CHAPTER TWELVE
Proprietorships and Partnerships
Concept Self-check
1. A proprietorship differs from a corporation because:
a. it is not a separate legal entity from the owner;
b. it is not taxed separately on its earnings; proprietorship earnings are included in income reported on a proprietor’s personal income tax return.; and
c. it does not have limited liability; if an unincorporated business cannot pay its debts, creditors have claims on the personal assets of the owner.
2. Dr.	Cash			XXX
Cr.		Proprietor’s Capital			XXX
3. The closing entries of a proprietorship do not require net income to be closed to Retained Earnings general ledger account. Rather, net income is closed to the Proprietor’s Capital general ledger account. . There are no dividend payments in a proprietorship. Withdrawals by the proprietor are closed to the Proprietor’s Capital account. All profits are credited to the Proprietor’s Capital account.
4. A corporation’s statement of financial position distinguishes between investments in the corporation (shares) and net income generated by the company less its dividends distributions (retained earnings). A proprietorship makes no such distinction. Since there is only one owner and no separate legal entity, there is no distinction made between contributions, earnings, and distributions of profit in a proprietorship.
5. A partnership is an unincorporated form of business organization in which the entity is owned by two or more persons. Five characteristics of a partnership are:
a.	Limited life — if a partner is admitted, withdraws, or dies, the existing partnership is dissolved and the business continues under a new partnership agreement.
b. 	Unlimited liability — in general, each partner is personally liable for the debts that the partnership cannot pay. In the event that a partner cannot pay his/her share of partnership debts, the other partners can be called on to pay personally for such debts.
c. 	Mutual agency — each partner can make binding agreements not only on the partnership, but also on the other partners.


Concept Self-check continued
d. 	Co-ownership of assets — all assets contributed to the partnership by individual partners are jointly owned by all partners.
e. 	Sharing of profits and losses — if the partnership agreement does not stipulate how profits and losses will be shared, all profits and losses are shared equally.
6. The advantages of a partnership are:
a.	The knowledge, skills, and financial resources of two or more persons can be combined.
b. 	Partnerships can be formed relatively easily and quickly.
c. 	A partnership can act promptly as a business enterprise in all matters. A corporation may be restricted in its actions on certain matters by its charter, by laws, or by statute.
d. 	Many of the formal government reports required of a corporation are not required of the partnership.
e. 	Income taxes are not levied against partnerships. The partners, however, report on their individual tax returns their share of partnership income.
The disadvantages of partnerships are:
a.	Liability is usually unlimited. Partners are liable for all debts of the partnership.
b.	The life of the partnership is limited. Death, withdrawal, or admission of a partner; agreement to terminate; bankruptcy; and incapacity of a partner are all terminate a partnership.
c.	The partnership is a mutual agency; that is, each partner may act in business matters as the agent of the partnership.
d.	The ability of a partnership to raise funds may be limited.
7. To account for a partnership, two types of accounts are used. One is the capital account, where contributions and withdrawals by each partner are recorded, along with the share of profits and losses. The withdrawals account records distributions and is closed to the capital account at the end of each fiscal period. Each partner has his/her own capital and withdrawals account.
In a corporation, a general ledger account called Share Capital or Common Shares is used to record the amount of shares issued. A separate account called Retained Earnings records all net income, losses and distributions to shareholders.


