
CHAPTER - III 

Reconstitution of Partnership 

1 Mark Questions 

Admission of a Partner 

Q.1 What do you understand by admission of a new Partner ? 

Q.2 State the two financial rights acquired by a new Partner ? 

Q.3 Give the name of the compensation which is paid by a new Partner to 

sacrificing Partners for sacrificing their share of profits. 

Q.4 Why a new Partners brings capital into the firm ? 

Q.6 Enumeration the matters that need adjustment at the time of admission 

of a new Partner. 

Q.7 What is meant by the new profit - sharing Ratio in case of admission of a 

Partner ? 

Q.8 What is meant by the sacrificing Ratio in case of admission of  a 

Partner? 

Q.9 Give two circumstances in  which sacrificing Ratio may be applied. 

Q.10 Why is it necessary to revalue assets and reassess liabilities of a firm in 

case of admission of a new partner ? 

Q.11 What are the accumulated profit and accumulated losses ? 

Q.12 Why is the General reserve distributed among the old Partners before a 

new Partner is admitted ? 

Q.13 What entry is recorded to distribute General Reserve on the profit and 

loss A/c balance give in Liability sidke of Balance sheet ? 

Q.14 Explain the accounting entries of ‘goodwill’ when at the time of admissio 

the new Partner brings in his share of goodwill in cash. 



Q.15 Explain the treatment of goodwill in the books of a firm on the admission 

of a new Partner when goodwill already appears in the Balance sheet at 

its full value and the new partner brings his share of good will in cash. 

Q.16 What is hidden goodwill ? 

Q.17 Under what circumstances the premium for goodwill paid by the 

incoming Partner will not recorded in the book of A/C ? 

Q.18 Sate the ratio in which the old Partners share the amount of cash 

brought in by the new Partner as premium for goodwill. 

Q.19 State two differences between Revolution A/c and Memorandum 

Revolution A/c. 

Q.20 A and B share profits and losses in the Ratio of 4:3, they admit C with 

3/7th share; which he gets 2/7th From A and 1/7 from B. What is the 

new profit sharing ratio ? 

Q.21 The capital of A and B are Rs. 50,000 and Rs. 40,000.  To Increase the 

Capital base of the firm to Rs. 1,50,000, they admit C  To join the firm, C 

is required to Pay a sum of Rs. 70,000, what is the amount of premium 

of goodwill ? 

Q.22 Distinguish between New Profit - sharing ratio and sacrificing ratio ? 

 

 

 

 

 

 

 

 



Answers 

Ans.1 When a  new  person becomes a partner in the firm, it is known as 

admission of a new partner.  On admission of a new partners, an 

admission of a new partner, old partnership comes to an end new 

partnership comes into existence. 

Ans.2 New partner is admitted to the partnership if it provided in the 

partnership deed or all the existing partners agree to admitting the new 

partner.  Section 31 of the Indian Partnership Act Provides that a person 

may be admitted as a new partner into a partnership firm with  the 

consent of all the Partners. 

Ans.3 When a partner joins the firm, he gets the following two rights alongwith 

others : 

 i) Right to share future profit  of the firm and 

 ii) Right to share in the assets of the firm. 

Ans.4 The share of future profits which the incoming partner receives is equal 

to the sacrifice of profit by an existing partner of a partners of the firm.  

The compensation he pays against this sacrificing is called goodwill or 

premium. 

Ans.5 A new partners brings in capital in a firm to get the rights over the assets 

of the firm. 

Ans.6 The matter that need adjustment of the time of admission of a new 

partner are : 

 i) Adjustment in profit sharing ratio and adjustment of capital 

 ii) Adjustment for goodwill 

 iii) Adjustment of Profit / Loss arising from the Revolution of Assets and 

 Reassessment of Liabilities. 



 iv) Adjustment of accumulated profits, reserves and losses. 

Ans.7 The ratio in which all partners including the incoming partner will share 

the profit and losses in future is known as new profit sharing ratio. 

