital in proportion to profit sharing ratio- Balance sheet
of the new firm.

Unit-1I

Retirement of a partner: Retirement — treatment of goodwill —gaining ratio — settlement of
amount due to the retiring partner - Admission cum Retirement — Calculation of capital of the
new firm — balance sheet of the new firm- Death of a partner — Settlement of decease d
partner’s account — executors account- Joint life policy

Unit- 1l

Dissolution Accounting: Simple dissolution - settlement of accounts on dissolution — firms’ debts
Vs private debts — entries on dissolution — insolvency of a partner — Garner Vs Murray rule —
fixed and fluctuating capital — insolvency of all partners. Piece-meal Distribution: Proportionate
capital method and Maximum loss method.

Unit -1V

Insolvency Accounts: Meaning — Insolvency Acts - Preferential creditors under the two Acts —
Insolvency of individual — Preparation of statement of affairs and deficiency account (excluding
firm insolvency)

Unit-V

Consignment Accounts: Meaning — Consignment Vs Sale — Journal and Ledger in the books of
consignor and the consignee — Treatment of Normal loss and abnormal loss - Valuation of Closing
stock - Invoice price method. Joint venture: Meaning — Joint venture Vs Partnership —
Consignment Vs Joint Venture — Accounting for joint ventures — separate set of books — no
separate set of books —-memorandum joint venture method



Text Book

1. Advanced Accountancy - T.S.Reddy& A. Murthy Revised Edition - 2017, Margham
Publications, 24, Rameshwaram Road, T.Nagar, Chennai - 17.
Reference Books

Advanced Accountancy — R.L.Gupta& M. Radaswamy, Revised Edition— 2008 S. Chand &
Company Ltd., Ram Nagar, New Delhi— 110 055



Unit I: Partnership Accounts

1. overview and Objectives

Overview:

Unit | focuses on partnership accounting, including the preparation of accounts based on
partnership deeds, rules in the absence of an agreement, profit and loss appropriation, capital
accounts (fixed and fluctuating), and adjustments on admission of a partner. It also covers
goodwill treatment and balance sheet preparation for a new firm.

This unit introduces the concepts of partnership, types of partnership accounts, treatment of
profit and loss, capital accounts (fixed and fluctuating), and the financial implications of
admitting a new partner. Students will learn to handle partnership accounting practically,
including goodwill valuation, revaluation of assets and liabilities, capital adjustments, and
preparation of balance sheet of the reconstituted firm.

Objectives:
After completing this unit, students will be able to:

Understand partnership and partnership deed

Learn rules in the absence of an agreement

Prepare Profit & Loss Appropriation Account

Understand Fixed and Fluctuating capital accounts

Handle admission of a partner including goodwill and capital adjustments

Prepare balance sheet after reconstitution

2. Partnership Accounts — Introduction

Definition:
A partnership is defined under the Partnership Act 1932 as:

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

Partnership Deed: Written agreement defining rights, duties, and profit-sharing ratio.



Rules in Absence of Deed:

e Equal sharing of profits

e No interest on capital

e No salary to partners

e Losses shared in capital ratio

Profit and Loss Appropriation Account

e Records distribution of profits among partners, including:
o Interest on capital
o Salary to partners
o Interest on drawings
o Profit share

Key Features:

e Mutual agency among partners
e Sharing of profits and losses
e No separate legal entity (except LLP under LLP Act)

Partnership Deed:

e The written agreement among partners, specifying:
Capital contribution

Profit sharing ratio

Interest on capital and drawings
Admission, retirement, or death of partners
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Rules in the Absence of Deed (Section 11-17):

e Profits and losses shared equally

e No interest on capital or drawings

e Salaries or commissions not allowed unless agreed

Fixed Capital vs Fluctuating Capital Accounts

e Fixed Capital: Separate capital account; only drawings, additional capital, or revaluation
adjustments recorded in current account.

e Fluctuating Capital: All transactions including drawings, interest, profit share, and
capital adjustments recorded in single capital account.

e Rules in Absence of Deed:

o Equal sharing of profits



o No interest on capital
o No salary to partners
o Losses shared in capital ratio

2.2 Profit and Loss Appropriation Account

Records distribution of profits among partners, including:
o Interest on capital
o Salary to partners
o Interest on drawings
o Profit share

2.3 Fixed Capital vs Fluctuating Capital Accounts

Fixed Capital: Separate capital account; only drawings, additional capital, or revaluation
adjustments recorded in current account.

Fluctuating Capital: All transactions including drawings, interest, profit share, and
capital adjustments recorded in single capital account.

2.4 Admission of a Partner

Effect on Profit Sharing:

o New Profit Sharing Ratio: Agreed between old and new partners

o Sacrificing Ratio: Portion of profit sacrificed by existing partners for new partner
Revaluation of Assets and Liabilities:

o Adjusts for changes in asset values or liabilities

o Revaluation account prepared
Goodwill:

o Methods: Average profit, Super profit, Capitalization

o Treatment: Cash payment, adjustment through capital accounts
Adjustment of Capital: Partners’ capital accounts adjusted in proportion to profit-
sharing ratio

2.5 Balance Sheet of Reconstituted Firm

Updated with:
o Adjusted capital
o Goodwill treatment
o Revalued assets and liabilities



1. Profit and Loss Appropriation Account

Purpose:

e To distribute net profit among partners according to agreed ratio.

Format:

Particulars Amount  Particulars ~ Amount
To Partner A’s Capital/Current A/c XXXX By Net Profit b/d XXXX
To Partner B’s Capital/Current A/c XXXX

Adjustments:

e Interest on capital
e Interest on drawings
e Salaries or commissions

Example:
Profit 260,000 shared by A and B in 3:2. Interest on capital 22,000 each.
Net profit after adjustments is shared in 3:2 ratio.

2. Capital Accounts
A\. Fixed Capital Account

o Partners’ capital is fixed; transactions unrelated to capital (like drawings) are recorded in
current accounts.

B. Fluctuating Capital Account

« All transactions, including drawings and profit share, are recorded in one capital
account.

Example:
Partner A contributes 250,000. Profit share 20,000. Drawings X5,000. Closing balance 265,000.

