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ADMISSION OF A PARTNER: A new partner may be admitted when the firm needs additional capital or 

managerial help. According to the provisions of Partnership Act 1932 unless it is otherwise provided in the partnership deed 

a new partner can be admitted only when the existing partners unanimously agree for it. For example, Hari and Haque are 

partners sharing profits in the ratio of 3:2. On April 1, 2019 they admitted John as a new partner with 1/6 share in profits of 

the firm. With this change now there are three partners of the firm and it stand reconstituted. 

 

When firm requires additional capital or managerial help or both for the expansion of its business a new partner may be 

admitted for supplementing its existing resources. According to the Partnership Act 1932, a new partner can be admitted 

into the firm only with the consent of all the existing partners unless otherwise agreed upon. With the admission of a new 

partner, the partnership firm is reconstituted, and a new agreement is entered into to carry on the business of the firm. A 

newly admitted partner acquires two main rights in the firm– 

 Right to share the assets of the partnership firm 

 Right to share the profits of the partnership firm  

 

For the right to acquire share in the assets and profits of the partnership firm, the partner brings an agreed amount of 

capital either in cash or in kind. Moreover, in the case of an established firm which may be earning more profits than the 

normal rate of return on its capital the new partner is required to contribute some additional amount known as premium or 

goodwill. This is done primarily to compensate the existing partners for loss of their share in super profits of the firm.  

Following are the other important points which require attention at the time of admission of a new partner:  

 New profit-sharing ratio and Sacrificing ratio 

 Valuation and Treatment of Goodwill 

 Accounting treatment of revaluation of assets and reassessment of liabilities 
 Accounting treatment of accumulated profit, reserves, and accumulated loss 
 Adjustment of partners’ capitals 

 

New Profit-Sharing Ratio: When new partner is admitted he acquires his share in profits from the old partners. In other 

words, on the admission of a new partner, the old partners sacrifice a share of their profit in favour of the new partner. But 

what will be the share of new partner and how he will acquire it from the existing partners is decided mutually among the 

old partners and the new partner. However, if nothing is specified as to how does the new partner acquire his share from 

the old partners; it may be assumed that he gets it from them in their profit-sharing ratio. In any case, on admission of a 

new partner, the profit-sharing ratio among the old partners will change keeping in view their respective contribution to the 

profit-sharing ratio of the incoming partner. Hence, there is a need to ascertain the new profit-sharing ratio among all the 

partners. This depends upon how the new partner acquires his share from the old partners for which there are many 

possibilities.  

Let us understand it with the help of the following illustrations: 

Question1: Anil and Vishal are partners sharing profits in the ratio of 3:2. They admitted Sumit as a new partner for 1/5th 
share in the future profits of the firm. Calculate new profit-sharing ratio of Anil, Vishal and Sumit. 
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Question2: Akshay and Bharati are partners sharing profits in the ratio of 3:2. They admit Dinesh as a new partner for 1/5th 
share in the future profits of the firm which he gets equally from Akshay and Bharati. Calculate new profit-sharing ratio of 
Akshay, Bharati and Dinesh. 

 
 
Question3: Ram and Shyam are partners in a firm sharing profits in the ratio of 3:2. They admit Ghanshyam as a new 
partner. Ram surrenders 1/4th of his share and Shyam 1/3rd of his share in favour of Ghanshyam. Calculate new profit-
sharing ratio of Ram, Shyam and Ghanshyam. 
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Sacrificing Ratio: It is the ratio in which the old partners have agreed to sacrifice their share of profits in favour of new or 

incoming partner. The ratio is normally clearly given as agreed among the partners which could be the old ratio, equal 

sacrifice, or a specified ratio. The difficulty arises where the ratio in which the new partner acquires his share from the old 

partners is not specified. Instead, the new profit-sharing ratio is given. In such a situation, the sacrificing ratio is to be 

worked out by deducting each partner’s new share from his old share.  

Sacrificing Ratio = Old Ratio – New Ratio 

 Let us understand it with the help of the following illustrations: 

Question 4: Rohit and Mohit are partners in a firm sharing profits in the ratio of 5:3. They admit Bijoy as a new partner for 
1/7th share in the profit. The new profit-sharing ratio will be 4:2:1. Calculate the sacrificing ratio of Rohit and Mohit. 

 

 
Question 5: Amar and Bahadur are partners in a firm sharing profits in the ratio of 3:2. They admitted Marry as a new 
partner for 1/4 share. The new profit-sharing ratio between Amar and Bahadur will be 2:1. Calculate their sacrificing ratio. 
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Accounting Treatment of Goodwill: At the time of admission of a partner, treatment of Goodwill is necessary to 
compensate the old partners for their sacrifice. The incoming partner must compensate the existing partners because he is 
going to acquire the right to share future profits and his share is sacrificed by old partners. If goodwill (Premium) is paid to 
old partners privately or outside the business by the new partner, then on entry is required in the books of the firm. There 
may be different situations about the treatment of goodwill at the time of the admission of the new partner.  