Ans.8 The ratio in which the old partners have agreed to sacrifice their share in 

profit in favour of an incoming partner is called sacrificing ratio.  The 

formula is : 

  Sacrificing Ratio = Old Ratio - New Ratio 

Ans.9 Circumstances in which sacrificing Ratio may be applied are : 

 i) At the time of admission of a new partner for distributing goodwill 

brought in by the new partner. 

 ii) For adjustment goodwill in case of change in Profit - sharing ratio of 

existing partners. 

Ans.10 The assets are revalued and liabilities of a firm are reassess, at the time 

of admission of a partner because the new partner should; neither 

benefit nor suffer because change in the value of assets and liabilities as 

on the date of admission. 

Ans.11 The profit accumulated over the years and have not been credited to 

partners’ capital A/c are known as accumulated Profit or undistributed 

profit, e.g. the  General Reserve, Profit and Loss A/c (credit balance). 

 The losses which have not yet been written off to the debit of Partners’ 

Capital A/c are known as accumulated Losses, e.g. the Profit and Loss 

A/c appearing on the assets side of Balance Sheet, etc. 

Ans.12 General Reserve represents accumulated profits relating to the period 

prior to the admission of a new partner.  It belongs to the old partners 

and therefore distributed among old partners. 

 



Ans.13 General Reserve A/c   Dr. ...... 

 Profit & Loss A/c    Dr ....... 

  To Old partners capital A/c ........    [Old Ratio] 

Ans.14 i) For bringing Goodwill in cash 

   Cash Bank A/c  Dr. ........ 

   To Premium for Goodwill A/c [with share of goodwill] 

 ii) For distributing the share on new partner’s goodwill 

  Premium for goodwill A/c  Dr.... 

  To sacrificing Partners Capital A/c   [in sacrificed ratio] 

  ( In case of calculating capital ) or 

  To Sacrificing Partners Current A/c  [in sacrificing Ratio] 

  (In case of Fixed capital) 

Ans.15 By following accounting standard - 10, the existing goodwill (i.e. goodwill 

appearing in the Balance Sheet ) is written off to the old partners Capital 

a/c in their old profit sharing ratio. 

  Old partners capital A/c  Dr. ..... 

   To Goodwill A/c     [in old Ratio] 

  [Being the existing g/w written off in the old ratio.] 

Ans.16 If the value of goodwill is not given, it has to be inferred on the basis of 

the net worth of business.  Hidden goodwill is the excess of desired total 

capital of the firm over the actual combined capital of all partners in other 

ward, the hidden goodwill refers to the difference between the total 

required capital and the actual capital. 



Ans.17 When the premium for goodwill is paid by the incoming partner privately, 

it is not recorded in the books of A/c as it is as a matter outside the 

business. 

Ans.18 The old partners share the amount in sacrificing ratio, i.e. old Ratio - 

New Ratio. 

Ans.19 Distinction Between Revolution Account and Memorandum Revolution 

A/c : 

 Basis Revolution Account Memorandum Revolution 

Account 

 Purpose it is prepared to record the it is prepared to record the 

effect 

   effect of Revolution of assets  of revolution of assets and  

   and liabilities are to be appear liabilities when the assets and 

   at their revalued figures liabilities are to appear at 

their old figures. 

 Parts it is not divided into two parts it is divided into two parts. 

Ans.20 A :   -  =   
 B :  :    =  
 C :  
 New Profit sharing Ratio is 2:3:3. 

Ans.21 The total capital of the firm is Rs. 90,000.  To increase the capital base 
to Rs. 1,50,000, C is to bring in Rs. 60,000 (Rs. 1,50,000 - 9,00,000) But 
he bring in Rs.  70,000.  Therefore, the excess of Rs. 10,000 represent 
premium for goodwill. 

Ans.22 Distinction between New Profit - Sharing ratio and sacrificing ratio : 

      

 



  New Profit sharing Ratio    Sacrificing Ratio 

1) It is related to all the Partners 1) It is related to old partners only 

 (including new) 

2) It is the ratio in which the all  2)  It is the ratio in which old partners 

 partner (including new) will share have sacrificed their share in favour  

 profit in future.     of new Partner or when profit 

        sharing Ratio is changed. 

3) New Profit sharing Ratio =   3) Sacrificing Ratio = 

 Old Ratio - Sacrificing Ratio  Old Ratio - New Ratio 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