3. Admission of a Partner

Effects:



1. New Profit Sharing Ratio — may differ from old ratio.
2. Sacrificing Ratio — portion of old partners’ share given to new partner.
3. Revaluation of Assets and Liabilities — adjusted in Revaluation Account.



4. Goodwill Treatment — methods:
o Average Profit Method
o Super Profit Method
o Capitalization Method
5. Adjustment of Capitals — in proportion to new profit-sharing ratio.
6. Balance Sheet of New Firm — updated with new capital, revalued assets, and goodwill
treatment.

Formulae:

« Sacrificing Ratio = Old Ratio — New Ratio
e New Partner’s Capital Contribution = Agreed Share of Capital

Example:
A and B share profits 3:2. C admitted for 1/5 share. C brings 240,000 as capital and 210,000
Goodwill.

4. Nustrative Example

Problem:

A and B share profits 3:2. Capital of A 350,000, B *30,000. Profit *40,000. Interest on capital
5% p.a. Drawings: A 5,000, B %3,000.

Prepare:

1. P&L Appropriation Alc
2. Current/Capital Alc

Solution:
1. Interest on capital: A 22,500, B 21,500 — Total 34,000
2. Net profit after interest: ¥40,000 — 34,000 = 36,000
3. Share in profit: A 21,600 (3/5), B *14,400 (2/5)

Current Account Balances:

Partner Opening Balance Add: Profit Share Less: Drawings Closing Balance

A 0 21,600 5,000 16,600
B 0 14,400 3,000 11,400



5. Summary

e Partnership accounting follows Partnership Deed; otherwise, default rules apply.
e Capital accounts may be fixed or fluctuating.

e P&L Appropriation account distributes profits after adjustments.

e Admission of a partner involves:

Sacrificing ratio

Revaluation of assets/liabilities

Goodwill adjustments

Capital adjustment

New balance sheet preparation

o O O O ©O

6. Question Bank
Objective Questions (MCQs):

1. Inabsence of partnership deed, profits are shared:
a) According to capital contribution
b) Equally
c) As decided by majority
d) None
2. Sacrificing ratio is:
a) Old ratio — New ratio
b) New ratio — Old ratio
c) Capital ratio
d) None

Short Answer Questions:

1. Explain fixed vs fluctuating capital accounts.
2. Define sacrificing ratio and its significance.
3. What are the methods of goodwill valuation?

Long Answer Questions:

1. Prepare P&L Appropriation account with interest on capital and drawings.
2. Admission of a partner with revaluation of assets and goodwill adjustment — solution
with balance sheet.



Unit I1: Retirement and Death of a Partner

1. overview and Objectives

Overview:

Unit Il deals with accounting treatment when a partner retires or dies. It explains
adjustments related to goodwill, revaluation of assets, capital adjustments, and settlement of
amounts due to retiring or deceased partners. Special considerations such as gaining ratio,
joint life policy, and combined admission-retirement are also covered.

Objectives:
After completing this unit, students will be able to:

Explain accounting treatment on retirement of a partner.

Calculate gaining ratio and adjust profits accordingly.

Prepare accounts for death of a partner and executors.

Understand settlement of capital and goodwill for retiring/deceased partners.
Prepare the balance sheet of the reconstituted firm.
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2. Retirement of a Partner

Definition:
Retirement occurs when a partner ceases to be part of the firm with mutual consent, without
the firm being dissolved.

Effects on Accounts:

1. Revaluation of Assets and Liabilities — recorded in Revaluation Account.
2. Goodwill Treatment:
o Retiring partner is entitled to share of goodwill
o Payment can be in cash or via capital adjustment
3. Gaining Ratio:
o Remaining partners’ share of profit after retirement
o Formula: Gaining Ratio = New Ratio — Old Ratio
Settlement of Amount Due:
o Debit retiring partner’s capital/current account



« Credit cash/bank or remaining partners’ current accounts (if adjustment through capital)

Example:
A, B, and C share profits 3:2:1. C retires. A and B gain in ratio 3:2. C’s share of goodwill
%12,000 paid by A and B in gaining ratio.

3. Admission-Cum-Retirement

o Occurs when a new partner is admitted simultaneously with retirement of an existing
partner.
o Adjustments include:
o Revaluation of assets and liabilities
o Goodwill treatment (existing and new partners)
o Adjustment of capitals based on new profit-sharing ratio
« Balance Sheet of new firm prepared after all adjustments

Example:
D retires and E is admitted for 1/5 share. Existing partners adjust C’s share of goodwill, revalue
assets, and calculate new capitals for A, B, and E.

4. Death of a Partner

Accounting Considerations:

1. Revaluation of Assets and Liabilities
2. Share of Deceased Partner:
o Capital balance
o Share of profit up to date of death
o Share of goodwill
3. Executors’ Account:
o Amount due to deceased partner transferred to Executors’ Account
o Payment may be immediate or in installments

Joint Life Policy:

e Insured amount used to pay deceased partner’s share
e Policy amount credited to Executors’ Account

Example:
Partner B dies. Capital 50,000, profit share up to date X5,000, share of goodwill 10,000.



Executors’ account credited X65,000.



5. Illustrative Example

Problem:
A, B, and C share profits 3:2:1. C retires. Goodwill of firm %18,000. Revaluation results in profit
01 %3,000. Prepare:

1. Revaluation Account
2. Capital accounts
3. Balance Sheet of new firm

Solution:

1. Revaluation Account: Debit assets decreased / liabilities increased, credit profit/loss to
partners’ capital in old ratio (3:2:1).

2. Goodwill adjustment: C’s share = 1/6 0of 218,000 = %3,000. Paid by A and B in gaining
ratio 3:2 — A pays 1,800, B pays X1,200.

3. Capital accounts updated accordingly.

4. New balance sheet prepared with adjusted capitals and balances.

6. Summary

o Retirement: Partner leaves; adjustments include revaluation, goodwill, gaining ratio, and
capital settlement.

e Admission-Cum-Retirement: Combination of old partner leaving and new partner
joining; adjustments for capital, goodwill, and profit-sharing ratio.

o Death: Share of deceased partner includes capital, profit, and goodwill; executors’
account prepared; joint life policy may be used for payment.

« Balance sheet of reconstituted firm reflects updated capitals, adjusted goodwill, and
revalued assets.