Let us discuss journal entries for each different situation: 
I. When Premium for Goodwill is paid privately by new partner:  In case a new partner pays premium to the old 

partners privately or directly or outside the business, it will not be recorded because it is an out of business 
transaction. However, entry will be passed for capital brought in by new partner. 
 

II. When Premium for Goodwill is brought in business by new partner in cash and retained in the business:  

 

SITUATION/CASES JOURNAL ENTRY REMARKS 

Premium for Goodwill is brought in by 
new partner 

Cash/Bank A/c                                                                Dr 
   To Premium for Goodwill A/c 

 

For distributing premium to sacrificing 
(old) partners 

Premium for Goodwill A/c                                            Dr 
   To Sacrificing Partner’s Capital/ Current A/c  

 Sacrificing Ratio 

Alternatively, one entry may be passed Cash/Bank A/c                                                                Dr 
   To Sacrificing Partner’s Capital/ Current A/c 

 

 

III. When Premium for Goodwill is brought in kind: 
 

SITUATION/CASES JOURNAL ENTRY REMARKS 

For Assets brought in by new partner Assets A/c                                                                        Dr 
   To Incoming Partners Capital A/c  
   To Premium for Goodwill A/c 

Individually 
Capital Amount 
Share of goodwill 

For distributing premium to sacrificing 
(old) partners 

Premium for Goodwill A/c                                            Dr 
   To Sacrificing Partner’s Capital/ Current A/c  

Sacrificing Ratio 

 

IV. When new partner cannot bring his share of Premium for Goodwill in cash; adjustment is made through the 

Current Account:  

 

SITUATION/CASES JOURNAL ENTRY REMARKS 

Share for Premium for Goodwill not 
brought in by new partner in cash 

Incoming/New Partner’s Current A/c                         Dr 
  To Sacrificing Partner’s Capital/ Current A/c 

Share of goodwill 
Sacrificing Ratio 

 

V. When Premium for Goodwill is brought in business by new partner in cash and is withdrawn by Sacrificing 

Partners either fully or partly:  

 

SITUATION/CASES JOURNAL ENTRY REMARKS 

Premium for Goodwill is brought in by 
new partner 

Cash/Bank A/c                                                                Dr 
   To Premium for Goodwill A/c 

 

For distributing premium to sacrificing 
(old) partners 

Premium for Goodwill A/c                                            Dr 
   To Sacrificing Partner’s Capital/ Current A/c  

 Sacrificing Ratio 

For withdrawal of premium money Sacrificing Partner’s Capital/ Current A/c                  Dr 
   To Cash/Bank A/c                                                          
 

Amount withdrawn 
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VI. When new or incoming partner bring in a part of Premium for Goodwill in cash:  

 

SITUATION/CASES JOURNAL ENTRY REMARKS 

Premium for Goodwill is brought in by 
new partner (Paid Amount) 

Cash/Bank A/c                                                                Dr 
   To Premium for Goodwill A/c 

 

For disturbing and unpaid amount of 
Premium for Goodwill 

Incoming/New Partner’s Current A/c                         Dr 
Premium for Goodwill A/c                                            Dr 
   To Sacrificing Partner’s Capital/ Current A/c  

Unpaid Amount 
Brought in Amount 
Sacrificing Ratio 

 
VII. Goodwill appears in the Old Balance Sheet and New/Incoming Partner bring in Premium for Goodwill in full or in 

part and is withdrawn by Sacrificing Partners either fully or partly:  

 

SITUATION/CASES JOURNAL ENTRY REMARKS 

Write-off the existing goodwill (if any) 
appearing in the books of the firms 

Old Partner’s Capital/Current A/c                               Dr  
    To Goodwill A/c 

[In old ratio] 
 

Premium for Goodwill is brought in by 
new partner 

Cash/Bank A/c                                                                Dr 
   To Premium for Goodwill A/c 

 

For distributing premium to sacrificing 
(old) partners 

Premium for Goodwill A/c                                            Dr 
   To Sacrificing Partner’s Capital/ Current A/c  

 Sacrificing Ratio 

For unpaid amount of Premium for 
Goodwill 

Incoming/New Partner’s Current A/c                         Dr 
   To Sacrificing Partner’s Capital/ Current A/c  

Unpaid Amount 
Sacrificing Ratio 

For withdrawal of premium money Sacrificing Partner’s Capital/ Current A/c                  Dr 
   To Cash/Bank A/c 

Amount withdrawn 

 

VIII. Goodwill appears in the Old Balance Sheet and New/Incoming Partner cannot bring his share of Premium for 

Goodwill in cash; adjustment is made through the Current Account:  

 

SITUATION/CASES JOURNAL ENTRY REMARKS 

Write-off the existing goodwill (if any) 
appearing in the books of the firms 

Old Partner’s Capital/Current A/c                               Dr  
    To Goodwill A/c 

[In old ratio] 
 

Share for Premium for Goodwill not 
brought in by new partner in cash 

Incoming/New Partner’s Current A/c                         Dr 
  To Sacrificing Partner’s Capital/ Current A/c 

Share of goodwill 
Sacrificing Ratio 

 


