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CHAPTER 11
ACCOUNTING FOR PARTNERSHIPS

EYE OPENERS

Proprietorship: Ease of formation and non-
taxable entity.
Partnership: Expanded owner expertise and
capital, nontaxable entity, and ease of forma-
tion.
Yes. A partnership may incur losses in ex-
cess of the total investment of all partners.
The
division of losses among the partners would
be made according to their agreement. In ad-
dition, because of the unlimited liability of
each partner for partnership debts, a particu-
lar partner may actually lose a greater
amount than his or her capital balance.
The partnership agreement establishes the
income-sharing ratio among the partners,
amounts to be invested, and buy-sell agree-
ments between the partners.
Equally.
No. Maholic would have to bear his share of
losses. In the absence of any agreement as
to division of net income or net loss, his
share would be one-third. In addition, be-
cause of the unlimited liability of each part-
ner, Maholic may lose more than one-third of
the losses if one partner is unable to absorb
his or her share of the losses.
The delivery equipment should be recorded
at $10,000, the valuation agreed upon by the
partners.
The accounts receivable should be recorded
by a debit of $150,000 to Accounts Receiv-
able and a credit of $15,000 to Allowance for
Doubtful Accounts.
Yes. Partnership net income is divided ac-
cording to the income-sharing ratio, regard-
less of the amount of the withdrawals by the
partners. Therefore, it is very likely that the
partners’ monthly withdrawals from a part-
nership will not exactly equal their shares of
net income.

a. Debit the partner's withdrawal account
and credit Cash.

b. No. Payments to partners and the divi-
sion of net income are separate. The
amount of cash paid out to partner C will
be affected by the amount of C’s with-
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10.

11.

12.

13.

drawal, but the division of income will not
be affected.

c. Debit the income summary account for
the amount of the net income and credit
the partners’ capital accounts for their re-
spective shares of the net income.

a. By purchase of an interest, the capital in-
terest of the new partner is obtained
from the old partner, and neither the total
assets nor the total equity of the partner-
ship is affected.

b. By investment, both the total assets and
the total equity of the partnership are
increased.

It is important to state all partnership assets
in terms of current prices at the time of the
admission of a new partner because failure
to do so might result in participation by the
new partner in gains or losses attributable to
the period prior to admission to the partner-
ship. To illustrate, assume that A and B
share net income and net loss equally and
operate a partnership that owns land
recorded at and costing $20,000. C is admit-
ted to the partnership, and the three partners
share in income equally. The day after C is
admitted to the partnership, the land is sold
for $35,000 and, since the land was not
revalued, C receives one-third distribution of
the $15,000 gain. In this case, C participates
in the gain attributable to the period prior to
admission to the partnership.

A new partner who is expected to improve

the fortunes (income) of the partnership,

through such things as reputation or skill,
might be given equity in excess of the
amount invested to join the partnership.

a. Losses and gains on sale of assets are
divided among partners in the income-
sharing ratio.

b. Distribution of cash is determined by the
credit balances in the partners’ capital
accounts, after taking into consideration
the potential deficiencies that may result
from the inability to collect from a defi-
cient partner.
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PRACTICE EXERCISES

PE 111
CasSh e 24,000
INVENLOrY.....ceeieee e —————- 56,000
I 5 T o 114,000
Notes Payable.........ooorieecccrrrrreee s 50,000
Josh Beach, Capital.......c...ccoorrrmmeciiiiircccereeeeceeeeee 144,000
CasSh e 50,000
INVENLOrY.....ceeieee e —————- 94,000
Craig Fox, Capital..........ccccceiiiiiiiiiimiiimiennrn e sesnnnnnnnnns 144,000
PE 11-2
a. Distribution:
McDonald Ward Total
Annual salary.........cccececmricreniccee s $60,000 $ 50,000 $110,000
Remaining income...........cccoomimeeemmncccisnnsnnnnnns 25,000 25,000 50,000
Total distributed ..........cccceeeceeiiirireccr e, $85.000 $ 75.000 $160,000
b. (1) Income Summary.........ccccccmmmmrriii—— 160,000
Jane McDonald, Capital............ccvvemeecierrrennnne. 85,000
Dave Ward, Capital........ccccccceeeeciiiiiiiiereereeeeeeees 75,000
(2) Jane McDonald, Capital..........ccccerrrriinnnrrisnnennnnnnnns 48,000
Dave Ward, Capital..........ccccooorrmmmririmmmecccccseeeeeees 48,000
Jane McDonald, Withdrawais.......................... 48,000
Dave Ward, Withdrawals.........ccccceevmciimiireirnnnns 48,000
PE 11-3
Smithson Mooney Total
Annual salary........ccceccvvcerrrcccceeee e $ — $ 53,000 $ 53,000
INterest......oooiiiiicccccc e 2,500 7,5002 10,000
Remaining income...........ccoommmmmeeenccsnnnnnnnnnnns 132,750 44,250° 177,000
Total distributed ...........ccceeeeciiiiiriieecci e, $135,250 $104,750 $240,000

'$50,000 x 5%
%$150,000 x 5%
%($240,000 — $53,000 — $10,000) x 25%



PE 11-4

Mooney Total

$ 53,000 $ 53,000

7,500? 10,000

60,500 63,000
(500)° (2,000)

$ 60.000 $61.000

61,000
1,000
60,000
Mooney Total

$ 53,000 $ 53,000

7,500? 10,000

60,500 63,000
(18,250)° (73,000)

Smithson

Annual salary........ccccoeeemriiirnincee s $ —

INterest.......ccccrivrrccerrcr e 2,500°

Sub-total........coeeeciiie 2,500

Remaining income..........ccccooimmmmmmmmennnnnnnnnns (1,500)

Total distributed ..........cccocmmrrrrriiiiiiccccccee $ 1.000

'$50,000 x 5%

2$150,000 x 5%

%($61,000 — $53,000 — $10,000) x 25%

INCOMe SUMMArY........eeccccccccrccrrr e
Brandon Smithson, Capital............ccccoeeinnnnnne.
Lakendra Mooney, Capital..........cccceevermerrrmnnnnnnnnnns

PE 11-5

Smithson

Annual salary.......ccccecccverrircccrereer e $ —

133 0= == S 2,500

Sub-total.........cccoii s 2,500

Remaining income..........cccoovimmmmmnnnnnennnnnnnnns (54,750)

Total distributed ...........ccoooiiiiiiiiinee $(52,250)

$ 42,250 $(10.000)

'$50,000 x 5%
?$150,000 x 5%
%($-10,000 — $53,000 — $10,000) x 25%

Brandon Smithson, Capital...........ccccooiiiiiiiiiiiiiiicsccnnes
Lakendra Mooney, Capital.........ccccceunnceiiiiiinnnnennnns
Income Summary.........ccccemrerrrireeineeenneees

PE 11-6

a. Equipment............r
Jordon Garmon, Capital...........ccccceeiviiiiiirrrrinnnnennns
Kali Miller, Capital............cccooiiiiiiiiiiiiiiirnreneeeeceaaees

52,250
42,250
10,000

12,000
8,000
4,000

64,000
64,000



PE 11-7

Equity of Maples.......cccciieecmmmriiicseeeesnscsssee s s smse e s s sssms e e s s sssmn e e snns $ 65,000
Baker contribution............ooeee e 25,000
Total equity after admitting Baker............ccccceeeiiiiiiiiiiiiiisisseeeneneeees 90,000
Baker’s equity interest..........cc s x 30%
Baker’s equity after admission..........ccccccmmmriiiinccccci $ 27,000
Baker’s contribution.............ciiiiinnn 25,000
Bonus paid to Baker.........ccciiirrree $ 2,000
PE 11-8
Jackie Landall........c.coiviiiiimiireiireirseireiressen e sessenssenssnsses 89,400
Cash.... s 85,000
Kitchener, Capital..........cccccceeeiirreecii e, 2,200
Page, Capital........cccceeiiiiiirirrrreccccn e 2,200

*($89,400 — $85,000) x 1/2

PE 11-9
Penn’s equity prior to liquidation.............ccccvveecciiiiiinncennnnn. $160,000
Sale of aSSets......ciiiiiiiiciiiir e —— $250,000
Book value of assets ($160,000 + $100,000 + $15,000)...... 275,000
Loss on liquidation...........cceeeiiiiciirccccres e e $ 25,000
Penn’s share of loss (50% % $25,000)..........ccccccevrerimrerrnnnnns (12,500)
Penn’s cash distribution.............ccooreeii e, $147,500
PE 11-10
a. Min’s equity prior to liquidation.........ccccceemreemcccciiinnn. $ 120,000
Sale of aSSets....cccviiiiiiiiir e ———— $ 60,000
Book value of assets........cccceermmeeemmmcccccccccrer e 320,000
Loss on liquidation.............cccccciiiiiiiiiniiininnnnnrserseeeeeeeannees $260,000
Min’s share of loss (50% % $260,000)..............cccceemmeennn (130,000)
Min’s deficiencCy......cccooiiii e $ (10.000)
*$120,000 + $200,000

b. $60,000. $200,000 — $130,000 share of loss — $10,000 Min deficiency, also equals the
amount realized from asset sales.



EXERCISES

Ex. 11-1

CaS s
Accounts ReCeIVaDIE.........coouuiiieiiie e
INVENTONY oo 84,700
EquIpmeNnt.......oo s
Allowance for Doubtful Accounts...........cccceeiiiiiiieriiiiiiene.
Gwen Delk, Capital..........ccccoeeeiiiiiiiiiiieeeeeeeeccee e,

AN s
Accounts ReCeiVabIe.........coouiieiiii e,
INVENTONY oo 33,000
Bquipment. .. ..o
Allowance for Doubtful Accounts..........cccevveveeiiiiiiiiiiieeennn.
Alliesha Johnson, Capital................coooeeiiiiiiiiiiiei

Ex. 11-2

05 T3 1
Accounts Receivable...........ccoorimiiiiiiiicir e
150 T o Lo
Equipment.........co s
Allowance for Doubtful Accounts..........ccccccceevrveenniienees
Accounts Payable..........cccccoiiiiiiiii
Notes Payable........cccccciiiiiiiniiiinie s
Brandi Bonds, Capital.........ccccceeeivimmiriecciierreccee s

