Admission of a Partrer Ch 2

Keconstitution

/. What is [econstitution ?

Change in existing relations of partrers.

Four events - :

(a) Admission of a4 rew ! partrer <. Ch 2
(b) FRetirement / death of parf'ner. { Ch 3 )
() Change in profit sharing ratio

(d) Dissolution of firm ( Ch 9 )

2. The Six Acﬁusf'menf.s
@ MNMew PSR

: @ Sacriﬁcthy FKatio

@ Goodwill Treatment

@ fevalvation A/cAssets & Liab
@ Distrioute KReserves+ Acc F&L
6. Capital Ac\fjusfmenf“

N "}‘:rameworo( For every admission Q ¥
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3. Mew Proht Sharing Katio

Ca.sé A : Defavlt ( old PSR )
Iﬁ‘ source not Specfﬁ'ed, new partrer
fav{e.% 1Cr'(.>m old in OLD PSF

Mew old ‘share = Old < () - hew) }

1/

fl

Eg. AL = 32 & €
ff'emaf'r)fny = 3/

A = 3/ x 2/Y = 9050
B = o/s w2y 6/20
€= S“/ZO

Ak FSE = 9 o6 - &

bl

Case B : Specfic Fractions

Subtract surrendered share from

each old partrer's old share directly.

Case C : Fractions of FEach
Ey. Survendere /3 oFf A% £ 1l oD B

Compute each surrender anq( subtract.
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9. Sacrifdng Ratio

Sacrifice = 0/d Share - Mew Share

If rew partner taces from old in

old FSK - Sacrf'wc;'cfnj Ratio = O0Id PSR

Used -por

) Disf'ﬂbuh'nﬁ 9oodwt'll premium
Gii) Chanﬂe n PSR L mievnr = yafn ratio )

$. (oodwill - Definition

Present wvalue of +uture super profits.

Capf'ures repm"aﬁbn, branc/, customers.

¥ AS2e selﬁ»jenerafed 3oodwa'll
CAMMOT be shown on balance sheet.
Write ofF efohbj  addiiiaaai-Tan ﬂoodwf!l
fFrst ¥ |
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6. Goodwill Methods

Method / - Avera'qe Profit
&= /-h/ﬁ Profit x Yrs Purchase I

Ey. Avy = S2000: 9 yrs z? = 205000

Method 2 - Super Profit
Super Profit = Actval - Normal

Mormal = Capital Emp x [Rate//00

G = Super Profit x Yrs Purchase

Method 3 : Capitalisation

Cap Valve = /‘h/y Prohit x 100 / r

&= Cag Value - Cap Emp

g 2 Cap Emp = Mot Assefs (not ﬂr0552

always Subtract liab ?
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7. Goodwill Treatment

(a) Brought in Cash
Cash/Bark Ale  Dr
To Premivem +for Goodwill A/c

- Premivm for Goodwill A/c Dr.

7o Sacrl'ﬁcinj Partrers' Cap Alcs

C in Sacrfaqcfnﬂ ratio )

(o) Hidden Goodwill®

Can't brfnﬂ i cash -7 ose cap /—l/cs

NMew Partrer's ’Cap Alc  Dr.
To Sacrl'-»q'c:by Partrers' Cap A/cs

() Exfsh'rgq Goodwill

WPRLTE OFF Fi—/?STUI 2
O0id Partrers' Cap Ales ( OLD PSR ) Dr.
To Goodwill A/

(d) Paid Privately
XXX 10 EMTIY i firm's boows ¥
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Y Kevalvation A/c

Asset UP -7 Credit [feval
Asset DOWN -7 Debit [eval
Liab UP -7 Debit [eval
Liab  DOWAN -7 Credit [Reval
Unrecorded Asset -7 Credit Reval
Unrecorded Liab -7 Debit  feval

Mew  Provision -7 Debit  [eval

Net ﬂaah/loss -7 OLD PARTNERS
in OLD PSF

rEe Mremonic : Asset UP = Credit

( what you have (s more = yood )

9. Feserves & Acc PEL
Distribute in OLD PSR before admission.
Cr balance P&L = profit -7 credit old

Dr balance P&L = loss -7 debit old
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/0. Capital Aq_ﬁusf’menf’

Method / : Based on Mew Capital

Total Cap = SMkw Cap / MNew Share J

Each old parf'ner's kezw'red caap =
Total Cap x new share.

Ac\fjusf difference wvia cash/current Alcs

/7. Hidden Goodwill

When nrew partner brfny.s caph"a/ but

amount (S more than his share warrants.

Imph‘ed Total = MNew Cap Mo Sh J

Ey. ° bﬂ:nﬁ.S 25« Lor 1/9 share.
Implied Total = /JOOK.
Tk Actunl = 204K =7 Hidden GW = 20«.
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/2. Worrked Example

a5 = <2 admit C For /Y with cap

/
J/OOK and yoodm’ll 6OK. [Reval protit 27«.

/t’esert}es /6K exisfmﬂ.

 Step-by-Step

£r) Wew BSIE =] -6 =

) <a Fats =2 072 € o= old [

(2) Gooditll 604 -7 A = 36K, B & 294
(5) fal 276 -7 A » /6200, B @ JOICO

(<) feserves Ja -7 A 7600, B 2 6700

(6) Firnal capitals cOmpufed.

/3. [Revision Map

Six adyustrents Frameword

Sacribice = 0ld - Ae

AS-26 : write ofF existing yoodwill

3 GW methods Auﬂ / Super / Cap
ol o Acr UE = Cpodit

0ld PSR : Reval + /[Reserves + Acc P&L
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