Concept Self-check continued
8. Profits and losses are divided equally among partners if no agreement exists. Otherwise, several methods may be followed to allocate profits or losses Formulas often consider three factors — a return to each partner based on relative levels of services rendered, a return on capital invested, and a further division of remaining profits and losses according to a fixed ratio.
9. Salary and interest allocations are included in the division of profits and losses because the time and effort contributed by individual partners to the business and the amount of contributed capital may differ among partners.
10. The statement of financial position of a partnership merely shows the ending capital balance of each partner. If many partners exist, a total capital amount is shown and the details of each partner’s capital account appear in a statement of partners’ capital.
11. A partner may be admitted to replace an existing partner. In this case, there is no change in the capital account balances. A new partner may be admitted by new contributions to the partnership. If the amount invested exceeds the amount of credit that the partner receives in the partnership, the excess is credited to the other partners as a bonus on the basis of the profit sharing agreement. The bonus may be paid in order to gain admission to the partnership.
12. An existing partner may withdraw by either selling his/her interest to a new partner or selling to the remaining partners. If the partner sells to a new partner, there is no change in the assets or capital of the partnership. Payment is a private transaction. If the partner sells to existing partners, the assets and equity of the partnership may change if the value of the partnership interest as agreed is different from the partnership interest as recorded in the accounting records. Also, an entry must be made to record the change and transfer the capital of the withdrawing partner to the remaining partners.
13. A deficiency is allocated to the other partners on the basis of the profit sharing agreement.


CP 12–1
1. An adjusting entry is needed to reallocate personal income taxes:
Proprietor’s Withdrawals		5,000
		Income Taxes Expense			5,000
The income statement would then appear as follows:
		R. Black Proprietorship
	Income Statement
	For the Year Ended December 31, 2018

	Sales
	
	$166,000

	Cost of goods sold
	
	100,000

		Gross profit
	
	66,000

	Operating expenses
	
	

		Rent
	
	24,000

	Net income
	
	$42,000


2. 
	R. Black Proprietorship
	Statement of Proprietor’s Capital
	For the Year Ended December 31, 2018
	
	Balance at Jan. 1, 2018 (derived)
	
	
	$   -0-

	
	Contributions
	
	
	5,000

	
	Net income
	
	
	42,000

	
	Withdrawals
	
	
	(12,000)

	
	Balance at Dec. 31, 2018
	
	
	$ 35,000




CP 12–1 continued
3. 	R. Black Proprietorship
	Statement of Financial Position
	At December 31, 2018
	Assets

	Current
	
	
	
	

	Cash
	
	
	
	$10,000

	Accounts receivable
	
	
	
	20,000

	Inventory
	
	
	
	30,000

	Total assets
	
	
	
	$60,000

	
	
	
	
	

	Liabilities

	Current
	
	
	
	

	Accounts payable
	
	
	
	$25,000

	
	
	
	
	

	Proprietor’s Capital

	R. Black, capital
	
	
	
	35,000

	Total liabilities and proprietor’s capital
	
	
	
	$60,000



	4.
	Sales
	166,000
	
	

	
	 Cost of Goods Sold
	
	
	100,000

	
	 Rent Expense
	
	
	24,000

	
	 Income Summary
	
	
	42,000

	
	Income Summary
	
42,000
	
	

	
	 R. Black, Capital
	
	
	42,000

	
	R. Black, Capital
	
12,000
	
	

	
	 R. Black, Withdrawals
	
	
	12,000





CP 12–2
1. 
		R. Black Ltd.
	Income Statement
	For the Year Ended December 31, 2018

	Sales
	
	$166,000

	Cost of goods sold
	
	100,000

		Gross profit
	
	66,000

	Operating expenses
	
	

		Rent
	
	24,000

	Income before income taxes
	
	42,000

		Income taxes
	
	5,000

	Net income
	
	$37,000


2.
	R. Black Ltd.
	Statement of Changes in Equity
	For the Year Ended December 31, 2018
	
	
	
	Share capital
	
	Retained earnings
	
	
Total

	
	Balance at Jan. 1, 2018
	
	$5,000
	
	$   -0-
	
	$ 5,000

	
	Net income
	
	
	
	37,000
	
	37,000

	
	Dividends 
	
	
	
	(7,000)
	
	(7,000)

	
	Balance at Dec. 31, 2018
	
	$5,000
	
	$30,000
	
	$35,000



3. 	R. Black Ltd.
	Statement of Financial Position
	At December 31, 2018
	Assets

	Current
	
	
	
	

	Cash
	
	
	
	$10,000

	Accounts receivable
	
	
	
	20,000

	Inventory
	
	
	