13,000
130,000

69,500

130,000
76,500

52,500

40,000
75,000
250,000
21,000

10,200
287,000

5,000
287,000

6,000
22,500
65,000

292,500



Ex. 11-3

Haskett Humphrys
........................................................................................... $160,000 $160,000
........................................................................................... 240,000 80,000
........................................................................................... 144,800 175,200
........................................................................................... 150,000 170,000
........................................................................................... 162,000 158,000
Details
Haskett Humphrys Total
. Netincome (1:1)..ccccciriiiiiiiriiriicrcccccccc e, $160.000 $160.000 $320.000
. Netincome (3:1)....cccccmriiiimrrricere e $240,000 $ 80,000 $320,000
. Interest allowance............ccccorrrrrmrmennnnnniinn $ 36,000 $ 12,000 $ 48,000
Remaining income (2:3)........cccvviiiiiiinnnnnnns 108,800 163,200 272,000
Net income........oeeeeciiiiiiieecc e $144.800 $175.200 $320.000
. Salary allowance........ccccceeeeccevmmmerrenrnsseccanns $ 50,000 $ 70,000 $120,000
Remaining income (1:1)...cccooviiiiiiiciciccneeees 100,000 100,000 200,000
Net iNCOME......coiveeeeiiiirere e e e $150.,000 $170,000 $320.000
. Interest allowance.............ccccerrrrrmrrennnnnniinn $ 36,000 $ 12,000 $ 48,000
Salary allowance........cccccceeeeiiiiiimnnneeennnnnnnn, 50,000 70,000 120,000
Remaining income (1:1)...cccooviiiiiiiicccicneeees 76,000 76,000 152,000
Net iNCOMEe......cooveeeeiiiireee e e eeaaaa $162,000 $158,000 $320.000




Ex. 11-4

Haskett Humphrys
- $240,000 $240,000
........................................................................................... 360,000 120,000
........................................................................................... 208,800 271,200
........................................................................................... 230,000 250,000
........................................................................................... 242,000 238,000
Details
Haskett Humphrys _Total

. Netincome (1:1)....cccooimrrrrerre e $240.000 $240,000 $480.000
. Netincome (3:1)...cccceiiiicmiiiirrr e $360.000 $120.000 $480.000
. Interest allowance..........cccceeemmecriiierreeemnrrineeens $ 36,000 $ 12,000 $ 48,000
Remaining income (2:3)........cccuuemmmmmmmmmmmnnnnnnnnnns 172,800 _259,200 432,000
Net INCOME.......eeeeeiicceere e e e e e s e snne e $208.800 $271.200 $480.000

. Salary allowance..........cccccrvrcrmrrricernrssseeessssneenns $ 50,000 $ 70,000 $120,000
Remaining income (1:1).....cccoimiimeemeccciisieeeenns 180,000 180,000 360,000
Net iINCOME......ccoeeeeeeeeeeeeeeeeeeennnanaaaaaaaa e $230.000 $250.000 $480.000

. Interest allowance..........cccoeeemmecriiiirreremnrrineeens $ 36,000 $ 12,000 $ 48,000
Salary allowance..........cccccirirmiirininecceeenennnnes 50,000 70,000 120,000
Remaining income (1:1).....ccciimiimeemeccciisieeeenns 156,000 156,000 312,000
Net iINCOME......ccceeeeeeeeeeeeeeeeeeeenanaaaaaaaa s $242.000 $238.000 $480.000




Ex. 11-5

Haskett Humphrys
- $55,000 $55,000
o 7 82,500 27,500
G tiittteeessssssseeeerressssssssssseeeeeeeesssssssssseeeereessssssssssseeeeereessnnnnnsannn 60,800 49,200
o 45,000 65,000
£ iiiiteeeessssseseeeerresssssssssseeeeereesssssssEsseeeereessssssssssseeeeeeeessnnnnnnnnnn 57,000 53,000
Details
Haskett Humphrys _Total

a. Netincome (1:1)..eecccceerceercerrrceeeree e sne e $55.000 $55.,000 $110,000
b. Netincome (3:1)....cccccmmrriiicimrrerrre e $82,500 $ 27,500 $110.000
c. Interest allowance......ccccccceevirrreremerciiiiereeeennnnnnns $ 36,000 $ 12,000 $ 48,000

Remaining income (2:3)........ccccoermmmrrerrnnssnnnnnnns 24,800 37,200 62,000

Net INCOME.......eeeeericeeee e are e $60.800 $49.200 $110.000
d. Salary allowance.........cccccccrrreerrmmrrrrrssssneeeessnnnns $ 50,000 $ 70,000 $120,000

Remaining income (1:1).....ccccimmmmeeeencciiisieennnns (5,000) (5,000) (10,000)

Net inCome.......cooiiiireeecccc e $45,000 $65.,000 $110.000
e. Interest allowance.......ccccccceviirrmeeeeiiiiiiereeeennnnnnns $ 36,000 $ 12,000 $ 48,000

Salary allowance..........cccciiiiiiiiminneneeeeeeees 50,000 70,000 120,000

Remaining income (1:1).....cccoimmmmmemnccciiiiennnnns (29,000) _ (29,000) (58,000)

Net inCome.......cooiiiiieeecccc e $57.000 $53,000 110,000

Ex. 11-6
Casey Logan
Fisher Baylor Total

Salary allowances...........ccccceeerrriccrrneerennnssssnnne $40,000 $ 35,000 $75,000
Remainder (net loss, $20,000 plus $75,000

salary allowances) divided equally.......... (47,500) (47,500) (95,000)
Net 10SS....coo i $ (7.500) $(12.500) $(20.000)




Ex. 11-7

a.
McGillivray Gillis Newton Total
Salary allowance....................... $40,000 $40,000
Interest allowance..................... $ 1,080 9202 6003 2,600
Remaining income (3:2:1)........ -4,500 -3,000 -1,500 -9,000
Net inCome.....ccovveeeeerrrrrcirnnnneen $-3.420 $-2,080 $39,100 $33,600
'4% % (10,000 + $12,000 + $5,000)
24% x ($5,000 + $13,000 + $5,000)
4% % ($10,000 + $5,000)
b.
Dec. 31,2015 Income SUMmMary.......ccccccomrrrmrrmrirnsssnssssssesnens 33,600
McGillivray, Capital..........cccccoovirimmmirireen, 3,420
Gillis, Capital.........cceeeieeeiieeer e, 2,080
Newton, Capital.......cccccccceeeeiiiiiiiirrrnnnennnes 39,100
Dec. 31,2015 Newton, Capital.....cc...ccceovvrmmmrireccccceeeeereeecees 25,000
Newton, Withdrawals.............cceuueuee. 25,000
Ex. 11-8
a.
Net income: $188,000
Bowman Mapes Total
Salary allowance...........ccccccererrrrcccsnneeeernsssnnnns $ 75,000 $60,000 $135,000
Remaining income............coommmimemenncnnnnnnnnnnnn: 31,800 21,200 53,000
Net iINCOME......cooiiieeeciiiiirree e e enas $106.800 $81.200 $188.000

Bowman remaining income: ($188,000 — $135,000) x 3/5
Mapes remaining income: ($188,000 — $135,000) x 2/5



Ex. 11-8 Concluded

b

(1)

Income SumMmMary........ccccmmriiri
B. Bowman, Capital.........cccceuuiiiiciiiiiininnnnsnsenesesnnennens
S. Mapes, Capital........cccccoviiiiiiiiiirirrrrreeee e

(2)

B. Bowman, Capital.........cccccceeeiiiiimeecie e

S. Mapes, Capital........cccoooriimiiiiieiccccrcrr e
B. Bowman, Withdrawals.........ccccccormmmciiriieciiireenieenees
S. Mapes, Withdrawals.......ccccccceeceeiiiiimrreeecccee e

188,000
106,800
81,200
75,000
60,000
75,000
60,000

Note: The reduction in partners’ equity from withdrawals would be disclosed on the
statement of partners’ equity but does not affect the allocation of net income in part (a)

of this exercise.

Ex. 11-9
a.

Net income: $100,000

Mapes Total

$60,000 $135,000
(14,000) (35,000)

Bowman
Salary allowance...........cccccceerrriicciseeeennnsesnnnns $ 75,000
Remaining income..........ccccooiimmmmmmmnmnnnnnnnnnnnns (21,000)
Net INCOME.......eeeericcere e sn e e $54,000

$46.000 $100.000

Bowman remaining income: ($100,000 — $135,000) x 3/5
Mapes remaining income: ($100,000 — $135,000) x 2/5



Ex. 11-9 Concluded

b.
(1)
Income SumMmMary........ccccmmriiri 100,000
B. Bowman, Capital...........cooveemciiiiirrrecceeeereeeeeenees 54,000
S. Mapes, Capital........cccccoviiiiiiiiiirirrrrreeee e 46,000
(2)
B. Bowman, Capital.........cccccceeeiiiiimeecie e 75,000
S. Mapes, Capital........cccoooriimiiiiieiccccrcrr e 60,000
B. Bowman, Withdrawals..........ccccoormiiiriciimieccnrreec e, 75,000
S. Mapes, Withdrawals.........cccoiviiiririrninicrsrssnaes 60,000
Ex 11-10
a.
Sheila Lindsey Maureen
Frances Wilson Culver Total
Salary allowance....................... $115,600 $115,600
Interest allowance..........ccouuee... $ 24,000 6,0002 $ 14,4003 44,400
Remaining income (4:3:3)........ 196,000 147,000 147,000 490,000
Net income......cccoreevvrrmcireennneens $220.000 $268.600 $161.400 $650.000
12% x $200,000
212% x $50,000
312% % $120,000
b.
Dec. 31,2015 Income SUMmMary........cccccemrmmmmmmmsmmsssmssnnssnssnnnn 650,000
Sheila Frances, Capital.........ccccceeuueeeennns 220,000
Lindsey Wilson, Capital............cccoeveiirnnnn. 268,600
Maureen Culver, Capital.........cccccceeeeneeee. 161,400
Dec. 31,2015 Sheila Frances, Capital........cccccceevrrrrenncirrnneeee. 24,000
Lindsey Wilson, Capital.........ccceeeeemmnnnncciinnnnnn. 121,600
Maureen Culver, Capital........ccccccevrveniirreennnnns 14,400
Sheila Frances, Withdrawaltls................. 24,000
Lindsey Wilson, Withdrawals................ 121,600
Maureen Culver, Withdrawals................ 14,400



Ex. 11-10 Concluded

c.
INTERMEDIA LLP
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Sheila Lindsey Maureen
Frances _ Wilson Culver Total

Partners’ equity, January 1, 2015.......... $200,000 $ 50,000 $120,000 $ 370,000
Additional investment during the year 50,000 50,000

250,000 50,000 120,000 420,000
Net income for the year........c.ccceevrereenn. 220,000 268,600 161,400 650,000

470,000 318,600 281,400 1,070,000
Withdrawals during the year.................. 24,000 _121.600 14,400 160,000

Partners’ equity, December 31, 2015.... $446,000 $197.000 $267,000 $ 910,000

Ex. 11-11

a. and b.

Lia Wu, Capital.........ccooveemeciiiirecccre e e e e e 50,000
Kara Oliver, Capital..........ccceveeemeiiiirrreeecce e, 50,000
$150,000 x 1/3

Note: The sale to Oliver is not a transaction of the partnership; so, the sales price
is not considered in this journal entry.