1. Question Bank
Objective Questions (MCQs):
1. Gaining ratio =

a) Old ratio — New ratio
b) New ratio — Old ratio



c) Capital ratio
d) None
2. Executors’ account is credited with:
a) Only capital
b) Capital + Share of profit + Share of goodwill
c) Only goodwill
d) Only profit

Short Answer Questions:

1. Explain the accounting treatment for retirement of a partner.
2. Define gaining ratio and its significance.
3. Describe the role of joint life policy in accounting for deceased partner.

Long Answer Questions:

1. Prepare capital accounts and balance sheet after retirement of a partner.
2. Admission-cum-retirement: Explain adjustments for goodwill, revaluation, and capital.
3. Accounting for death of partner including executors” account and joint life policy.

Case Study Questions:

o Partner retires and payment of capital and goodwill is made in installments. Prepare

ledger accounts.
o A partner dies; prepare executors’ account and balance sheet considering revaluation of

assets.



Unit 111: Dissolution Accounting

1. overview and Objectives

Overview:

Unit 111 deals with dissolution of a partnership firm, including simple dissolution, insolvency
of partners, and piece-meal distribution. The unit explains accounting entries for settlement of
firm’s debts versus private debts, distribution of assets, and insolvency rules like Garner vs
Murray.

Objectives:
After completing this unit, students will be able to:

1. Explain the meaning and procedure of dissolution of a partnership firm.

Distinguish between simple dissolution and dissolution due to insolvency.

3. Prepare realization accounts, partners’ capital/current accounts, and bank/cash
accounts during dissolution.

4. Apply Garner vs Murray rule for insolvency of partners.

5. Understand methods of piece-meal distribution of assets.

N

2. Dissolution of a Firm — Definition

Definition:
Dissolution means the winding up of a partnership firm, where:

o All assets are realized

« Liabilities settled

o Surplus distributed among partners
e Firm ceases to exist

Types of Dissolution:
1. Simple Dissolution — solvent firm; all partners pay debts and receive remaining assets.

2. Insolvency of a Partner — one or more partners cannot pay their share of losses.
3. Insolvency of All Partners — firm cannot meet debts; assets distributed to creditors first.

Causes of Dissolution:



o Expiration of partnership term

e Agreement among partners

o Death or insolvency of partner

o Court order for just and equitable grounds

3. Accounting for Simple Dissolution
Steps:

1. Realization of Assets — transferred to Realization Account

Settlement of Liabilities — creditors paid from bank/cash

3. Distribution of Profit or Loss on Realization — to partners’ capital accounts in profit-
sharing ratio

N

Journal Entries:

To transfer assets to Realization A/c:
Bank A/c / Assets Alc Dr

To Realization A/c
To pay creditors:
Realization A/c Dr

To Bank/Cash Alc
To transfer profit/loss on realization:
Realization A/c Dr/ Cr

To Partners’ Capital A/c
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Example:
A, B, C share profits 3:2:1. Assets 260,000, Liabilities ¥20,000. Profit on realization 26,000.

o Realization: Assets — Realization A/c 260,000

o Liabilities paid: 220,000
e Profit 26,000 distributed: A Z3,000, B 32,000, C 1,000

4. Insolvency of a Partner — Garner vs Murray Rule

Garner vs Murray Rule:

« When a partner is insolvent, loss is shared by solvent partners in their capital ratio.
o Ensures fair treatment among solvent partners.



Treatment:



1. Insolvent partner’s capital is written off
2. Remaining loss allocated to solvent partners
3. Creditors and other partners paid from available assets

Example:
A, B, C share 2:2:1. C insolvent with capital 210,000. Total loss 5,000 — loss borne by A and
B in ratio 2:2 (1:1)

5. Fixed vs Fluctuating Capital on Dissolution

« Fixed Capital — separate current accounts used for adjustments
o Fluctuating Capital — all adjustments made in capital account
« Accounting entries differ based on capital account type

0. Piece-Meal Distribution

Definition:
Distribution of assets as and when realized, instead of waiting for full realization.

Methods:

1. Proportionate Capital Method:
o Each partner contributes proportionately to losses
o Cash distributed in proportion to capitals
2. Maximum Loss Method:
o Solvent partners bear maximum possible loss
o Ensures creditors paid first

Example:
Assets realized partially — cash paid to creditors first, remaining cash distributed to partners
using proportionate capital method.

/. Illustrative Example

Problem:
A, B, C share profits 3:2:1. Assets 290,000, Liabilities ¥30,000. C insolvent (capital 210,000).
Realization profit 36,000. Prepare:



1. Realization Account



2. Partners’ Capital Accounts
3. Bank Account

Solution:

1. Realization Account: Assets debited, liabilities credited, profit distributed in old ratio.
2. C’s capital written off; loss shared by A and B in 3:2 ratio.
3. Bank account updated with payment to creditors and partners.

8. Summary

o Dissolution: Closing down of partnership; assets realized, liabilities settled, profit/loss
distributed.

« Simple Dissolution: Solvent firm; straightforward realization and distribution.

« Insolvency: Insolvent partner’s capital written off; loss borne by solvent partners using
Garner vs Murray.

o Piece-Meal Distribution: Cash distributed as realized; methods — proportionate capital
and maximum loss.

o Fixed vs Fluctuating Capital: Determines how adjustments are recorded.

Q. Question Bank
Objective Questions (MCQs):

1. Garner vs Murray rule applies when:
a) All partners solvent
b) One or more partners insolvent
¢) Firm solvent
d) None



2. Piece-meal distribution is used to:
a) Realize assets
b) Distribute cash as assets are realized
) Adjust partners’ capitals
d) None

Short Answer Questions:

1. Explain Garner vs Murray rule with example.
2. Distinguish between proportionate capital and maximum loss methods.
3. Prepare journal entries for simple dissolution.

Long Answer Questions:

1. Prepare Realization Account, Capital Accounts, and Bank Account for dissolution with
one insolvent partner.

2. Explain piece-meal distribution with an illustration.

3. Dissolution of a firm having fixed capital and fluctuating capital — explain accounting
procedure.

Case Study Questions:

e A B, and Cdissolve firm; C is insolvent. Cash realized partially. Prepare accounts using
proportionate capital method.

o Firmassets 21,00,000, liabilities ¥40,000. Dissolution profit X10,000. Prepare Realization
Account and Capital Accounts.