	30,000

	Total assets
	
	
	
	$60,000

	
	
	
	
	

	Liabilities

	Current
	
	
	
	

	Accounts payable
	
	
	
	$25,000

	
	
	
	
	

	Shareholders’ Equity

	Share capital
	
	$ 5,000
	
	

	Retained earnings
	
	30,000
	
	35,000

	Total liabilities and shareholders’ equity
	
	
	
	$60,000


CP 12–2 continued
	4.
	Sales
	166,000
	
	

	
	 Cost of Goods Sold
	
	
	100,000

	
	 Rent Expense
	
	
	24,000

	
	 Income Taxes Expense
	
	
	5,000

	
	 Income Summary
	
	
	37,000

	
	Income Summary
	
37,000
	
	

	
	 Retained Earnings
	
	
	37,000

	
	Income Summary
	
7,000
	
	

	
	 Dividends
	
	
	7,000


CP 12–3
1. 	G, Capital	30,000
		I, Capital		30,000
	To record transfer of G’s partnership interest to new partner I.

2. 	G, Capital ($30,000 – 17,100)	12,900
		H, Capital ($10,000 – 17,100)		7,100
		I, Capital		3,800
		Cash		2,000
	To record payment of bonus to new partner I and reallocation of partnership interest as follows:
		G, Capital	$30,000
		H, Capital	10,000
		Bonus payment	 (2,000)
		Capital of new partnership	$38,000
		Allocated as:
		G (45%)	$17,100
		H (45%)	17,100
		I (10%)	  3,800
				$38,000


CP 12–3 continued

3. 	Land		100,000
	G, Capital ($30,000 – 28,000)	2,000
	H, Capital ($10,000 – 7,000)	3,000
		I, Capital		105,000
	To record contribution of assets by new partner I and reallocation of partnership interest as follows:
		G, Capital	$30,000
		H, Capital	10,000
		I, Investment	 100,000
		Capital of new partnership	$140,000
		Allocated as:
		G (20%)	$28,000
		H (5%)		7,000
		I (75%)	 105,000
				$140,000
CP 12–4
1. 	X, Capital	10,000
		T, Capital		10,000
	To record transfer of X’s partnership interest to new partner T.
2. 	X, Capital	10,000
		Y, Capital		10,000
	To record transfer of X’s partnership interest to existing partner Y.
3. 	X, Capital	10,000
	Accounts Payable	2,000
		Y, Capital		1,200
		Z, Capital		800
		Cash		5,000
		Inventory		5,000
	To record dispersal of partnership net assets to withdrawing partner X and transfer of X’s partnership interest to existing partners Y and Z.


CP 12–5
1.
	Able, Brown, and Crown
Statement of Partnership Liquidation
For the Month Ending November 30, 2018

	
	
	
Cash
	
	Other assets
	
	
Liabilities
	
	
	
Partners’ capital

	
	
	
	
	
	
	
	
	Able
	
	Brown
	
	Crown

	Balance, November 1, 2018
	
	$ 20,000)
	
	$180,000
	
	$50,000)
	
	$37,000)
	
	$65,000)
	
	$48,000)

	Sale of other assets and
	
	100,000)
	
	(180,000)
	
	
	
	
	
	
	
	

	allocation of loss ($80,000)
	
	
	
	
	
	
	
	(32,000))
	
	(32,000))
	
	(16,000))

	
	
	120,000)
	
	$    -0-
	
	50,000)
	
	 5,000)
	
	33,000)
	
	32,000)

	Payment of liabilities
	
	(50,000)
	
	
	
	(50,000)
	
	
	
	
	
	

	
	
	 70,000)
	
	
	
	$    -0-
	
	
	
	
	
	

	Distribution of cash
	
	(70,000)
	
	
	
	
	
	(5,000)
	
	(33,000)
	
	(32,000)

	Balance, November 30, 2018
	
	$    -0-
	
	
	
	
	