Ex. 11-12
= TR - 1= o T 80,000
Diana de Courcey, Capital.........ccceermmemmmmenccccciniiinnnn, 8,750
Leah Kalleen, Capital.......cccccccceeeiiiiiiiiiirirrreeeeceesn 8,750
Gary Daniel, Capital..........cccoooviiiiiiiiiiirirrrereceeeeennes 97,500

($62,500 + $150,000 + $80,000) + 3 = $97,500
$97,500 — $80,000 = $17,500 bonus to Gary

D. CaSh... e e 120,500
Diana de Courcey, Capital..........cccceeererrrrrrriiiieeennnennns 4,750
Leah Kalleen, Capital.........coeeemciiiimiecccceeeeeeceeee, 4,750
Gary Daniel, Capital..........cccooeviiiiriiirereeeeeeeeee s 111,000

($62,500 + $150,000 + $120,500) + 3 = $111,000
$111,000 — $120,500 = $9,500 bonus to existing partners



Ex. 11-13
a. (1) Barbara Shaw, Capital (20% x $120,000)

Jane O’Halloran, Capital (25% x $100,000)............

Juan Rohon, Capital.....................

b. Barbara Shaw ($120,000 — $24,000).............
Jane O’Halloran ($100,000 — $25,000)..........
Juan Rohon........ccoiiiiiiiieirccr s

1V = o3 o T € 7= =Y o

Ex. 11-14

Travis Harris, Capital..........cceemmiiiiiiiiiiinnn,
Keelyn Kidd, Capital..........ccceverreeeemmnnnnccnnnn.
Felix Flores, Capital..............ceeeueeeeee.

b. Travis Harris ($60,000 — $7,500)...................

Keelyn Kidd ($90,000 — $7,500)...........ccceucn...

FeliX FIOreS...ciiiiiiririreiriirereressensenssnnennenns

Ex. 11-15

a. Medical Equipment............ccociiiiiiiinninnnneceenennees

24,000
25,000

50,000

96,000
75,000
49,000
50,000

45,000
7,500
7,500

52,500
82,500
60,000

25,000

Douglass, Capital...........ccccviiiiiiiiiiiiiiieeeeeenneneee
Finn, Capital........ccooiiiemciirrerccre e

'$25,000 x 2/5 = $10,000
%$25,000 x 3/5 = $15,000

310,000

49,000

50,000

60,000

10,000°
15,000

22,000
33,000
255,000



Ex. 11-15 Concluded

Supporting calculations for the bonus:

Equity of Douglass........ccccceiiiiimmmrnnnniiinnnnes $250,000
Equity of Finn.........cooeeeeeeees 290,000
Contribution by Koster...........cccooecmrrrriininnns 310,000
Total equity after admitting Koster.............. $850,000
Koster’s equity interest after admission..... x  30%
Koster’s equity after admission................... $255.,000
Contribution by Koster............cccccriiicinnnnnne. $310,000
Koster’s equity after admission................... 255,000
Bonus paid to Douglass and Finn............... $ 55,000

Douglass: $55,000 x 2/5 = $22,000
Finn: $55,000 x 3/5 = $33,000

b. (2) Cash....eeeeeeeeeccerrrr e 160,000

Douglass, Capital........cccceeemmmeicciiiiiiiicer s 6,000

Finn, Capital.........ooooeiiieieeccccrrrr e 9,000
Koster, Capital.......cccccccoovimmirrmmcccieeeree e 175,000

Supporting calculations for the bonus:

Equity of Douglass.......ccccceeriicimeerrinniicccnnes $250,000
Equity of Finn......cccoooiiiees 290,000
Contribution by Koster..........cccccceecnnnnnnees 160,000
Total equity after admitting Koster.............. $700,000
Koster’s equity interest after admission..... x  25%
Koster’s equity after admission................... $175,000
Contribution by Koster..........ccccccceinnnnnnees 160,000
Bonus paid to Koster........ccccccceeeiiiiinnneennnnnnn. $ 15,000

Douglass: $15,000 x 2/5 = $6,000
Finn: $15,000 x 3/5 = $9,000



Ex. 11-16

a. P. Whyte, Capital.........cccoooiimmmmmmirmrrrrreeee s
M. Cunningham, Capital.........cccceeeeeemccciiiiiiiiinnneeeeens
Equipment.........r e

8,000
8,000

b. (1) Cash....cooiiieeeer
P. Whyte, Capital........cccooeeieiiicieeeeeeee e

M. Cunningham, Capital..........cccccevviiiiiiiiiiiiinnnnes

L. Harris, Capital......cccccccovrmmmemmcciiirrreeenccneeees

50,000
2,300
2,300

Supporting calculations for the bonus:

Equity of Whyte..........coooiiiiiii e
Equity of Cunningham............cooommiiiireeee
Contribution by Harris........cccooeiciiiii s
Total equity after admitting Harris...........cccevvmmniiiiiniiiinees
Harris’s equity interest after admission...........cccccceuunnnnneee.
Harris’s equity after admission.........cccccceiiiiiiciiicennneecnnnnn,
Contribution by Harris.........cccoeviiiiiii e
Bonus paid to Harris.......cceeceiiiiieeccce e e

The bonus to Harris is debited equally between Whyte’s and Cunningham’s capi-

tal accounts.

b. (2) Cash......errrrr s —————— 125,000
P. Whyte, Capital........cccceevrrrrrrrrrriieceeeeeeeeeeeen, 10,300
M. Cunningham, Capital........cccccccceiiirrrrennnnn. 10,300
L. Harris, Capital.......cccccccormmmrmmmciiirrrreeecieeees 104,400
Supporting calculations for the bonus:
Equity of Whyte........ccccieiricirccerrccee s s s s e $ 92,000
Equity of Cunningham............ccooomiiiir e, 131,000
Contribution by Harris........cccovvcciiiii e 125,000
Total equity after admitting Harris...........ccoevvmmniiiiiiiciineees $348,000
Harris’s equity interest after admission............cccccerrrrnnnens x  30%
Harris’s equity after admission.........cccccoviiiiiiciciiennnnecnnnn, $104.,400
Contribution by Harris..........ccooccccciiirerere e $125,000
Harris’s equity after admission.........ccccceevviiiiiiiieiieeeieeeeeee, 104,400
Bonus paid to Whyte and Cunningham................ccccciiunnees $ 20,600

The bonus to Whyte and Cunningham is credited equally between Whyte’s and

Cunningham’s capital accounts.

16,000

54,600

$ 92,000
131,000
50,000
$273,000
X 20%
$ 54,600
50,000
$ 4.600




Ex. 11-17

ANGEL INVESTOR ASSOCIATES
Statement of Changes in Partnership Equity
For the Year Ended December 31, 2015

Total
Jen Teresa Jaime Partner-
Wilson, McDonald, Holden, ship
Capital _Capital Capital Capital

Partnership capital, January 1, 2015......... $ 45,000 $55,000 — $100,000
Admission of Jaime Holden....................... — — $25,000 25,000
Salary allowance........ccccvveeeeeememccccccceneee, 30,000 — — 30,000
Remaining income.............cccerimmmmnnneccnnnnnnns 46,800 57,200 26,000 130,000
Less: Partner withdrawals......................... (38,400) (28,600) (13,000) (80,000)

Partnership capital, December 31, 2015... $ 83,400 $83,600 $38,000 $205,000

Admission of Jaime Holden:

Equity of initial partners prior to admission.................. $100,000
Contribution by Holden...........ooom i, 25,000
I - 1 $125,000
Holden’s equity interest after admission....................... x  20%
Holden’s equity after admission...........cccccceeeeeeeeeeneennnnnes $ 25,000
Contribution by Holden...........oooo i, 25,000
NO BONUS......ccoiiiiirrrrrr s $ 0

Net income distribution:

The income-sharing ratio is equal to the proportion of the capital balances after admit-
ting Holden according to the partnership agreement:

$45,000
$125,000

$55,000
$125,000

$25,000
$125,000

These ratios can be multiplied by the $130,000 remaining income ($160,000 — $30,000
salary allowance to Wilson) to distribute the earnings to the respective partner capital
accounts.

Withdrawals:
Half of the remaining income and salary allowance is distributed to the three partners.

Jen Wilson: = 36%

Teresa McDonald: =44%

Jaime Holden: =20%




Ex. 11-18

a. andb.
Joe Chew, Capital..........cccceeeiiiiiiiiiiinrirrreesee s 86,000
Candace Heraghty, Capital............cccevmmrrrerrnnnne 43,000
Chris Kilgour, Capital.............cviieeemeccciiiiiennnns 43,000

The amount paid does not impact the journal entry as the transaction is between Chew,
Heraghty, and Kilgour, not between Chew and the partnership.

Ex. 11-19
a.
Andy Heel, Capital.........ccoovrrmmeeccee e, 307,800
Jeff Hanning, Capital...........cccvveeeeccciiiiiinnineeeeees 61,560
Les Paull, Capital........cccoeemmeeiiiiiiirireeccceeeeeees 246,240
b.
Andy Heel, Capital.........cooorermmrecccrceee e, 307,800
Les Paull, Capital........cccccoimrirmciiiricie e 307,800

The amount paid does not impact the journal entry as the transaction is between Heel,
Hanning, and Paull, not between Heel and the partnership.

Ex. 11-20

a. Joe Collins, Capital........ccoeeeemmcccciiiiree e 26,000
CaSh.. - 26,000

Joe Collins, Capital.......ccccccoommmimecirrreccce e 26,000
CaSh.. - 24,000
Heather Catte, Capital..........ccccceerrriiriircccccccccnee 1,600*
Chris Gilgan, Capital..........ccccceeriiiiiiiiiierrreeines 400
*($2,000 x 4/5)

c. Joe Collins, Capital.........cccoeeeeneiiiirrccccr e ee e 26,000
Heather Catte, Capital......ccc.cccoovrmreemnciiieirreccceeeeees 1,600*
Chris Gilgan, Capital........cccceeeeeeeeeree 400
CaSh.. e —————— 28,000
*($2,000 x 4/5)



Ex. 11-21

a.
Carissa Alton, Capital........cccccceeeiimrecciirirrecce e, 66,000
CaSh... e ————— 60,000
Terry Constantino, Capital.............ccoovvvvrirrrrrinnnnns 4,000*
Andrew Morris, Capital..........ccoorrrreemcciiirireeecennnn. 2,000
*($6,000 x 4/6)
b. Income Summary.......cccceiieeemccciiiiirree e 100,500
Terry Constantino, Capital...........ccccoeeemmmeernrnnnnnn. 67,000*
Andrew Morris, Capital..........ccoovrrrerecciiieirreecenee, 33,500
*($100,500 x 4/6)
Ex. 11-22
a.
Elena Xiru Reg Kendra
Oprescu Wang Miller Batty Total
Salary allowance.............. $96,000 $96,000 - - $192,000
Remaining income........... 83,200 83,200 20,80 20,800 _208.000
e ] - | $179,200 $179,200 $20,800 $20,800 $400,000
b.
2015
Mar. 31 Income Summary.........cccccmrrriiiniiiissnennneenn, 400,000
Elena Oprescu, Capital............ccceveeemnnnnnnnnnn. 179,200
Xiru Wang, Capital..........cccceeiiiiiiiiiiiiiiiiiinnn, 179,200
Reg Miller, Capital.......cccccevvreereeeeeenennnnnnnnnnnns 20,800
Kendra Batty, Capital...........ccccervrereeerennnneeee. 20,800
Elena Oprescu, Capital............cccevveemuncciiiiiinnnns 96,000
Xiru Wang, Capital.......cccccceeeeeeccciirrccccccccceceen, 96,000
Elena Oprescu, Withdrawails...................... 96,000
Xiru Wang, Withdrawals............c.cccevmunnnnnee. 96,000

c. Xiru Wang’s account balance

, March 31, 2015:

Beginning balance $ 30,000
Add net income 179,200
Less withdrawals (96,000)

Balance.....ccoeveeemiiiieeceeeeee

. $113,200



Ex. 11-22 Concluded

d. Mar. 31Xiru Wang, Capital..........cccccoevrrrrrrmrrrrreeeennnnnee. 113,200
Elena Oprescu, Capital............ccoeveemmenciiiiiinnnns 4.534
Reg Miller, Capital.......cccccccceeeiiiiiiiirrrreeeean 1,133
Kendra Batty, Capital..........ccceeveeeemmmc, 1,133
0= = o 120,000
Ex. 11-23

a. The income-sharing ratio is determined by dividing the net income for each partner
by the total net income. Thus, in 2015, the income-sharing ratio is as follows:

_ $90,000 _

Pat Peters: $300,000 30%
) _$210,000 __
Jessie Quan: $300,000 70%

Or a 3:7 ratio

b. Following the same procedure as in (a):

_$100,000 __
Pat Peters: $400,000 - 25%
] . $220,000 _
Jessie Quan: $400,000 55%
$80,000 _
Randy Reed: $400,000 20%

c. Randy Reed provided a $290,000 cash contribution to the business. The amount
credited to his capital account is this amount less a $20,000 bonus paid to the other
two partners, or $270,000.

d. The positive entries to Pat Peters and Jessie Quan are the result of a bonus paid by
Randy Reed.

e. Randy Reed acquired a 20% interest in the business, computed as follows:

Randy Reed’s contribution..............cccceeeiiiiiinnnnnn. $ 290,000
Pat Peters, Capital.......cccceeeecciiiiiiiiiieeeeeeeeeeeeeees 540,000
Jessie Quan, Capital.........cccoeeerrrriiriiiiiinccccciccnnns 520,000

Total....iei $1,350.000



Ex. 11-23 Concluded

Reed’s ownership interest after admission
($270,000 + $1,350,000)......ccccerrriccccmmmrrrrrrrneinnnes

20%

Randy Reed’s ownership interest of 20% can also be verified by the percentage of
net income allocated to his capital account: $80,000 + $400,000 = 20%.

Ex. 11-24
a.
Cash balance........cccceeeveeeeeeeeeee $16,000
Sum of capital accounts.........cccccceeuuuuunnnnnnnnes 20,000
Loss from sale of noncash assets................ $ 4.000
Pryor Lester
Capital balances before sale of assets......... $12,000 $8,000
b. Division of loss on sale of noncash assets 2,000* 2,000*
BalancCes........eiiirieeccn e e 10,000 6,000
c. Cash distributed to partners........cccccccceeenneee. 10,000 6,000
Final balances.........cccoieiiieiieeirieci e eeeees $ 0 $ 0
*$4,000/2
Ex. 11-25
Bradley Barak Total
Capital balances before sale of assets......... $26,000 $35,000 $61,000
Division of gain on sale of noncash assets
[($76,000 — $61,000)/2]......cccecccerrrcmerrrcnnnn. 7,500 7,500 15,000
Capital balances after sale of assets............ 33,500 42,500 76,000
Cash distributed to partners.................. 33,500 42,500 76,000
Final balances......ccccceevvvrecrvmeeeeeeessesssssseeeeesnns $ 0 $ 0 $ 0




Ex. 11-26
a. Deficiency
b. $72,500 ($28,000 + $62,500 — $18,000)

(o 0 T o U 18,000
Shen, Capital........cooeemmecccrrrrrrre s 18,000

Matthews Williams Shen
Capital balances after sale of assets. $28,000 $62,500 $(18,000) Dr.

Receipt of partner deficiency.............. 18,000
Capital balances after eliminating
deficiency......cccccevvccieeericcceeeenecns $28.000 $62.500 $ 0
Ex. 11-27
a. Cash should be distributed as indicated in the following tabulation:
Houston Alsup Cross Total
Capital invested..........cccceecccerrnnnnnnee $ 250 $ 380 $ — $ 630
Net income........ovreecciiiirereccre s + 130 + 130 + 130 + 390
Capital balances and cash
distribution..........ccccccerriiicieeen. $ 380 $ 510 $ 130 $1.020

b. Cross has a capital deficiency of $30, as indicated in the following tabulation:

Houston Alsup Cross Total
Capital invested..........cccceecccerrrinnnnee $ 250 $ 380 $ — $ 630
Net 10SS....vecriirrrecceer e - 30 - 30 - 30 - 90
Capital balances............cccceevrrriirnnneees $ 220 $ 350 $ 30Dr. 540
Ex. 11-28
Hilliard Downey Petrov
Capital balances after sale of assets........ $(24,000) $90,000 $64,000
Distribution of partner deficiency............. 24,000 (16,000)" (8,000)?
Capital balances after deficiency
distribution.........ccccccccriiicinrcccerrcceeee $ 0 $74.000 $56.000

'$24,000 x 2/3
224,000 x 1/3



Ex. 11-29

DOVER, GOLL, AND CHAMBERLAND
Statement of Partnership Liquidation
For the Period July 1-29, 2015

Capital

Dover Goll Chamberland
Cash + Inventory = Liabilities + (3/6) + (2/6) + (1/6)

Balances before sale of assets........ $ 55,000 $ 92,000 $ 40,000 $ 35,000 $ 50,000 $ 22,000
Sale of assets and division

Lo i (o 11 + 74,000 - 92,000 — — 9,000 — 6,000 - 3,000
Balances after sale of assets........... 129,000 0 40,000 26,000 44,000 19,000
Payment of liabilities.............cccunu..ee — 40,000 — —_40,000 — — —
Balances after payment of

liabilities.......ccevevvrrrrrereeee e 89,000 0 0 26,000 44,000 19,000
Cash distributed to partners............ — 89,000 — — — 26,000 — 44,000 = 19,000

Final balances.......ccccccoevvviiiiieeeeeeeeennns $ 0 $ 0 $ 0 $ 0 $ 0 $ 0




Ex. 11-30

a.
BRIGHT SALES, LLP
Statement of Partnership Liquidation
For the Period May 1-31, 2015
Capital
Brazier Moore Jonah
Cash + A/R = Liabilities + (215) + (2/5) + (1/5)
Balances before sale of assets........ $ 8,000 $ 94,000 $ 30,000 $ 15,000 $ 35,000 $ 22,000
Sale of assets and division
Lo i [0 11 -3 + 90,000 — 90,000 — - 1,600 - 1,600 - 800
Balances after sale of assets........... 98,000 0 30,000 13,400 33,400 21,200
Payment of liabilities......................... — 30,000 — —_30,000 — — —
Balances after payment of
liabilities........cccceiiiiieeecire e 68,000 0 0 13,400 33,400 21,200
Distribution of cash to partners....... — 68,000 — — - 13,400 - 33,400 - 21,200
Final balances......cccccccveeeeeeieiissnnnnnnnes $ 0 $ 0 $ 0 $ 0 $ 0 $ 0
b.
Brazier, Capital........ccooeeemmmccccccr e 13,400
Moore, Capital.....cccccccooiiimiiiecccr e 33,400
Jonah, Capital.........ccooriiriimiiirrrrr 21,200

Cash.... e ——— 68,000



Ex. 11-31

a.

(1) INCOME SUMMANY.......uviiiiiiiiieieeeee e e 124,000
Hossam Abdel-Raja, Capital..........cccccoeeeviieeennnnnnnn. 62,000
Aly Meyer, Capital.............ccoooviiiiiien 62,000

(2) Hossam Abdel-Raja, Capital..........cccoceeeiiiiiiiiiiiiieen 48,000

Aly Meyer, Capital............oooviiiiiiieicre e, 39,000
Hossam Abdel-Raja, Withdrawals............................ 48,000
Aly Meyer, Withdrawals..............ccovvvviiiiiiiieiieeeeeees 39,000

b.
ABDEL-RAJA AND MEYER
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Hossam Aly
Abdel-Raja Meyer Total

Capital, January 1, 2015........cc.cccccererveccneeen. $ 90,000 $ 65,000 $155,000
Additional investment during the year......... 10,000 — 10,000
100,000 65,000 165,000
Net income for the year........cccceeveeeeeneccccennn. 62,000 62,000 124,000
162,000 127,000 289,000
Withdrawals during the year.......................... 48,000 39,000 87,000
Capital, December 31, 2015........ccccceeeeeeeeenneeee $114,000 $ 88,000 $202,000




PROBLEMS
Prob. 11-1A

1.
JaN 1 Cash. e 12,000
LNV 1 oY N 32,000
Kevin Schmidt, Capital.........ccccccorrvenniirrennnnnnne. 44,000
T - - o U 13,000
Accounts Receivable..........ccccoomrimiiiiiecciirreee 14,900
INVeNtory.....ccccoir 28,600
Equipment..........ccos 35,000
Allowance for Doubtful Accounts................... 1,000
Accounts Payable..........cccccciiiiiiiiiiinne, 6,500
Notes Payable........cccceemmmmmnmiiiiiiiiiinieeeeenes 4,000
David Cohen, Capital.........ccccoeeecennes 80,000
2.
SCHMIDT AND COHEN
Balance Sheet
January 1, 2015
Assets
Current assets:
Cash..cccicrre e $25,000
Accounts receivable.........ccccceeeeueuennnnnnnnn. $14,900
Less allowance for doubtful accounts.... 1,000 13,900
Inventory....... e 60,600
Total current assets.........ccceevveeirreennnns $ 99,500
Property, plant, and equipment:
Equipment.........coooiiiiiiieeenreeee e 35,000
Total assets.....ccccveiiiieciriiccr e, $134.500
Liabilities
Current liabilities:
Accounts payable........ccccceeicirrrnriccineeen, $ 6,500
Notes payable..........cccceiirireiiirreceeeeees 4,000
Total liabilities........cccccccvevirirreeiiire e, $ 10,500
Partners’ Equity
Kevin Schmidt, capital............ccceeeeneiirrnnneeee. 44,000
David Cohen, capital............cccevverrrrrrrrrrinnennnees 80,000
Total partners’ equity.........ceeviiiiiiiiiiiiiiiiisnnnnn, 124,000
Total liabilities and partners’ equity............. $134.500



Prob. 11-1A Concluded

3.
Dec 31 Income Summary........ccococmmmmmmmrririinnnnnsnnneen 84,000
Kevin Schmidt, Capital.........ccccccceeiirrrreennnnnnn. 47,200*
David Cohen, Capital.......c...cooermeiirrennereeeee. 36,800*
31 Kevin Schmidt, Capital..........cccovveeemciiiirireeccieeees 30,000
David Cohen, Capital.........cccooevrrrrrrrirrrrreeeeeeeane, 25,000
Kevin Schmidt, Withdrawals.............ccceeuuueee. 30,000
David Cohen, Withdrawals.............ccccoreeuuneee. 25,000
*Computations:
Schmidt Cohen Total
Interest allowance........cccceceeeeeviinnmmeneeeeeeeeeennn $ 4,400 $ 8,000 $12,400
Salary allowance.........ccccuveeeemmnciinniinsnenenenennn 36,000 22,000 58,000
Remaining income (1:1)....cccooiiiiiiiiiiiiiiiinnenns 6,800 6,800 13,600
Net iINCOME......cooiiieeeiiiirrree e e enas $47.200 $36.800 $84.000

10% x $44,000
210% x $80,000



Prob. 11-2A

a. Netincome (1:1).cccovrrieenniirneee.
b. Netincome (2:3)....cccceeeeuuunncnnnn.
c. Netincome (2:1)....cccoirrirnnciirnnnee.

d. Interest allowance..........ccccerunrnns
Remaining income (3:2).............
Net income......coccemeeeeeiecemcenceenees

e. Interest allowance......................
Salary allowance.............ccoevreeuns
Remaining income (1:1).............
Net income.......ccoreevirmiieniiennnene,

f. Interest allowance......................
Salary allowance.............ccevreeuns
Bonus allowance..........cccoevuvrneenn
Remaining income (1:1).............
Net income.......ccorveiireirrecrrennen.