Unit IV: Insolvency Accounts

1. overview and Objectives

Overview:

Unit 1V covers insolvency accounting, focusing on individual insolvency, preparation of
statement of affairs, deficiency accounts, and the treatment of preferential and non-
preferential creditors under insolvency laws. The unit explains how to account for insolvent
individuals in a systematic and legally compliant manner.

Objectives:
After completing this unit, students will be able to:

Understand the meaning of insolvency and related legal provisions.

Identify preferential creditors under the applicable Acts.

Prepare a Statement of Affairs for an insolvent individual.

Prepare a Deficiency Account to determine the loss borne by partners or the individual.
Apply insolvency rules in accounting practice.
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2. Meaning of Insolvency

Definition:
Insolvency occurs when an individual or a firm is unable to pay debts as they become due.
Key Features:

o Legal declaration of inability to pay debts

« Initiation of insolvency proceedings

o Preferential treatment of certain creditors

Acts Governing Insolvency:

1. Insolvency Act 1918 (India) — early framework

Companies Act 2013 — includes provisions for insolvency and bankruptcy of companies

3. Bankruptcy and Insolvency Code (IBC) 2016 — modern framework for individuals,
firms, and companies

N



3. Preferential Creditors

Definition:
Creditors who have the priority in payment from the insolvent individual’s assets.

Under Indian Law:
e Workmen’s wages for last 3 months
o Employees’ unpaid dues
o Secured creditors with collateral rights
o Government dues (taxes, statutory payments)

Non-Preferential Creditors:

o Unsecured creditors who do not have preferential claim; receive payment after
preferential creditors.

4. statement of Affairs

Purpose:

o Provides a snapshot of the insolvent’s financial position
o Used to determine the amount available for distribution to creditors

Format:

Particulars Amount })
Assets:
Cash XXX
Debtors XXX
Stock XXX
Investments XXX
Total Assets XXX
Liabilities:

Secured Creditors XXX

Preferential Creditors XXX
Unsecured Creditors XXX
Total Liabilities XXX



Example:
Individual insolvency: Assets 21,00,000, Liabilities ¥1,50,000. Available for distribution among
creditors after preferential claims ¥80,000.

5. Deficiency Account
Definition:

« Records shortfall of assets over liabilities

 ldentifies loss borne by insolvent individual or partners
Preparation Steps:

1. Total liabilities — Total assets = Deficiency

2. Allocate deficiency among partners in capital ratio (if partnership)

Example:
Assets 280,000, Liabilities *1,00,000 — Deficiency 220,000. Loss shared among partners A and
B in ratio 3:2 — A %12,000, B Z8,000.

6. Accounting Procedure for Insolvency of an Individual

Step 1: Ascertain total assets and liabilities — Prepare Statement of Affairs
Step 2: Identify preferential creditors and pay them first

Step 3: Distribute remaining assets among unsecured creditors

Step 4: Determine deficiency and record in Deficiency Account

Journal Entries:

Transfer assets to realization account:
Realization A/c Dr
To Assets Alc
Payment to creditors:
Realization A/c Dr
To Bank/Cash Alc
Record deficiency (loss):
Deficiency A/c Dr
To Partner’s Capital/Individual’s Account
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7. Illustrative Example



Problem:

Mr. X is insolvent. Assets: Cash 220,000, Debtors 230,000, Stock X10,000. Liabilities: Secured
creditors 330,000, Preferential creditors 15,000, Unsecured creditors 340,000.

Prepare:

1. Statement of Affairs
2. Distribution of assets
3. Deficiency Account

Solution:

Statement of Affairs lists assets and liabilities

Secured creditors paid first from collateral — 330,000

Preferential creditors next — paid 215,000 from remaining assets 230,000
Unsecured creditors receive remaining 215,000

Deficiency: Total liabilities 40,000 — Assets available 215,000 — 25,000

ok owpneE

8. Summary

e Insolvency: Inability to pay debts

o Preferential Creditors: Paid before others (employees, statutory dues, secured creditors)

o Statement of Affairs: Shows assets and liabilities of insolvent individual

o Deficiency Account: Calculates shortfall to be borne by partners or individual

e Accounting Procedure: Systematic realization of assets, payment to creditors, and
recording deficiency

Q. Question Bank

Objective Questions (MCQs):

1. Preferential creditors include:
a) Unsecured creditors
b) Employees’ wages
c) Partners’ capital
d) Shareholders

2. Deficiency Account is prepared to:
a) Show profit of firm
b) Show shortfall of assets over liabilities
¢) Record capital
d) None

Short Answer Questions:



1. Define insolvency and explain preferential creditors.
2. Prepare a statement of affairs for an insolvent individual.
3. Explain the treatment of deficiency in partnership insolvency.

Long Answer Questions:

1. Prepare Statement of Affairs, distribute assets among creditors, and prepare Deficiency

Account for an insolvent individual.
2. Explain accounting treatment for preferential and unsecured creditors under Insolvency

Act.
3. Partnership insolvency — explain allocation of deficiency among solvent partners with

journal entries.

Case Study Questions:

e Mr. Xinsolvent: assets, secured and unsecured creditors given. Prepare distribution

statement and deficiency account.
o Partnership firm partially insolvent; partner A unable to pay losses. Prepare journal

entries and deficiency distribution among solvent partners.



Unit V: Consignment Accounts and Joint Venture

1. overview and Objectives

Overview:

Unit V covers consignment accounting and joint ventures, including the preparation of
journal and ledger entries, treatment of normal and abnormal losses, valuation of closing
stock, and different methods of accounting for joint ventures.

Objectives:
After completing this unit, students will be able to:

Understand the difference between consignment and sale.

Prepare consignment accounts in the books of consignor and consignee.

Record normal and abnormal losses in consignment.

Value closing stock using invoice price method.

Understand the accounting treatment of joint ventures with or without separate books.
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2. Consignment Accounts

Definition:
Consignment is a transaction in which a consignor (owner of goods) sends goods to a consignee
(agent) to sell on behalf of the consignor.