	$   -0-
	
	$    -0-
	
	$    -0-


2.	a.	Loss on Sale of Other Assets	80,000
		Cash		100,000
			Other Assets		180,000
	To record sale of other assets for cash.
	b.	Able, Capital	32,000
		Brown, Capital	32,000
		Crown, Capital	16,000
			Loss on Sale of Other Assets		80,000
	To allocate loss on sale of other assets.
	c.	Accounts Payable	50,000
			Cash		50,000
		To record the payment of liabilities.
	d.	Able, Capital	5,000
		Brown, Capital	33,000
		Crown, Capital	32,000
			Cash		70,000
		To record payment of capital accounts.


P 12–1
1. 
	B. White and C. Green Partnership
	Income Statement
	For the Year Ended December 31, 2018
	
	Sales
	
	
	
	$322,000

	
	Cost of goods sold
	
	
	
	160,500

	
		Gross profit
	
	
	
	161,500

	
	Operating expenses
	
	
	
	

	
	Rent
	
	36,000
	
	

	
	Advertizing
	
	27,200
	
	

	
	Delivery
	
	9,600
	
	

	
	Office
	
	12,800
	
	

	
	Utilities
	
	23,300
	
	108,900

	
	Net income 
	
	
	
	$ 52,600


2. 
	B. White and C. Green Partnership
	Statement of Partners’ Capital
	For the Year Ended December 31, 2018
	
	
	
	White
	
	Green
	
	Total

	
	Balance at Jan. 1, 2018
	
	$20,000
	
	$10,000
	
	$ 30,000

	
	Contributions
	
	10,000
	
	10,000
	
	20,000

	
	Net income
	
	26,300
	
	26,300
	
	52,600

	
	Withdrawals
	
	(7,000)
	
	(5,000)
	
	(12,000)

	
	Balance at Dec. 31, 2018
	
	$49,300
	
	$41,300
	
	$ 90,600





P 12–1 continued
3. 	B. White and C. Green Partnership
	Statement of Financial Position
	At December 31, 2018
	Assets

	Current
	
	
	
	

	Cash
	
	
	
	$41,000

	Accounts receivable
	
	
	
	68,400

	Inventory
	
	
	
	27,000

	Total assets
	
	
	
	$136,400

	
	
	
	
	

	Liabilities

	Current
	
	
	
	

	Accounts payable
	
	
	
	$45,800

	Partners’ Capital

	B. White, capital
	
	$49,300
	
	

	C. Green, capital
	
	41,300
	
	90,600

	Total liabilities and partners’ capital
	
	
	
	$136,400



	4.
	Sales
	322,000
	
	

	
	 Cost of Goods Sold
	
	
	160,500

	
	 Rent 
	
	
	36,000

	
	 Advertizing 
	
	
	27,200

	
	 Delivery
	
	
	9,600

	
	 Office
	
	
	12,800

	
	 Utilities
	
	
	23,300

	
	 Income Summary
	
	
	52,600

	
	Income Summary
	
52,600
	
	

	
	 B. White, Capital
	
	
	26,300

	
	 C. Green, Capital
	
	
	26,300

	
	B. White, Capital
	
7,000
	
	

	
	 B. White, Withdrawals
	
	
	7,000

	
	C. Green, Capital
	5,000
	
	

	
	 C. Green, Withdrawals
	
	
	5,000





P 12–2
1. 
	B. White Proprietorship
	Statement of Proprietor’s Capital
	For the Year Ended December 31, 2018
	
	Balance at Jan. 1, 2018
	
	
	$ 30,000

	
	Contributions
	
	
	20,000

	
	Net income
	
	
	52,600

	
	Withdrawals
	
	
	(12,000)

	
	Balance at Dec. 31, 2018
	
	
	$ 90,600


2.
	BW and CG Ltd.
	Statement of Changes in Equity
	For the Year Ended December 31, 2018
	
	
	
	Share capital
	
	Retained earnings
	
	
Total

	
	Balance at Jan. 1, 2018
	
	$200
	
	$29,800
	
	$ 30,000

	
	Common shares issued
	
	20,000
	
	
	