'20% % ($150,000 — $51,000)
20% x ($66,000 — $51,000)

(1 (2)
$150,000 $66,000

Drury Wilkins Drury Wilkins
$75,000 $75,000 $33,000 $33,000

60,000 90,000 26,400 39,600
100,000 50,000 44,000 22,000

89,000 61,000 38,600 27,400

83,000 67,000 41,000 25,000

92,900 57,100 42,500 23,500
Details

$150,000 $66,000

Drury Wilkins Drury Wilkins
$ 75,000 $ 75.000 $ 33.000 $ 33.000
$ 60.000 $ 90.000 $ 26,400 $ 39.600
$100,000 $ 50.000 $ 44.000 $ 22.000
$ 2000 $ 3,000 $ 2000 $ 3,000

87,000 58,000 36,600 24,400
$ 89,000 $ 61.000 $ 38,600 $ 27.400
$ 2000 $ 3,000 $ 2000 $ 3,000

34,000 17,000 34,000 17,000

47,000 47,000 5,000 5,000
$ 83,000 $ 67.000 $ 41.000 $ 25,000
$ 2000 $ 3,000 $ 2000 $ 3,000

34,000 17,000 34,000 17,000

19,800 3,000?

37,100 37,100 3,500 3,500
$ 92900 $ 57.100 $ 42,500 $ 23.500




Prob. 11-3A

1.
Sam Lynn Mike Deirdre
Frances Madson Wang Manis Total
Salary allowance $ —  $115,600 $ — $ — $115,600
Interest allowance 5,790 6,025 4,435 3,750 20,000
Remaining income 210,976 158,232 105,488 52,744 527,440
Net income $216.766 $279.857 $109.923 $ 56,494 $663.040
2.
2015
Dec. 31 Income Summary.........cccceeieeiinnnncn—— 663,040
Sam Frances, Capital............ccccoevvrrrrrrnnns 216,766
Lynn Madson, Capital................cccevreeeeeeee 279,857
Mike Wang, Capital..........cccceeeiiiiiiiiiccnnnee. 109,923
Deirdre Manis, Capital.............ccceerrreeeeeeee. 56,494
Sam Frances, Capital........cccccovrvrniiriennneees 5,790
Lynn Madson, Capital...........cccceeeereeeveeeereennnn. 121,625
Mike Wang, Capital.........cccevmrmrremmnecccnn, 4,435
Deirdre Manis, Capital........cccceeemmmmnccccccennn. 3,750
Sam Frances, Withdrawais...................... 5,790
Lynn Madson, Withdrawals..................... 121,625
Mike Wang, Withdrawals......................... 4,435

Deirdre Manis, Withdrawals....................

3,750



Prob. 11-3A Concluded

3.
ARTEMIS LLP
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Sam Lynn Mike Deirdre
Frances, Madson, Wang, Manis,
Capital _Capital Capital Capital
Partnership capital, January 1, 2015......... $115,800 $120,500 $ 88,700 $75,000
Additional investment.............cccccovennenenne. 100,000 — — —
Salary allowance........cccccvvreeeeeeenncccciisnnnnn, — 115,600 — —
Interest allowance.........cccooeeceremiireireeneennn, 5,790 6,025 4,435 3,750
Remaining income.........cccccceeiiimmmmenncnninnnnns 210,976 158,232 105,488 52,744
Less: Partner withdrawals......................... (5,790) (121,625) _(4,435) (3,750)

Partnership capital, December 31, 2015... $426.776 $278.732 $194.188 $127.744

4. $279,857 ($115,600 + $6,025 + $ 158,232). Each partner will be taxed on their
portion of the net income, which may differ from the amount of their with-

drawals.

Prob. 11-4A
Sandra Amelia
Louis Alexis
Salary allowance $40,000 $40,000
Interest allowance 6,402 3,504
Remaining loss =80,340 -40.170
Net income -33.938 $3.334

Alex
Donald

2,772

—40,170

$-37.398

Total

$80,000
12,678
=160.680
$-68.002



Prob. 11—4A Concluded

2.
2015
Dec. 31 Sandra Louis, Capital........cccccceevrrireennciirnnneees 33,938
Alex Donald, Capital..........cceerrrrrrrrrreecennnnee. 37,398
Amelia Alexis, Capital.......ccccccoorrrermnniennnns 3,334
Income Summary.........cccoceiriiriiiininnnneeen, 68,002
Sandra Louis, Capital........cccccceevrrmreennciirnneeees 46,402
Amelia Alexis, Capital..........ccceeemeciiiirrrnneee. 43,504
Alex Donald, Capital........ccccceovmrrrmmciiirreennnnn. 2,772
Sandra Louis, Withdrawails..................... 46.402
Amelia Alexis, Withdrawais..................... 43,504
Alex Donald, Withdrawalts....................... 2,772
3.
LOUIS, ALEXIS, AND DONALD, LLP
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Sandra Amelia Alex
Louis, Alexis, Donald,
Capital _Capital Capital
Partnership capital, January 1, 2015......... $106,700 $58,400 $ 46,200
Salary allowance.........cccommiieeeeeeicirciiiinnns 40,000 40,000
Interest allowance..........ccoecirmcireciiiirencrennnes 6,402 3,504 2,772
Remaining l0Ss.....ccccccveveccceemeesreeesssssnes (80,340) (40,170) (40,170)
Less: Partner withdrawals......................... (46,402) (43,504) (2,772)
Partnership capital, December 31, 2015... $26,360 $18.230 $ 6,030




Prob. 11-5A

1.
WHITE AND WEEKLEY
Income Statement
For the Year Ended December 31, 2015
Professional fees.......cciveciiiiiiiieeeciiiie e e s eeenas $562,200
Operating expenses:
Salary eXpense........cccoccrrerriiiinnnrrrr s $312,300
Depreciation eXpense........cccccceevirrrremnssssrrresmsssssseresnnsnnas 81,700
Administrative expenses...........ccccriiiiriinnnnnneeeeesssnnnnnnan. 20,200
Total operating exXpenses......c...ccccovvrrmrrreemmnscsssneeennns 414,200
Net iNCOME.....occerer e e e e $148.000
Ken Alex
White Weekley Total
Division of net income:
Salary allowance........c.ccccvvmererrriccccneenennnn. $ 60,000 $ 75,000 $ 135,000
Interest allowance.........ccccoeeciiemiireiirennennn. 6,250* 7,000** 13,250
Remaining income............ccceirrrrrreeeecnnnnnee. (125) (125) (250)
Net income........ooeeeiiiiiieecccr e $ 66125 $ 81875 $ 148.000

*$125,000 x 5%
**($160,000 — $20,000) x 5%

2,
WHITE AND WEEKLEY
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Ken Alex
White Weekley Total
Capital, January 1, 2015.........ccocccmrrrrrrrreeeees $ 125,000 $ 140,000 $ 265,000
Additional investment during the year........... — 20,000 20,000
125,000 160,000 285,000
Net income for the year.........ccccceeeeeiiiiiinirennnnn. 66,125 81,875 148,000
191,125 241,875 433,000
Withdrawals during the year.............ccceeuuueee. 50,000 60,000 110,000

Capital, December 31, 2015..........ccoeevrrrvrreenneee $141125 $ 181,875 $ 323.000




Prob. 11-5A Concluded
3.
WHITE AND WEEKLEY
Balance Sheet
December 31, 2015

Assets
Current assets:
L0 1] o T $ 24,200
Accounts receivable.........cccceerreiiriniriennnne. 41,300
SUPPLIES..cceeerrii s 6,700
Total current assets.......ccccceevrrreenniiinnns $ 72,200
Property, plant, and equipment:
Equipment........... e 500,000
Less accumulated depreciation........... 240,600
Total property, plant, and equipment. 259,400
Total assets........ccceeeeeciiiirrireccrr s $331.600
Liabilities
Current liabilities:
Accounts payable..........ccccoeiiiiiiiiiinniniins $ 3,400
Salaries payable..........cccccceeiiiiiiiiiiierrreeeeeees 5,200
Total liabilities.......ccccceeerrriiiieieeeeeeeeeeeee s $ 8,600
Partners’ Equity
Ken White, capital...........ccoovimmmmmmcccciiiiiineneeees 141,125
Alex Weekley, capital.........cccceeeeeeiiiiiiiiiiiiiinnns 181.875
Total partners’ equity.........ccooommmemeciiiiinnneeannnnn. 323,000
Total liabilities and partners’ equity............... $331.600
Prob. 11-6A
1. May 31 Inventory....ireccesr e 5,270
Accumulated Depreciation — Equipment.... 25,700
Accounts Receivable.............coeeeireirniinnns 2,000
Allowance for Doubtful Accounts................ 470*
Equipment..........ciirr e 5,000
Jordan Cates, Capital........cccccenueecierrnnnns 11,750
LaToya Orr, Capital......ccccccccceevrrrrrrrrnnnnnnns 11,750