Key Features:
o Ownership remains with consignor until sale
« Consignee acts as agent
o Consignee earns commission

o Expenses may be borne by consignor or consignee

Consignment vs Sale:

Feature Consignment Sale
Ownership of goods Remains with consignor Transfers to buyer
Risk With consignor With buyer

Accounting Consignment account prepared Sale recorded directly



Feature Consignment Sale
Commission Paid to consignee Not applicable

3. Journal and Ledger Accounts
In the Books of Consignor:

1. To send goods on consignment:

2. Consignment A/c Dr

3 To Goods Alc

4. To record expenses incurred by consignor:
5. Consignment A/c Dr

6 To Cash/Bank Alc

7. To record consignment sale by consignee:
8. Bank A/c/ Debtors A/c Dr

9 To Consignee A/c

10. To record commission and other charges by consignee:
11. Consignee A/c Dr

12. To Commission A/c

In the Books of Consignee:

1. Record goods received on consignment:
2. Consignment A/c Dr

3 To Consignor Alc

4. Record sale proceeds:

5. Bank/Cash A/c Dr

6 To Consignor Alc

7. Record expenses incurred:
8. Consignor Alc Dr

9 To Cash/Bank Alc
10. Record commission:

11.  Commission A/c Dr

12. To Consignor Alc

4. Normal and Abnormal Loss

1. Normal Loss:

o Expected loss (e.g., evaporation, wastage)

o Absorbed in cost of goods, not charged separately
2. Abnormal Loss:



o Unforeseen loss (e.g., fire, theft)
o Charged to Consignment Account separately



Example:
Consignor sends goods costing ¥50,000. Normal loss 2% — %1,000. Abnormal loss 500 —

recorded as separate loss.

5. Valuation of Closing Stock
Invoice Price Method:

o Closing stock = Invoice price + proportionate expenses (freight, insurance, etc.)

Example:
Goods sent 50,000, expenses 5,000, normal loss 2% — closing stock valuation:

Stock = (50,000 — 1,000) + 5,000 = 54,000

6. Joint Venture Accounts
Definition:

Joint Venture is an arrangement where two or more parties undertake a business project
together, sharing profits and losses.

Joint Venture vs Partnership vs Consignment:

Feature Joint Venture Partnership Consignment
Legal Relationship Limited to project Continuous Consignor-agent
Accounting Project-based Regular business Consignment A/c
Profit Sharing As agreed Profit sharing ratio Commission for consignee

Methods of Accounting:

1. Separate Books Method:
o Venture recorded in separate set of books; profits transferred to partners’ capital

accounts at the end
2. No Separate Books Method:
o Transactions recorded in personal books of partners with Memorandum Joint

Venture Account

Memorandum Joint Venture Account:

o Acts like temporary ledger for JV transactions



« Accounts for expenses, sales, profits, and settlements



7. Nlustrative Example

Problem:
A consignor sends goods costing 360,000 to consignee. Expenses ¥4,000. Consignee sells goods
for 75,000, earning 10% commission on sales. Record accounts in books of consignor and

consignee.

Solution:
Consignor Books:

1. Consignment A/c Dr 60,000
To Goods A/c 60,000

2. Consignment A/c Dr 4,000
To Cash/Bank 4,000

3. Bank A/c Dr 75,000 — 7,500 (commission) = 67,500
To Consignment A/c 67,500

Consignee Books:

1. Consignor A/c Dr 60,000
To Consignment A/c 60,000

2. Bank/Cash A/c Dr 75,000
To Consignor A/c 75,000

3. Commission A/c Dr 7,500
To Consignor A/c 7,500

Net Profit: 75,000 — (60,000 + 4,000 + 7,500) = 3,500

Summary

o Consignment: Ownership remains with consignor; consignee acts as agent; commission
paid to consignee.

o Normal Loss: Expected; included in cost.

o Abnormal Loss: Unforeseen; separately recorded.

o Closing Stock: Valued using invoice price method.

« Joint Venture: Limited project-based arrangement; profits shared as agreed.

o Accounting Methods for JV: Separate books or Memorandum JV Account.



8. Question Bank

Objective Questions (MCQs):

1.

2.

Ownership of goods in consignment remains with:
a) Consignee

b) Consignor

c) Buyer

d) Joint venture partner

Abnormal loss is:

a) Expected

b) Unforeseen

¢) Commission

d) Normal loss

Short Answer Questions:

1.
2.
3.

Distinguish between consignment and sale.
Explain normal and abnormal loss with examples.
What is a Memorandum Joint Venture Account?

Long Answer Questions:

1.
2.
3.

Prepare consignor and consignee accounts with normal and abnormal losses.
Joint venture accounting using separate books method.
Joint venture accounting without separate books using memorandum method.

Case Study Questions:

Consignor sends goods costing 280,000, expenses X5,000, sales ¥95,000, commission
10%. Record accounts in consignor and consignee books.

A and B undertake a joint venture; prepare memorandum JV account when no separate
books are maintained.



Unit I: Partnership & Admission

CASE-STUDY NUMERICAL PROBLEMS WITH STEP-WISE SOLUTIONS

CASE 1: Profit Sharing (No Partnership Deed)

A and B are partners. Capitals %3,00,000 and %2,00,000.
Net profit for the year ¥1,00,000. No partnership deed exists.

Required:

Distribute profit.

Solution (Step-wise):
e Inabsence of deed — profits shared equally
e  Profit per partner = 1,00,000 =+ 2

Answer:
A =350,000
B =1350,000

CASE 2: Interest on Capital (Allowed)

A, B, C share profits 3:2:1.
Capitals: 32,00,000; 1,50,000; %1,00,000
Interest on capital @10%. Net profit X90,000.

Solution:

Step 1: Calculate Interest
e A=20,000
¢ B =15,000

« (C=10,000
Total = 45,000

Step 2: Balance Profit
= 90,000 — 45,000 = 45,000

Step 3: Profit Distribution (3:2:1)
e A=22500
e B=15,000

¢« C=7,500



CASE 3: Interest on Drawings

Total drawings 336,000 made evenly during the year.
Rate 12%.