	20,000

	
	Net income
	
	
	
	52,600
	
	52,600

	
	Dividends declared
	
	
	
	(12,000)
	
	(12,000)

	
	Balance at Dec. 31, 2018
	
	$20,200
	
	$70,400
	
	$ 90,600


P 12–3
1. 	Income Summary	52,600
		B. White, Capital		32,875
		C. Green, Capital		19,725
	To allocate 2018 net income as follows:
		White ($52,600 x 5/8)	$32,875
		Green ($52,600 x 3/8)	 19,725
			$52,600


P 12–3 continued
2. 	Income Summary	52,600
		B. White, Capital		37,760
		C. Green, Capital		14,840
	To allocate 2018 net income as follows:
	
	
	
	White
	
	Green
	
	Total

	
	Profit to be allocated
	
	
	
	
	
	$52,600

	
	Interest allocation:
	
	
	
	
	
	

	
	White: $20,000 x 10%
	
	$ 2,000)
	
	
	
	

	
	Green: $10,000x 10%
	
	
	
	$ 1,000)
	
	(3,000)

	
	 Balance
	
	
	
	
	
	49,600

	
	Salary allocation:
	
	30,000)
	
	10,000)
	
	(40,000)

	
	 Balance
	
	
	
	
	
	9,600

	
	Balance allocated in profit and loss sharing ratio:
	
	
	
	
	
	

	
	White: $9,600 x 3/5
	
	5,760
	
	
	
	

	
	Green: $9,600 x 2/5
	
	
	
	3,840
	
	(9,600)

	
	Balance
	
	
	
	
	
	$   -0-

	
	Total allocated to partners
	
	$37,760
	
	$14,840
	
	

	
	
	
	
	
	
	
	


P 12–4
1.
	
	
	
	Bog
	
	Cog
	
	Fog
	
	Total

	
	Profit to be allocated
	
	
	
	
	
	
	
	$40,000

	
	Interest allocation:
	
	
	
	
	
	
	
	

	
	Bog: $60,000 x 10%
	
	$ 6,000)
	
	
	
	
	
	

	
	Cog: $100,000x 10%
	
	
	
	$ 10,000)
	
	
	
	(18,000)

	
	Fog: $20,000 x 10%
	
	
	
	
	
	$ 2,000
	
	

	
	 Balance
	
	
	
	
	
	
	
	22,000

	
	Salary allocation:
	
	24,000)
	
	30,000)
	
	48,000
	
	(102,000)

	
	 Balance (deficit)
	
	
	
	
	
	
	
	(80,000)

	
	Balance allocated in profit and loss sharing ratio:
	
	
	
	
	
	
	
	

	
	Bog: ($80,000) x 5/10
	
	(40,000)
	
	
	
	
	
	

	
	Cog: ($80,000) x 3/10
	
	
	
	(24,000)
	
	
	
	80,000

	
	Fog: ($80,000 x 2/10
	
	
	
	
	
	(16,000)
	
	

	
	Balance
	
	
	
	
	
	
	
	$   -0-

	
	Total allocated to partners
	
	($10,000)
	
	$16,000
	
	$34,000
	
	



P 12–4 continued
2.		Income Summary	40,000
		Bog, Capital	10,000
			Cog, Capital		16,000
			Fog, Capital		34,000
		To record net income allocation to partners.
P 12–5
1.
	Profit and loss
sharing plan
	
	(a) Division with profit $60,000
	
	(b) Division with loss $30,000

	
	
	
	
	
	Bo
	
	Diddley
	
	Bo
	
	Diddley

	Plan A
	
	Salary
	
	
	$15,000
	
	$   -0-
	
	$ 15,000)
	
	$    -0-

	
	
	Balance
	
	
	15,000
	1
	30,000
	2
	(15,000)
	
	(30,000)

	
	
	 Totals
	
	
	$30,000
	
	$30,000
	
	$   -0-
	
	$(30,000)