*[($21,400 — $2,000) x 5%] — $500



Prob. 11-6A Concluded

2. June 1 LaToya Orr, Capital.........ccceevmrreemmeeeneennnnnnnnnnes 30,000
Caleb Webster, Capital...............cceeeeueeee. 30,000
1 Cash.. e ———— 35,000
Caleb Webster, Capital...............cceeeeeeeeee. 35,000
3.
CATES, ORR, AND WEBSTER
Balance Sheet
June 1, 2015
Assets
Current assets:
Cash.... e ——————— $44,400"
Accounts receivable.........cccceeeeiirrreenniinienns $19,400
Less allowance for doubtful accounts..... 970 18,430
INnventory.......coeccciiiirrrecs s 63,870
Prepaid insurance.........cccceeeeecncicnniinnnnnns 3,500
Total current assets.........cccceeereemnirrennnns $130,200
Property, plant, and equipment:
Equipment...........oi e 90,000
Total assets......cciiimiiiiiiirirrr e e $220.200
Liabilities
Current liabilities:
Accounts payable..........ccccccoiciiiiiiiiennnns $14,700
Notes payable..........cccooiiimmiemcciiirrrreees 12,000
Total liabilities.........cccceciiiiemeiiiircc e $ 26,700
Partners’ Equity
Jordan Cates, capital...........ccccerreerrrreerrrsnnnnnns 86,7507
LaToya Orr, capital.......c.cccceeerrrcerrccenrccennniaen. 41,7503
Caleb Webster, capital.......ccccccccceeeeeiiiiiiirnnnnnns 65,000
Total partners’ equity.......ccoeeeeemeiicciiiiiiiinnnn, 193,500
Total liabilities and partners’ equity............... $220,200
$9,400 + $35,000
2¢75,000 + $11,750

3$60,000 + $11,750 — $30,000
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1. INVENTOrY...... e 24,000
Allowance for Doubtful Accounts..........cccoeeuirennneen 5,800
Noni Fidler, Capital........cccccccccrrrvmerrrrreerrrreeeeseneens 7,800’
Margot Hess, Capital..........cccceceerrrrccrnrnsieeninceeennnns 5,2002
Susan Culver, Capital.........ccccevreeerrrrceerrrvreerreseeeenans 5,2002

1($24,000 — $5,800) x 3/7
2($24,000 — $5,800) x 2/7

2.
a.
2015
Dec. 31 Noni Fidler, Capital............cccoeceerrrrrrrmreeerescrnneeeeenns 252,800
CaSh... e ———— 52,800
Notes Payable..........ccimeciiii e, 200,000
1$245,000 + $7,800
b.
2015
Dec. 31 Noni Fidler, Capital.........ccoeemmmececccccccrceeeeeeeeeeees 252,800
CaSh... e ————— 45,000
Notes Payable.........ccoomceerecce e 200,000
Margot Hess, Capital..........ccceccerrrrveerrccennscinennn. 3,9002
Susan Culver, Capital.......cccccvrvreerrrrsvnerrrssssnennnns 3,900?
[$252,800 - ($45,000 + $200,000)] x %
C.
2015
Dec. 31 Noni Fidler, Capital.......ccccoemmmmmmccccccccceeeeeeee, 252,800
Margot Hess, Capital..........cccceccerrrrccrnrnsieennsceeennnns 1,600°
Susan Culver, Capital.......cccceecemerrrrrcsseerressssneeenenns 1,600°
CaSh... e ————— 56,000
Notes Payable.........cccoreecceerecce e 200,000

3[$252,800 — ($56,000 + $200,000)] x 1/2



Prob. 11-7A Concluded

3.
2016
Dec. 31

Income Summary..........cceeeeeeeeen
Margot Hess, Capital............

Susan Culver, Capital..........

Margot Hess, Capital................

Susan Culver, Capital..............

Margot Hess, Withdrawails..........................

Susan Culver, Withdrawals

320,000
160,000
160,000
120,000
96,000
120,000
96,000
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1. HARKEN, SEDLACEK, AND ELDRIDGE
Statement of Partnership Liquidation
For the Period September 10-30, 2015

Capital

Harken Sedlacek Eldridge
Cash +Inventory = Liabilities + (25%) + (25%) +  (50%)

Balances before sale of assets......... $ 7,800 $ 61,400 $ 8,000 $ 31,000 $ 5,700 $ 24,500

Sale of assets and division of loss... + 32,600 — 61,400 — — 7,200 — 7,200 — 14,400
Balances after sale of assets............. 40,400 0 8,000 23,800 (1,500) 10,100
Payment of liabilities...............cceeee. —_ 8,000 — —_ 8,000 — — —
Balances after payment of liabilities 32,400 0 0 23,800 (1,500) 10,100
Receipt of deficiency.......cccccvvveeeeeennn. + 1,500 — — — + 1,500 —
Balances.......cccooveeciiieeirieecrerer e 33,900 0 0 23,800 0 10,100
Cash distributed to partners.............. - 33,900 — — — 23,800 — - 10,100
Final balances.......ccccceevvveecssneeeeeeennns $ 0 $ 0 $ 0 $ 0 $ 0 $ 0
2. a. Kris Harken, Capital.....c.....cooorrremmciiiriirecccceeereeeeeee, 500

Amy Eldridge, Capital.........cccoeermmrmmmmccccccccee, 1,000

Brett Sedlacek, Capital.............ccceeeeneereernneee. 1,500

The $1,500 deficiency of Sedlacek would be divided between the other partners, Harken and Eldridge, in
their income-sharing ratio (1:2 respectively). Therefore, Harken would absorb 1/3 of the $1,500 deficiency,
or $500, and Eldridge would absorb 2/3 of the $1,500 deficiency, or $1,000.

b. Kris Harken, Capital.....cc....cooomrremmciiiiirreccce e, 23,300*
Amy Eldridge, Capital.........cccooermmrmmmmccccee, 9,100**
Cash... e ————— 32,400

*$23,800 — $500
**$10,100 — $1,000



Prob. 11-9A

1. a.

ADAMS, WATKIS, AND COOPER
Statement of Partnership Liquidation
For Period June 3-29, 2015

Balances before sale of assets........
Sale of assets and division

Payment of liabilities.........................
Balances after payment

of liabilities..........cccccvvrrirriiininnnnnnees
Cash distributed to partners............
Final balances...........cccccovviiiiiiiiinnnnnnns

Capital

Adams Watkis Cooper

Cash + A/R = Liabilities + (1/5) + (2/5) + (2/5)
$ 29,000 $ 242,000 $ 55,000 $ 14,000 $ 84,000 $ 118,000
+ 220,000 — 242,000 — - 4,400 — 8,800 - 8,800
249,000 0 55,000 9,600 75,200 109,200
— 55,000 — — 55,000 — — —
194,000 0 0 9,600 75,200 109,200
— 194,000 — — — 9,600 — 75,200 = 109,200
$ 0 §$§ 0 $ 0 $ 0 S 0 S 0




Prob. 11-9A Concluded

1. b. ADAMS, WATKIS, AND COOPER
Statement of Partnership Liquidation

For Period June 3-29, 2015

Capital
Adams Watkis Cooper
Cash + AR = Liabilities + (1/5) + (2/5) + (2/5)

Balances before sale of assets......... $ 29,000 $ 242,000 $ 55,000 $ 14,000 $ 84,000 $ 118,000

Sale of assets and division of loss... + 132,000 — 242,000 — — 22,000 — 44,000 — 44,000

Balances after sale of assets............. 161,000 0 55,000 (8,000) 40,000 74,000

Payment of liabilities...............cceeeenn. — 55,000 — — 55,000 — — —

Balances after payment of liabilities 106,000 0 0 (8,000) 40,000 74,000

Receipt of deficiency.......cccccvvvvveeeennn. + 8,000 — — + 8,000 — —

Balances.........ccccovvrrimimmeeemeencerrreeeeeens 114,000 0 0 0 40,000 74,000

Cash distributed to partners.............. — 114,000 — — — — 40,000 — 74,000

Final balances.........cccccuecvmeeirciinnennnnns $ 0o 0 $ 0o $ 0 $ 0o 0
2. a. Watkis, Capital.........ccoerreeemmccccr e 4,000
Cooper, Capital.......ccccceriiiiiicrrre e 4,000

Adams, Capital........cccceneiiiiirrcc s 8,000

The $8,000 deficiency of Adams would be divided between the other partners, Watkis and Cooper, in their
income-sharing ratio (1:1 respectively). Therefore, Watkis would absorb 1/2 of the $8,000 deficiency, or
$4,000, and Cooper would absorb 1/2 of the $8,000 deficiency, or $4,000.

*$40,000 — $4,000
**$74,000 — $4,000

36,000*
70,000**

106,000
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1.
B P T 0 TR 0 - 1= o T 18,200
INVENtOry.....ooo e ———— 48,800
Jarius Walker, Capital..........ccccceeeeeiiiiiiiininnnnnn. 67,000
0 0 ¥ o T 22,600
Accounts Receivable..........cccoreiriimiirniinenreeens 24,100
Equipment.........iiiiminii 55,100
Allowance for Doubtful Accounts................. 1,800
Accounts Payable..........ccccceeriiiiiiiiiiiiiicnnns 15,000
Notes Payable.........cccoeemeciiiiirrrercccen s 25,000
Rae King, Capital..........cccceviiiririiiiiieeneeeeeeeeeees 60,000
2.

WALKER AND KING
Balance Sheet
January 10, 2016

Assets

Current assets:

(0= 1= o TN $ 40,800

Accounts receivable...........cccoeeiiiiiiiiirnnnenn. $ 24,100

Less allowance for doubtful accounts.............. 1,800 22,300

Inventory....... s 48.800

Total current assets..........cccceirrreecirireeninenes $ 111,900

Property, plant, and equipment:

Equipment..........ccoooiiiiiiiier e 55,100
Total assets.....ccccoorieiiiiicrrr s $ 167.000

Liabilities

Current liabilities:

Accounts payable.........ccccccmrrriiiniiric s $ 15,000

Notes payable...........ccommmmrccrrc e 25,000
Total liabilities.........ccccveeeeeiiiiiierireee e $ 40,000

Partners’ Equity

Jarius Walker, capital.......cccccccoovmmmmimmciiiirrrecciceens 67,000
Rae King, capital......c...ccooommmmmmmccciee e 60,000
Total partners’ equity......ccccevveieeeeemmmncc, 127,000

Total liabilities and partners’ equity.......cc.cccceeeunennn $ 167.000



Prob. 11-1B  Concluded

3.
Dec 31 Income Summary........ccooovmmmmmrrriiinnnnssssssssssnsnnnns 80,000
Jarius Walker, Capital..........ccccceeeeeeceiiiiininnnnn. 36,400*
Rae King, Capital.........cccceevviiriiiiireeeeeeeeeeeeeeees 43,600*
31 Jarius Walker, Capital......ccccccccceeeieeviiriirineneeeecnnes 22,500
Rae King, Capital........ccccccummiciiiniiiiiniinnieeeesnnennens 30,400
Jarius Walker, Withdrawals..........cc..ccceeuuee.e. 22,500
Rae King, Withdrawals...........ccccoovmimuiiiinnnnnn. 30,400
*Computations:
Walker King Total
Interest alloOWANCE.........cccvveeerirrereeeeee s esnereeeenas $ 6,700' $ 6,000° $ 12,700
Salary allowance.........ccoviireeeeemccccccerce e 22,500 30,400 52,900
Remaining income (1:1).....ccooiiiiiiimmnnnnniiinnns 7,200 7,200 14,400
Net iINCOME.......ooceeeceeee e e e e annnnes $ 36,400 $ 43.600 $ 80.000