Solution:
e Average period = 6 months

Interest = 36,000 x 12% x 6/12
=32,160

CASE 4: Fluctuating Capital System

Opening capital ¥1,50,000
Profit 350,000
Drawings 330,000

Solution:

Closing Capital =
1,50,000 + 50,000 — 30,000
=%1,70,000

CASE 5: Fixed Capital System

Capital 32,00,000
Drawings 340,000
Profit 260,000

Solution:

e Capital remains unchanged at 32,00,000

e Drawings and profit shown in Current Account
CASE 6: Admission — New Profit Sharing Ratio

A and B share profits 5:3.
C admitted for 1/4 share.

Solution:
Remaining share = 3/4

A =5/8 x 3/4 = 15/32
B =3/8 x 3/4=9/32
C=8/32

New Ratio=15:9:8



CASE 7: Sacrificing Ratio

Old ratio = 3:2
New ratio = 2:2:1

Solution:

Old shares:
A=3/5B=2/5

New shares:
A=2/5B=2/5

Sacrifice:
A=1/5
B = Nil

Sacrificing Ratio=1:0

CASE 8: Revaluation of Assets

Stock 1 320,000
Machinery | 28,000
Creditors | 32,000

Solution:

Profit = 20,000 + 2,000 — 8,000
=3%14,000

CASE 9: Revaluation Profit Distribution

Revaluation profit 30,000
Old ratio 3:2

Solution:

A =18,000
B =12,000

CASE 10: Memorandum Revaluation

Revaluation profit 324,000
Old ratio 3:1
New ratio 2:1:1

Solution:

e Credit old partners (3:1)



o Reverse among all partners (2:1:1)
CASE 11: Goodwill — Average Profit Method

Average profit 80,000
3 years purchase

Solution:

Goodwill = 80,000 x 3
=3%2,40,000

CASE 12: Goodwill — Super Profit Method

Average profit 290,000
Normal profit 60,000
2 years purchase

Solution:

Super profit = 30,000
Goodwill = 30,000 x 2
=3%60,000

CASE 13: Goodwill Brought in Cash

C brings 350,000 goodwill.
Sacrifice A:B = 3:2

Solution:

A =30,000
B = 20,000

CASE 14: Capital Adjustment

Total capital 36,00,000
New ratio 3:2:1

Solution:

A =1%3,00,000
B =3%2,00,000
C =11,00,000



CASE 15: Balance Sheet After Admission

Assets 39,00,000
Liabilities %3,00,000

Solution:

Capital = 9,00,000 — 3,00,000
=3%6,00,000

UNIT -1l : RETIREMENT, DEATH OF A PARTNER & JOINT LIFE POLICY

CASE-STUDY NUMERICAL PROBLEMS WITH STEP-WISE SOLUTIONS

CASE 1: Calculation of Gaining Ratio (Retirement)

A, B and C share profits in the ratio 3: 2 : 1.
C retires.

Solution (Step-wise):

Old share of A =3/6
Old share of B = 2/6

After retirement, A and B continue in old ratio 3:2.

New share of A =3/5
New share of B = 2/5

Gaining Ratio
A=3/5-3/6=3/30
B=2/5-2/6=2/30

Gaining Ratio=3: 2

CASE 2: Goodwill Adjustment on Retirement

Goodwill of the firm is valued at ¥1,20,000.
Gaining ratioof Aand B is 3 : 2.

Solution:

A’s gain = 1,20,000 x 3/5 =¥72,000
B’s gain = 1,20,000 x 2/5 =¥48,000

Journal Entry:
A’s Capital A/c Dr 72,000

B’s Capital A/c Dr 48,000



To C’s Capital A/c 1,20,000

CASE 3: Settlement of Retiring Partner (Cash & Loan)

Amount due to C =32,40,000
Paid immediately = %1,50,000

Solution:

Balance unpaid = 2,40,000 — 1,50,000
=390,000

Transferred to C’s Loan Account.

CASE 4: Revaluation on Retirement
On retirement of C:
e Stock increased by 330,000
e Furniture decreased by 210,000
Old profitratio=3:2:1
Solution:
Revaluation profit = 30,000 — 10,000 = %20,000
Distribution:
e A =20,000x 3/6=2%10,000
e B =20,000 % 2/6 =%6,667

e (C=120,000x1/6=33,333

CASE 5: Capital Adjustment after Retirement

Total capital of new firm = %6,00,000
New ratioof Aand B=3:2

Solution:

A =6,00,000 x 3/5 =%3,60,000
B = 6,00,000 x 2/5 = %¥2,40,000



CASE 6: Admission-cum-Retirement

A and B share profits 3:2.
C is admitted for 1/5 share.
B retires immediately.

Solution:
Remaining share = 4/5

A’s new share = 3/5 x 4/5=12/25
C’s share = 5/25

New ratio=A:C=12:5

CASE 7: Goodwill Written Off after Retirement

Goodwill appearing in books X1,00,000.
New ratio A:B = 3:2.

Solution:
Written off in new ratio:
e A =1,00,000 x 3/5=260,000

¢ B =1,00,000 % 2/5=340,000

CASE 8: Death of a Partner — Share of Profit

C died on 30 June.
Estimated annual profit X1,20,000.
Profit ratio 3:2:1.

Solution:
Profit for 6 months = 1,20,000 x 6/12 =360,000

C’s share = 60,000 x 1/6
=1%10,000

CASE 9: Interest on Capital till Death

Capital of C =32,00,000
Interest @10% p.a.
Period = 6 months

Solution:



Interest = 2,00,000 x 10% x 6/12
=3%10,000

CASE 10: Executor’s Account

Capital %2,00,000
Goodwill 240,000
Profit till death 210,000

Solution:

Amount due to executor =
2,00,000 + 40,000 + 10,000
=3%2,50,000

CASE 11: Joint Life Policy — Premium Treated as Expense

Policy amount %3,00,000
Premium paid 330,000 annually.

