PLUS TWO ACCOUNTANCY CHAPTER 5
DISSOLUTION OF PARTNERSHIP

Dissolution of Partnership

Dissolution of partnership
Dissolution of partnership means termination of the existing partnership
agreement between the partners. This may due to admission, retirement,

death of a partner. But the firm continue to exist.
B8 1omOm 1Me0 eudailolw
alB:08 1600 @@ mlainflepgs #0323 @rAIMIM o {lenymamoen

D . alEHH MUOIalMo alP®O) Caldeal MlaIm1msen)s ®am
0.21Q 0.

Dissolution of firm
Termination of the agreement between all the partners. The firm ceases to

exist and the business of firm closed.
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Modes of dissolution of partnership firm
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o Dissolution by agreement : The partners of the firm voluntarily agreed
to for the dissolution of the firm at any time.
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. Compulsory dissolution : On insolvency of partner, on business
become illegal or unlawful.
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o Dissolution by notice : In case of partnership at will, any partner may
ask for the dissolution of the firm by serving notice and the firm will
dissolve.
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. On the happening of certain contingencies : A firm may be dissolved
in any of the events, if the partnership deed so provides on the expiry of
term, on death, on completion of work by adjudication of a partner as
insolvent.
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Difference between dissolution of partnership and dissolution of a firm

Dissolution of partnership Dissolution of a firm
. Dissolution of partnership is only ) Dissolution of Etire firm is the
a change in the partnership agreement. discontinuance of all the business
The firm may continue. activities of the firm.
. In this situation, books of . Books of accounts are
accounts may not be closed. necessarily closed.




o Dissolution of partnership does
not mean dissolution of firm. The firm

may not be discontinued.

. Dissolution of the partnership is
voluntary. It emerges out of the

agreement.

Dissolution of partnership
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. Dissolution of the firm
necessarily leads to dissolution of

partnership.

. Dissolution of the firm may be

both voluntary and compulsory.
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Dissolution of a firm
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Realisation account

It is a nominal a/c prepared to close all the asset and liabilities and to find out
profit or loss on realisation of asset and payment of liabilities
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Need for realisation account
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. To close all the asset and liabilities.
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. To find out profit or loss on account of realisation of asset and
liabilities.
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. To record the realisation of asset and liabilities
. @M INOO®o MNIDW |OdB0SD)0
O1@ONRICIIAUMD GO |SIODTMN@ 1)

‘ Journal Entries at a Glance

Transfer of assets Realisation A/c —Dr

At book value
(except cash and bank balance) To Sundry Assets A/c ook valu

Transfer of liabilities (except
partner’s loan, capital and
undistributed profits)

Sundry Liabilities A/c -Dr

L At book value
To Realisation A/c




Sale of assets

Assets taken over by partner

Sale of unrecorded assets

(which did not exist in the balance

sheet)

Payment of Liabilities

Any Liability taken over by the
partner

Payment of realisation expenses

Payment of unrecorded liabilty
(Which did not exist in the balance

sheet)

Payment of realisation expenses

by any partner

Credit balance of realisation
account (Profit)

Debit balance of realisation
accounting ratio (loss)

Cash/ Bank A/c —Dr
To Realisation A/c

Partner’s Capital A/c —Dr
To Realisation A/c

Cash/ Bank A/c —Dr
To Realistion A/c

Realisation A/c —Dr
To Cash/ Bank A/c

Realisation A/c —Dr
To Partner’s Capital A/c

Realisation A/c —Dr
To Cash/ Bank A/c

Realisation A/c —Dr
To Cash/Bank A/c

Realisation A/c —
Dr To Partners
Capital A/c

Realisation A/c —Dr
To Partners Capital/ Current
A/c

Partner’s Capital/
Current Afc —Dr
To Realisation A/c

At selling price

At agreed value

Amount received on
sale

Amount of payment

At agreed value

Amount of payment

Amount of payment

Amount of payment

In profit sharing
ratio

In profit sharing
ratio
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Realisation account

Dr Cr
Particulars Amount Particulars Amount
(Rs.) (Rs.)

All Assets A/c (Book Value)
(Except Cash/Bank)

Cash/Bank A/c
(Payment of external
liabilities)

Partners Capital A/c
(if any liability paid by partner)

Cash/Bank A/c
(Expenses on realisation)

Partners capital A/c

(Expenses on realisation paid
by a partner)

Partners capital A/e

(For transferring profit on
realisation)

All External liabilities A/c¢
(Book Value)

Cash/Bank A/c
(Amount realised on sale
of various assets)

Partners® capital A/c
(If any asset is taken over)

Partners Capital A/e
(For transferring loss on
realisation)
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