10% % $67,000
210% x $60,000



Prob. 11-2B

(1) (2)
$105,000 $180,000
lan Larson Amos Larson Amos
= T $52,500 $52,500 $90,000 $90,000
D, e ———————— 78,750 26,250 135,000 45,000
G tiiiireesssieerreessssssssssereesssssssssesereessnns 35,000 70,000 60,000 120,000
L 58,500 46,500 96,000 84,000
= 42,500 62,500 80,000 100,000
41,600 63,400 71,600 108,400
Details
$105,000 $180,000
Larson Amos Larson Amos

a. Netincome (1:1)...cccccrvrrcerrnnenne $ 52500 $ 52,500 $ 90.000 $ 90,000
b. Netincome (3:1)...cccorrremnnunnnnnnnnn. $ 78,750 $ 26,250 $ 135.000 $ 45.000
c. Netincome (1:2)....ccccmreccerrrrnnnns $ 35,000 $ 70,000 $ 60.000 $ 120,000
d. Interest allowance.......cccccovveunen.. $ 18,000 $ 6,000 $ 18,000 $ 6,000

Remaining Income (1:1)............. 40,500 40,500 78,000 78,000

Net inCome......coovemeeeerrrreccneeeeens $ 58500 $ 46,500 $ 96.000 $ 84.000
e. Interest allowance...........ccceeu..... $ 18,000 $ 6,000 $ 18,000 $ 6,000

Salary allowance............ccceevreeues 32,000 64,000 32,000 64,000

Excess of allowances over

income (1:1)..ccccccccciiiccccnnnes (7,500) (7,500)

Remaining income (1:1)............. 30,000 30,000

Net income........ccccccciiiiireeniieinnees $ 42500 $ 62,500 $ 80.000 $ 100,000
f. Interest allowance............ceeeu.... $ 18,000 $ 6,000 $ 18,000 $ 6,000

Salary allowance............ccceevreeues 32,000 64,000 32,000 64,000

Bonus allowance............cceeevunees 1,800' 16,8007

Excess of allowances over

income (1:1)..oeeiiiiiiiiiiieennneen, (8,400) (8,400)
Remaining income (1:1)............. 21,600 21,600
Net incCome......uueeiiiiiiiiirireeeennnnnns $ 41600 $ 63.400 $ 71,600 $ 108.400

20% x ($105,000 — $96,000)
?20% x ($180,000 — $96,000)
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Von Elisse Ming David
Porter Rand Foo Estevan Total
Salary allowance $ 85,600 $ - 9% - $ - $85,600
Interest allowance 3,425 3,750 2,495 1,773 11,443
Remaining income 178,956 134,217 89,478 44,739 447,390
Net income $267,981 $137.967 $91,973 $46,512 $544.433
1.
2015
Dec. 31 Income Summary........cccceeieeiin—— 544,433
Von Porter, Capital............ccccoeeiiiiirinrennnnns 267,981
Elisse Rand, Capital............ccorrreeunerrnneee. 137,967
Ming Foo, Capital...........ccceeeemncciiirirnneeees 91,973
David Estevan, Capital..........c...cccceru....... 46,512
Von Porter, Capital........cccceeemiemnciiireeeeees 89,025
Elisse Rand, Capital........ccccceneeciiiiirrineennnnee. 3,750
Ming Foo, Capital...........cccceeeiiiiiiiiiiiiinniinnnnnnns 2,495
David Estevan, Capital...........ccceeeeeemmnnnnnnnnnn. 1,773
Von Porter, Withdrawals..............ccceveeueeee 89,025
Elisse Rand, Withdrawals............ccoveuvrenns 3,750
Ming Foo, Withdrawals...............ccceeeeeee. 2,495
David Estevan, Withdrawals................... 1,773
3.
AMBIGUITY, LLP
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Von Elisse Ming David
Porter, Rand, Foo, Estevan,
Capital _Capital Capital Capital
Partnership capital, January 1, 2015......... $ 68,500 $ 75,000 $49,900 $35,460
Additional investment...........ccccevveiieniiennnnn 50,000

Salary allowance...

Interest allowance.

Remaining income

...................................... 85,600
...................................... 3,425 3,750 2,495 1,773
...................................... 178,956 134,217 89,478 44,739

Less: Partner withdrawais......................... (89,025) (3,750) _ (2,495) _ (1,773)
Partnership capital, December 31, 2015... $247,456 $259,217 $139,378 $80,199




Prob. 11-3B (Concluded)

4. $267,981 ($85,600 + $3,425 + 178,956). Each partner will be taxed on their por-
tion of the net income, which may differ from the amount of their withdrawals.

Prob. 11-4B
1.
David Nathan Princess
Funk George Lafayette Total
Salary allowance $ - $50,000 $ 50,000 $100,000
Interest allowance 12,804 7,008 5,544 25,356
Remaining loss =113.678 56,839 =56,839 —227.356
Net income -100874 $ 169 $-1.295 $-102,000
2.
2015
Dec. 31 David Funk, Capital.........ccccemueccciiiirirreeennnee. 100,874
Princess Lafayette, Capital.............ccccceennnnn. 1,295
Nathan George, Capital..........ccccccceereueeee. 169
Income Summary.........cccocviviiiiininn, 102,000
David Funk, Capital........cccccemuecciiiiiirrreeennnee. 12,804
Nathan George, Capital.........cceemmmennnciininnnn. 57,008
Princess Lafayette, Capital..............cccuuneenn. 55,544
David Funk, Withdrawals............cccceuuuneee. 12,804
Nathan George, Withdrawais.................. 57,008

Princess Lafayette, Withdrawals............ 55,544



Prob. 11-4B (Concluded)

2.
FUNK, GEORGE, AND LAFAYETTE LLP
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
David Nathan Princess
Funk George Lafayette
Partnership capital, January 1, 2015......... $160,050 $87,600 $ 69,300
Salary allowance........cccccvrrreeeeennnccsniisnnnnn, 50,000 50,000
Interest allowance..........cccceeireeciiriencieneenen, 12,804 7,008 5,544
Remaining l0ss.........ccccvniieeeemnnnnnnnnnes (113,678) (56,839) (56,839)
Less: Partner withdrawals...........cccccceuuneee. (12,804) (57,008) (55,544)

Partnership capital, December 31, 2015... $ 46,372 $ 30,761 $ 12.461

Prob. 11-5B
1.
KIKUCHI AND JONES
Income Statement
For the Year Ended December 31, 2015
Professional fees.........ccimmreemeriiiiiiiiiireeeesr s rs e $340,300
Operating expenses:
Salary eXpense........cccccerriiiiinmrreninnne s $146,800
Depreciation eXpense..........ccceeeecirrrrrremsssnserrennmsssssseenes 19,000
Administrative expenses...........cccciiiiiiiiniiiinnnnnnnnsnnnnnnn 24,500
Total operating exXpenses..........cccveeeeceirrrrremmnsssnneenns 190,300
[N\ =Y AT g Lo o 1 ¢ Y $150,000
Shizuka Kilmeny
Kikuchi Jones Total
Division of net income:
Salary allowance..........cccccevererrrrcccsneeennnnn. $ 40,000 $ 50,000 $ 90,000
Interest allowance..........ccooeeceremiireiieennennn, 12,000* 6,500** 18,500
Remaining income........cccccceeeiiimmeeencnnernennns 20,750 20,750 41,500
Net income........ooeeeciiiiiieecccr e $ 72750 $ 77,250 $ 150.000

*$120,000 x 10%
*+($75,000 — $10,000) x 10%
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2.
KIKUCHI AND JONES
Statement of Changes in Partners’ Equity
For the Year Ended December 31, 2015
Shizuka Kilmeny
Kikuchi Jones Total
Capital, January 1, 2015..........cccoceeervrccneeennnns $120,000 $ 65,000 $ 185,000
Additional investment during the year........... — 10,000 10,000
120,000 75,000 195,000
Net income for the year......cccccccoiimmriennccinennnes 72,750 77,250 150,000
192,750 152,250 345,000
Withdrawals during the year..........cccccceeenee.ee. 45,000 65,000 110,000
Capital, December 31, 2015..........ccccceereevneeennn. $147750 $ 87.250 $ 235,000
3.
KIKUCHI AND JONES
Balance Sheet
December 31, 2015
Assets
Current assets:
[02= 1) | TR $ 32,000
Accounts receivable.........cccccceereniiriniiinennen. 42,300
Supplies......ccmmreecciiirrrr s 1,500
Total current assets......ccccccevvrrveeenciinnnns $ 75,800
Property, plant, and equipment:
Office equipment...........ccccceiiiiiiiiiiiininnnnenens 249,100
Less accumulated depreciation........... 81,900
Total property, plant, and equipment 167,200
Total assets........ccceeeeciiiriiireercrr s $ 243,000
Liabilities
Current liabilities:
Accounts payable.........ccccccerrrriiiicciineeeenn. $ 4,800
Salaries payable.........ccccciririiiiiiiniies 3,200
Total liabilitieS.....ccceecerreeeererreeeeeereee e eeeeeeereeeeeas $ 8,000
Partners’ Equity
Shizuka Kikuchi, capital...........ccceecerreennrnneeee. 147,750
Kilmeny Jones, capital...........ccoevemecciiiiinnnncnees 87,250
Total partners’ equity.......ccoeeeemeeeiiiciiiiiiiiiinn, 235,000
Total liabilities and partners’ equity............... $ 243,000



Prob. 11-6B

1. APr.30INVENtOry.....ccoooiiiiieece e 6,480
Accumulated Depreciation — Equipment............ 51,700
Equipment.........ooo 29,000*
Accounts Receivable.............ccoooeeveiviiiinnnn.. 2,800
Allowance for Doubtful Accounts.................. 380**
Sadhil Rao, Capital...........cccooeeeeiiiiiieeennn. 42,000
Lauren Sails, Capital...........cccccvvviieiiieeennnn.. 42,000
"$194,000 — $165,000

**($38,400 — $2,800) x 5%] — $1,400
2. May 1 Lauren Sails, Capital............ccoceeeeeieiiieeieeeein. 55,000
Paige Hancock, Capital............cccceeeeeeeenn.n. 55,000

T Cash. 30,000
Paige Hancock, Capital............cccceeeeeeeenn.n. 30,000



Prob. 11-6B  (Concluded)
3.