Solution:
e Premium debited to P&L A/c

e No policy shown in Balance Sheet

CASE 12: Joint Life Policy — Surrender Value Method

Policy %3,00,000
Surrender value 390,000
Old ratio 2:1

Solution:

Policy shown at 390,000
Shared:

e A =7%60,000

e B=2330,000

CASE 13: Joint Life Policy on Death

Policy realised %3,00,000
Old ratio 3:2:1



Solution:

A =131,50,000
B =11,00,000
C =%50,000

CASE 14: Retiring Partner’s Loan Interest

Loan %1,20,000
Interest @8%

Solution:

Interest = 1,20,000 x 8%
=3%9,600

CASE 15: Balance Sheet after Retirement

Assets %8,00,000
Liabilities %2,50,000

Solution:

Capital = 8,00,000 - 2,50,000
=¥5,50,000



UNIT — 111 : DISSOLUTION OF PARTNERSHIP & PIECE-MEAL DISTRIBUTION

CASE-STUDY NUMERICAL PROBLEMS WITH FULL STEP-WISE SOLUTIONS

CASE 1: Simple Dissolution — Realisation Profit

A and B share profits equally.
Assets (book value) 4,00,000 realised at %4,50,000.
Liabilities X1,00,000 paid at book value.

Solution (Step-wise):
e Realisation profit = 4,50,000 — 4,00,000 = ¥50,000
e Shared equally.

A =%25,000, B =%25,000

CASE 2: Dissolution — Realisation Loss

Assets %3,50,000 realised for %3,00,000.
Liabilities X80,000.

Solution:

Realisation loss = 3,50,000 — 3,00,000 = 50,000
Shared among partners in profit ratio.

CASE 3: Partner Takes Over Asset

Book value of machinery 360,000.
Partner A takes it at ¥50,000.

Solution:
e Debit A’s Capital A/c 350,000
e Credit Realisation A/c 350,000

e Loss on asset =310,000

CASE 4: Unrecorded Asset
Firm had an unrecorded asset realised at ¥20,000.

Solution:



e Debit Cash A/c 320,000
e Credit Realisation A/c 320,000

o Treated as profit on realisation

CASE 5: Unrecorded Liability
Unrecorded liability paid X15,000.
Solution:
e Debit Realisation A/c 315,000
e Credit Cash A/c %15,000

e Loss on realisation

CASE 6: Dissolution Expenses Paid by Partner
Dissolution expenses 210,000 paid by partner A.
Solution:

¢ Debit Realisation A/c 10,000

e Credit A’s Capital A/c 310,000

CASE 7: Insolvency of a Partner (Garner vs Murray)

Capitals:

A %50,000
B 330,000
C 320,000

C becomes insolvent and pays nothing.
Profitratio=3:2: 1.

Solution:

e (C’s deficiency = 320,000

o Shared by solvent partners in capital ratio (Garner vs Murray)
Capital ratio A:B = 50,000 : 30,000=5:3

A bears = 20,000 x 5/8 =%12,500
B bears = 20,000 x 3/8 =%7,500



CASE 8: Insolvent Partner Pays Partially

C’s capital 340,000
Pays 10,000

Solution:

Deficiency = 40,000 — 10,000 = ¥30,000
Shared by solvent partners in capital ratio.

CASE 9: Fixed Capital System at Dissolution
Firm maintains fixed capital accounts.
Solution:
e Transfer balances from Current A/c to Capital A/c

e Then settle capitals through Cash Alc

CASE 10: Fluctuating Capital System at Dissolution
Firm maintains fluctuating capital.
Solution:

o All balances already in Capital A/c

o Direct settlement through Capital A/c

CASE 11: Firm Debts vs Private Debts

Firm assets 32,00,000
Firm creditors %1,50,000
Private assets 380,000
Private creditors 260,000

Solution:
e Firm assets — Firm creditors
e Private assets — Private creditors

e Surplus (if any) transferred accordingly



CASE 12: Insolvency of All Partners

Firm assets realised X1,00,000
Firm creditors %1,50,000

Solution:
e Entire cash paid to creditors
e Creditors bear loss of 50,000

o Partners not liable further

CASE 13: Piece-Meal Distribution (Proportionate Capital Method)

Capitals:
A 260,000
B 40,000

Cash realised %50,000.
Solution:

Capital ratio=3: 2
Cash distributed in same ratio:

A =330,000
B =320,000

CASE 14: Piece-Meal Distribution (Maximum Loss Method)

Capitals:
A %60,000
B 340,000

Cash realised %50,000.

Solution:

Assume maximum possible loss

e Loss = (60,000 + 40,000) — 50,000 =%50,000
e Share loss in profit ratio

¢ Reduce capitals accordingly

e Then distribute cash safely



CASE 15: Comprehensive Dissolution Case

Assets realised 34,80,000
Liabilities paid %1,80,000

Capitals: A 2,00,000, B %1,00,000
Profit ratio 2:1

Solution:

Realisation profit =
4,80,000 — (Assets — Liabilities)
=3%60,000

A =340,000
B =3%20,000

Final capitals settled accordingly.



UNIT — IV : INSOLVENCY ACCOUNTS (INDIVIDUAL INSOLVENCY)
CASE-STUDY NUMERICAL PROBLEMS WITH STEP-WISE SOLUTIONS

(Statement of Affairs & Deficiency Account — Firm insolvency excluded as per syllabus)

CASE 1: Meaning & Net Deficiency

Assets %3,20,000
Liabilities %4,10,000

Solution:

Deficiency = Liabilities — Assets
=4,10,000 — 3,20,000
=3%90,000

CASE 2: Preferential Creditors
Following liabilities exist:
e  Wages %15,000
e Government taxes 310,000
e Trade creditors %1,20,000
Solution:
Preferential creditors:
e  Wages 15,000
e Government taxes 310,000

Total preferential = %25,000

CASE 3: Fully Secured Creditor
Loan %1,00,000 secured by asset worth 31,20,000.
Solution:

o Creditor fully secured

e Paidin full

e  Surplus asset = 320,000 (goes to estate)



CASE 4: Partly Secured Creditor

Loan %1,00,000
Security value 370,000

Solution:
e Secured portion = X70,000
e Unsecured portion = 330,000

e 30,000 treated as unsecured creditor

CASE 5: Statement of Affairs (Simple)

Assets realised 32,40,000
Preferential creditors 340,000
Unsecured creditors 32,60,000

Solution (Order of payment):
1. Preferential creditors = 340,000
2. Balance for unsecured creditors = 2,40,000 — 40,000 = %2,00,000

Dividend = 2,00,000 + 2,60,000
=76.92%

CASE 6: Dividend to Unsecured Creditors

Unsecured creditors %1,50,000
Available amount 390,000

Solution:

Dividend = 90,000 + 1,50,000
= 60% (%0.60 per 1)

CASE 7: Life Policy with Surrender Value

Life policy amount 32,00,000
Surrender value 260,000

Solution:
e Only surrender value shown as asset

e 260,000 included in Statement of Affairs



CASE 8: Furniture at Estimated Value

Book value 80,000
Estimated value 350,000

Solution:
e Furniture shown at 50,000 in Statement of Affairs

e Loss =330,000 contributes to deficiency

CASE 9: Deficiency due to Trading Loss
Trading loss during year 370,000
Solution:
e Shown on debit side of Deficiency Account

e Increases deficiency by 370,000

CASE 10: Deficiency due to Drawings
Drawings during year 340,000
Solution:
e Shown on debit side of Deficiency Account

e Considered cause of insolvency

CASE 11: Assets Realised More Than Estimated

Estimated value %1,50,000
Actual realisation %1,70,000

Solution:
e Surplus 220,000
e Credited in Deficiency Account

o Reduces deficiency



CASE 12: Preferential Creditors — Order of Payment
Claims:

o  Wages 12,000

e Salary 210,000

e Secured creditor 280,000
Solution:

e Wages & salary = preferential

e Secured creditor paid from security first

CASE 13: Statement of Affairs — Calculation of Surplus

Assets %5,00,000
Liabilities *4,20,000

Solution:

Surplus = 5,00,000 — 4,20,000
=3%80,000

Returned to insolvent person.

CASE 14: Deficiency Account (Causes)

Deficiency %1,20,000
Causes:

e Trading loss 260,000

e Drawings 340,000

e Bad debts 320,000
Solution:

Deficiency fully explained:
60,000 + 40,000 + 20,000 = ¥1,20,000

CASE 15: Comprehensive Insolvency Case

Assets %3,60,000
Preferential creditors 340,000
Unsecured creditors X3,00,000

Solution:

Amount for unsecured =
3,60,000 — 40,000 =3,20,000

Dividend = 3,20,000 + 3,00,000
=%1.07 per X1 (paid in full)

Surplus = 320,000



UNIT -V : CONSIGNMENT & JOINT VENTURE
CASE-STUDY NUMERICAL PROBLEMS WITH STEP-BY-STEP SOLUTIONS
CASE 1: Consignment — Goods Sent at Cost

Goods 250,000 sent to consignee.
Expenses incurred %5,000. Consignee sells for 370,000.

Solution:
e Consignment A/c (in consignor’s books):
To Goods Alc 50,000
To Expenses A/c 5,000
By Bank/Cash Alc 70,000
By Profit on Consignment 15,000

e Profit=70,000 — (50,000 + 5,000) = ¥15,000

CASE 2: Consignment — Invoice Price

Goods cost 240,000 sent at 20% above cost.
Invoice price = 40,000 + 20% of 40,000 = 48,000
Expenses 22,000. Sold 250,000.

Solution:

e Consignment Account:
To Goods Alc 40,000
To Expenses Alc 2,000
By Bank/Cash A/c 50,000
By Profit 8,000

e Profit = 50,000 — (40,000 + 2,000) = ¥8,000

CASE 3: Normal Loss
Goods sent 10,000 units, normal loss 5%, cost per unit X10.
Solution:

e Normal loss = 10,000 x 5% = 500 units

e Value of normal loss = 500 x 10 =Z5,000



e Accounted in Consignment A/c as deduction from goods sent

CASE 4: Abnormal Loss
Goods destroyed 200 units at cost ¥10/unit.
Solution:
e Abnormal loss = 200 x 10 =232,000
o Debit Abnormal Loss A/c

e Credit Consignment A/c

CASE 5: Closing Stock on Consignment
Goods remaining = 500 units at cost T10/unit
e Value of closing stock = 500 x 10 = 5,000

e Credited to Consignment A/c

CASE 6: Commission to Consignee
Consignee entitled to 5% commission on sales 60,000
Solution:

e  Commission = 60,000 x 5% = Z3,000

e Debit Consignment A/c, Credit Consignee A/c

CASE 7: Advance to Consignee
Consignee received 220,000 advance.

o Debit Consignee Alc, Credit Bank/Cash A/c

CASE 8: Joint Venture — Separate Books

A and B enter JV: Cost of goods 340,000, Expenses 32,000
Sold for 260,000

Solution:

e A’s books:



To Goods Sent 40,000

To Expenses 2,000
By Bank/Cash 60,000
By Profit 18,000

e  Profit shared as per agreement

CASE 9: Joint Venture — No Separate Books
Same as above, but recorded in memorandum JV method:
Solution:
e Memorandum JV A/c shows debit (goods + expenses) and credit (sales)

e Profit credited to partners’ capital in agreed ratio

CASE 10: Expenses Paid by One Co-Venturer
B paid 3,000 for transport.
Solution:

e Debit Memorandum JV A/c %3,000

e Credit B’s Capital A/c 23,000

CASE 11: Unsold Stock in JV

Closing stock %5,000
Solution:

e Debit Memorandum JV Alc

e Credit Partner A/B’s Capital A/c in ratio

CASE 12: Loss in JV

Profit=0
Expenses 32,000
Solution:

e Loss =2,000

e Debited to partners’ capital accounts as per agreed ratio



CASE 13: JV vs Consignment

Goods sent by A to B: JV = risk shared, no separate books
Consignment = risk borne by consignor, separate books

Solution:

o ldentify treatment accordingly in accounts

CASE 14: Final Settlement in JV

Profit 210,000
Sharing ratio 3:2

Solution:
e A=06,000
e B=4,000

e Credit their Capital accounts

CASE 15: Comprehensive Consignment & JV

Consignment cost ¥50,000
Expenses 25,000

Goods sold 70,000
Commission 5%

Closing stock %5,000

Solution:
1. Calculate total revenue: 70,000 — commission (70,000 x 5% = 3,500) = 66,500
2. Total cost = 50,000 + 5,000 = 55,000
3. Profit = 66,500 — 55,000 = 11,500
4. Closing stock = 5,000 (included in cost)

5. Profit credited to consignor / JV partners accordingly
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