	Plan B
	
	Salary
	
	
	$12,000
	
	$   -0-
	
	$ 12,000)
	
	$    -0-

	
	
	Interest
	
	
	4,000
	
	8,000
	
	4,000)
	
	8,000)

	
	
	Balance
	
	
	18,000
	
	18,000
	
	(27,000)
	
	(27,000)

	
	
	 Totals
	
	
	$34,000
	
	$26,000
	
	$(11,000)
	
	$(19,000)


1 ($60,000 – 15,000) x ($50,000/150,000) = $15,000
2 ($60,000 – 15,000) x ($100,000/150,000) = $30,000
2. Plan A produces less income variability for Bo compared to plan B and more variability for Diddley. If the allocation based on salary is reasonable (that is, Bo actually works more hours than Diddley), plan B is likely more equitable.


P 12–6
1. 	
	Good, capital
	$30,000

	Hood, capital
	26,000

	Food, capital
	19,000

	Existing capital
	75,000

	Investment by Mood
	15,000

	Capital of new partnership (a)
	$90,000

	Mood’s capital (a x 1/4)
	$22,500


	The new partner’s bonus is recorded as:
		Cash		15,000
		Good, Capital	2,500
		Hood, Capital	2,500
		Food, Capital	2,500
			Mood, Capital		22,500
2. 	
	Good, capital
	$ 30,000

	Hood, capital
	26,000

	Food, capital
	19,000

	Existing capital
	75,000

	Investment by Mood
	45,000

	Capital of new partnership (a)
	$120,000

	Mood’s capital (a x 1/4)
	$ 30,000


	The bonus to existing partners is recorded as:
		Cash		45,000
			Good, Capital		5,000
			Hood, Capital		5,000
			Food, Capital		5,000
			Mood, Capital		30,000
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1. 
	A, B, and C
Statement of Partnership Liquidation
For the Month Ending March 31, 2018

	
	
	
Cash
	
	Other assets
	
	Accounts payable
	
	
	
Partners’ capital

	
	
	
	
	
	
	
	
	A
	
	B
	
	C

	Balance, March 1, 2018
	
	$ 10,000
	
	$125,000
	
	$ 10,000
	
	$ 25,000
	
	$ 37,500
	
	$ 62,500

	Sale of other assets and
	
	42,500
	
	(125,000)
	
	
	
	
	
	
	
	

	Allocation of loss ($82,500)
	
	
	
	
	
	
	
	(27,500)
	
	(27,500)
	
	(27,500)

	
	
	52,500
	
	$    -0-
	
	10,000
	
	(2,500)
	
	10,000
	
	35,000

	Payment of liabilities
	
	(10,000)
	
	
	
	(10,000)
	
	
	
	
	
	

	
	
	42,500
	
	
	
	$    -0-
	
	
	
	
	
	

	Allocation of A’s debit balance
	
	
	
	
	
	
	
	2,500
	
	(1,250)
	
	(1,250)

	
	
	
	
	
	
	
	
	-0-
	
	8,750
	
	33,750

	Distribution of cash
	
	(42,500)
	
	
	
	
	
	
	
	(8,750)
	
	(33,750)

	
	
	$    -0-
	
	
	
	
	
	$   -0-
	
	$   -0-
	
	$   -0-


2.	a.	Loss on Sale of Other Assets	82,500
		Cash		42,500
			Other Assets		125,000
		To record sale of other assets.
	b.	A, Capital	27,500
		B, Capital	27,500
		C, Capital	27,500
			Loss on Sale of Other Assets		82,500
		To record allocation of the loss on sale of other assets.
	c.	Accounts Payable	10,000
			Cash		10,000
		To record payment of liabilities.
	d.	B, Capital	1,250
		C, Capital	1,250
			A, Capital		2,500
		To record allocation of A’s debit balance.
	e.	B, Capital	8,750
		C, Capital	33,750
			Cash		42,500
		To record payment of capital accounts.
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