RAO, SAILS, AND HANCOCK

Balance Sheet

May 1, 2015
Assets

Current assets:

Cash... $ 37,500°

Accounts receivable..........cccccceiiiiiienniiiinnns $35,600

Less allowance for doubtful accounts..... 1,780 33,820

Inventory.......ei 65,480

Prepaid insurance..........ccccceevrreniiireennenecnn. 2,200

Total current assets......ccccccovvrrveeenciinnnns $139,000

Property, plant, and equipment:

Equipment..........iiiiiiiiiiiirreerrenne s 194,000
Total assets......ccovreeiiiiiiieir e s $333.,000

Liabilities

Current liabilities:

Accounts payable.........ccccccerrrriiiicciinneeenn. $ 9,000

Notes payable..........cccovvvmmmmrmmriiies 10,000
Total liabilitieS....cuceeeerreere e ereee e e e e eeeeeas $ 19,000

Partners’ Equity

Sadhil Rao, capital........ccceeeemeceiiere, 152,000?
Lauren Sails, capital.........ccccocerrrieeriiineersiinnnnns 77,000°
Paige Hancock, capital...........ccccoevviiiiiiniiinnnnnn. 85,000
Total partners’ equity.........cccoommremeciiiiinnneeannnnn. 314,000
Total liabilities and partners’ equity............... $333.000
$7,500 + $30,000

2$110,000 + $42,000
°$90,000 + $42,000 — $55,000
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2015
Dec. 31 Sandra Brox, Capital..........ccccevveeemnnnnccnnn.
Amelia Donald, Capital...........cccceeemmrrrernn.
Alex Caesar, Capital.......ccccceemmmmnnicccininnnnn.
INVeNtory..... e

Allowance for Doubtful Accounts

'($1,550 + $3,000) x 4/7
%($1,550 + $3,000) x 2/7
%($1,550 + $3,000) x 1/7

1.
a.
2015
Dec. 31 Sandra Brox, Capital............cccoeveiiicccnnnnees
Cash..ccrr s
Notes Payable..........cccccmmiiiiiiiiiiiiinnnnnns
$144,600 — $2,600
b.
2015
Dec. 31 Sandra Brox, Capital.........cccceeemmennicccinnnnn.
Amelia Donald, Capital...........cccceecmmrrrernnn.
Alex Caesar, Capital.......cccccemmmmnniccciniinnn,
Cash...... s
Notes Payable...........cccccvriririiiriiinnnnnnns
1($145,000 - $142,000) x 2/3
%($145,000 - $142,000) x 1/3
c.
2015
Dec. 31 Sandra Brox, Capital.......ccccceemmenncciiinnnnn.
Cash.....e s
Notes Payable..........cccccrririiriiiiiinnnnnnns
Amelia Donald, Capital.............cceeuee....
Alex Caesar, Capital..........ccccmrrrrrnnnnnnns

($142,000 - $136,000) x 2/3
?($142,000 - $136,000) x 1/3

2,600’
1,300?
650°

142,000’

142,000
2,000’
1,000?

142,000

1,550
3,000

42,000
100,000

45,000
100,000

36,000
100,000
4,000*
2,000?
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3.
2016
Dec. 31

Income Summary...................
Amelia Donald, Capital......

Alex Caesar, Capital.....cccccceeeeccccciiieeiennnn.

Amelia Donald, Capital..........

Alex Caesar, Capital.......ccccceeemmmmmeccccccccceceen,
Amelia Donald, Withdrawails......................

Alex Caesar, Withdrawals

240,000
160,000
80,000
84,000
60,000
84,000
60,000
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1. LACY, OLIVER, AND DUSSAULT
Statement of Partnership Liquidation
For Period July 3-29, 2015

Capital
Lacy Oliver Dussault
Cash + AR = Liabilities + (50%) + (25%) + (25%)
Balances before sale of assets........ $ 5,800 $ 82,400 $ 15,000 $ 28,200 $ 7,800 $ 37,200
Sale of A/R and division of loss....... + 33,200 — 82,400 — — 24,600 — 12,300 = 12,300
Balances after sale of assets........... 39,000 0 15,000 3,600 (4,500) 24,900
Payment of liabilities..........cccccceee — 15,000 — — 15,000 — — —
Balances after payment of liabilities 24,000 0 0 3,600 (4,500) 24,900
Receipt of deficiency......................... + 4,500 — — — + 4,500 —
Balances.........ccccoieeiiimiinicneeneenneans 28,500 0 0 3,600 0 24,900
Cash distributed to partners............ — 28,500 — — — 3,600 — — 24,900
Final balances.........cccceeeeeecvvvivnennnnnns $ 0 $ 0 $ 0 $ 0o $ 0 $ 0
2. a. Whitney Lacy, Capital.........ccccccmrrireriiiiiiniciiciinneens 3,000
Marc Dussault, Capital.......ccccceeeeirrimrreemcccieeeereeceennnn, 1,500
Eli Oliver, Capital............ccerveemmccccieeeeeeeeeceee, 4,500

The $4,500 deficiency of Oliver would be divided between the other partners, Lacy and Dussault, in their in-
come-sharing ratio (2:1, respectively). Therefore, Lacy would absorb 2/3 of the $4,500 deficiency, or

$3,000, and Dussault would absorb 1/3 of the $4,500 deficiency, or $1,500.

b. Whitney Lacy, Capital...........ccccevvimmmmrinnrre s 600*
Marc Dussault, Capital......cccccceeeeivrrmrreemncccie e, 23,400**
0= 1= o N 24,000

*$3,600 — $3,000
**$24,900 — $1,500
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1. a.
ORSON, DORR, AND KILLOUGH
Statement of Partnership Liquidation
For Period October 1-30, 2015
Capital
Orson Dorr Killough
Cash + Equip. = Liabilities + (2/5) +  (2/5) + (1/5)
Balances before sale of assets........ $ 9,000 $ 155,000 $ 42,000 $ 48,000 $ 63,000 $ 11,000
Sale of assets and division
(o] < T- 11 o + 195,000 — 155,000 — + 16,000 + 16,000 + 8,000
Balances after sale of assets........... 204,000 0 42,000 64,000 79,000 19,000
Payment of liabilities..........cccccceeuee — 42,000 — — 42,000 — — —
Balances after payment
of liabilities......ccccccerrriiiiiiicciccinnes 162,000 0 0 64,000 79,000 19,000
Cash distributed to partners............ - 162,000 — — — 64,000 — 79,000 - 19,000

A

Final balancCes.......ccccceeeeeveeeeeeeerennennens $ 0 $ 0 $ 0 0 $ 0 $ 0




Prob. 11-9B  Concluded

1. b.

ORSON, DORR, AND KILLOUGH

For Period October 1-30, 2015

Statement of Partnership Liquidation

Balances before sale of assets.........

Sale of assets and division of loss... +

Balances after sale of assets.............

Payment of liabilities

Balances after payment of liabilities

Receipt of deficiency

Balances

Cash distributed to partners
Final balances

2. a. Orson, Capital
Dorr, Capital
Killough, Capital

Capital
Orson Dorr Killough
Cash Equip. = Liabilities + (2/5) (2/5) (1/5)

$ 9,000 $ 155,000 $ 42,000 $ 48,000 $ 63,000 $ 11,000
85,000 —155,000 — —_28,000 — 28,000 — 14,000
94,000 0 42,000 20,000 35,000 (3,000)
— 42,000 — — 42,000 — — —
52,000 0 0 20,000 35,000 (3,000)
+ 3,000 — — — — + 3,000
55,000 0 0 20,000 35,000 0
— 55,000 — — — 20,000 — 35,000 —
$ 0 $ 0 $ 0 $ 0 $ 0 $ 0

1,500

1,500

...................................... 3,000

The $3,000 deficiency of Killough would be divided between the other partners, Orson and Dorr, in their in-
come-sharing ratio (1:1, respectively). Therefore, Orson would absorb 1/2 of the $3,000 deficiency, or
$1,500, and Dorr would absorb 1/2 of the $3,000 deficiency, or $1,500.

b. Orson, Capital
Dorr, Capital

*$20,000 — $1,500
**$35,000 — $1,500

18,500*
33,500**

52,000



SPECIAL ACTIVITIES
Activity 11-1

This scenario highlights one of the problems that arise in partnerships: attempt-
ing to align contribution with income division. Often, disagreements are based on
honest differences of opinion. However, in this scenario, there is evidence that
Hayes was acting unethically. Hayes apparently made no mention of his plans to
“scale back” once the partnership was formed. As a result, Edwards agreed to an
equal division of income based on the assumption that Hayes’s past efforts
would project into the future, while in fact, Hayes had no intention of this. As are-
sult, Edwards is now providing more effort, while receiving the same income as
Hayes. This is clearly not sustainable in the long term. Hayes does not appear to
be concerned about this inequity. Thus, the evidence points to some dishonesty
on Hayes’s part. Essentially, he knows that he is riding on Edwards’s effort and
had planned it that way.

Edwards could respond to this situation by either withdrawing from the partner-
ship or changing the partnership agreement. One possible change would be to
provide a partner salary based on the amount of client billings. This salary would
be highly associated with the amount of revenue brought into the partnership,
thus avoiding disputes associated with unequal contributions to the firm.

Activity 11-2

A good solution to this problem would be to divide income in three steps:
1. Provide interest on each partner’s capital balance.
2. Provide a monthly salary for each partner.
3. Divide the remainder according to a partnership formula.

With this approach, the return on capital and effort will be separately calculated in
the income division formula before applying the percentage formula. Thus,
Becker

will receive a large interest distribution based on the large capital balance, while
Morrow should receive a large salary distribution based on the larger service con-
tribution. The return on capital and salary allowances should be based on prevail-
ing market rates. If both partners are pleased with their return on capital and ef-
fort, then the remaining income could be divided equally among them.



Activity 11-3

When developing an LLP, the partnership agreement is a critical part of establish-
ing a business. Each party must consider the various incentives of each individ-
ual in the LLP. For example, in this case, one party, Kelly Herron, is providing all
of the funding, while the other two parties are providing expertise and talent. This
type of arrangement can create some natural conflicts because the interests of an
investor might not be exactly the same as those operating the LLP. Specifically,
you would want to advise Herron that not all matters should be settled by major-
ity vote. Such a provision would allow the two non-investing members to vote as
a block to the disadvantage of Herron. For example, the salaries for the two work-
ing members could be set by their vote, so that little profit would be left to be dis-
tributed. This would essentially keep Herron’s return limited to the 10% preferred
return. Herron should insist that salary allowances require unanimous approval
of all members.

A second issue is the division of partnership income. The suggested agreement
is for all the partners to share the remaining income, after the 10% preferred re-
turn, equally. Herron should be counselled to consider all aspects of the LLP con-
tribution to determine if this division is equitable. There are many considerations
including the amount of investment, risk of the venture, degree of expertise of
noninvesting partners, and degree of exclusivity of noninvesting partners’ effort
contribution (unique skills or business connections, for example). Often, the sim-
ple assumption of equal division is not appropriate.

In addition, it is sometimes best to require even working partners to have an in-
vestment in the LLP, even if it is small, so that they are sensitive to the perspec-
tive of financial loss.

Activity 11-4

1. The partners can divide net income in any ratio that they wish. However, in
the absence of an agreement, net income is divided equally between the
partners. Therefore, Jasmine’s conclusion was correct, but for the wrong
reasons. In addition, note that the monthly withdrawals have no impact on
the division of income.

2. When dividing income among partners, consideration should be given to
skills and experience of the partners, amount of time spent in the opera-
tion, and investment of funds or assets.

3. There are many possible answers regarding a recommended division of in-
come. Students should consider Jasmine’s capital investment, additional
years of experience, and Dawn’s additional time devoted to the business.



