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Accounting treatment of Revaluation of Assets and Reassessment of Liabilities: 
When a new partner joins the firm, it is very important to revalue the assets and liabilities of the firm for ascertaining its 
true and fair values. This is done because the value of assets and liability may have increased or decreased and 
consequently their corresponding figures in old balance sheet may either be understated or overstated. Moreover, it may 
also be possible that some of assets and liabilities are left unrecorded. These assets and liabilities are revalued so that there is 
no undue gain to the incoming partner. 
Thus, in order to record the increase and decrease in the market value of assets and liabilities, revaluation account is 
created and any profit or losses associated with this increase or decrease are distributed among the old partners of the firm. 
 
Meaning of Revaluation Account: The account which is prepared to record changes in the value of assets and liabilities at 
the time of admission, retirement, death and change in profit sharing ratio is called Revaluation Account or Profit and Loss 
Adjustment Account. It is debited by decrease in the value of assets and increase in the amount of liabilities and credited 
with increase in the value of assets and decrease in the amount of liabilities. If total of credit side is greater than debit side 
the difference is gain/profit and vice versa which is distributed among the old partners of the firm in their old profit-sharing 
ratio.  

Accounting Entries: 

 

Format of Revaluation Account: 
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When Assets and Liabilities continue to appear at Old Values in the books:  

 

 
 

Accounting treatment of Accumulated Profits/Losses, Reserve: The new partner is not entitled to any 

share in undistributed profits or losses appearing in the balance sheet at the time of admission, as these are earned by the 

old partners. So, these should be transferred to old partners’ capital/current account. 

 

 For Undistributed Profits: 
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 For Undistributed Losses:  

 
 

Accounting treatment of Workmen Compensation Reserve: Workmen Compensation Reserve is a 

reserve created out of firm’s profits to meet possible liability to pay compensation to employees if it arises. It 

means, a claim may or may not arise. It also means that claim may be higher than amount of reserve. The treatment 

of Workmen Compensation Reserve represented by compensation payable to workers is an external liability and 

the balance of amount left, if any, is an internal liability payable to partners. The treatment of Workmen 

Compensation Reserve is as follows: 

 
IF NO LIABLITY OR CLAIM EXIST AGAINST WORKMEN COMPENSATION RESERVE: In such a case, entire amount of 
Workmen Compensation Reserve is transferred to the Old Partner’s Capital/ Current Accounts in their old profit-sharing 
ratio. 
Workmen Compensation Reserve A/c………………………………………………Dr.    
   To Old Partner’s Capital/ Current A/cs    (in old ratio)  
(Being the amount of Workmen Compensation Reserve credited in their old profit-sharing ratio) 
IF CLAIM FOR WORKMEN COMPENSATION EXIST: In such a situation, treatment of Workmen Compensation Reserve 
depends on the amount of liabilities. There can be three possible situations: In such a situation, treatment of Workmen 
Compensation Reserve depends on the amount of liabilities. There can be three possible situations: 
 
If the claim is lower than the amount of Workmen Compensation Reserve: The amount of estimated claim is transferred to 
Provision for Workmen Compensation Claim Account and excess Workmen Reserve over the Workmen Compensation Claim 
is credited to old partners in their old profit-sharing ratio. 
Workmen Compensation Reserve A/c……………………………………….Dr. 
    To Provision for Workmen Compensation Claim A/c 
    To Old partner’s Capital/ Current A/cs 
(Being the provision for estimated claim made and balance transferred to Old Partner’s Capital Accounts in their old profit-
sharing ratio) 

https://commerceiets.com/partners-capital-accounts/
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If the claim is equal to the Workmen Compensation Reserve: Workmen Compensation Reserve is transferred to Provision 
for Workmen Compensation Claim Account and no amount is left for distribution among the old partners. 
Workmen Compensation Reserve A/c……………………………………….Dr. 
    To Provision for Workmen Compensation Claim A/c 

 
If the claim is higher than the amount of Workmen Compensation Reserve: The amount of Workmen Compensation 
reserve is transferred to Provision for Workmen Compensation Claim Account and shortage being a loss, is debited to 
Revaluation Account. 
Workmen Compensation Reserve A/c……………………………..…Dr. 
Revaluation A/c………………………………………………………………….Dr.                 
    To Provision for Workmen Compensation Claim A/c 
(Being the amount of claim debited to Workmen Compensation Reserve and Revaluation Account) 
 
Old Partner’s Capital/ Current A/cs…………………………………………..Dr.                 
    To Revaluation A/c 
(Being the loss on Revaluation is transferred to Capital or current 
Accounts of old partners in their old ratio) 
In case, Claim for Workmen Compensation is determined or accepted, it becomes a liability. In this case, Workmen 
Compensation Claim Account is credited instead of Provision for Workmen Compensation Claim Account. 
 
 
WHEN PARTNERS DECIDE NOT TO CLOSE THE WORKMEN COMPENSATION RESERVE: In this case the gaining partner 
compensate sacrificing partner proportionately of the amount of workmen compensation reserve against which there is no 
liability. 
Gaining Partner Capital/ Current A/c……………………………………Dr.                 
   To Sacrificing Partner’s Capital/ Current A/c 

 

Accounting treatment of Investment Fluctuation Reserve: Investment Fluctuation Reserve is a reserve 

created out of the profits to meet the fall in the market value of investments. It is created to adjust the difference between 
the book value and market value of investment. Excess of IFR over difference between book value and market value is 
credited to old partners in their old profit-sharing ratio. 

 
 

IF BOOK VALUE AND MARKET VALUE IS SAME: The amount of IFR is transferred to Old partner’s Capital or Current 
Accounts in their old profit sharing ratio. 
Investment Fluctuation Reserve A/c                                                  Dr. 
  To Old Partner’s Capital/ Current A/cs                       (In Old Ratio) 
 

https://commerceiets.com/sacrificing-ratio/
https://commerceiets.com/partners-capital-accounts/
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IF MARKET VALUE OF INVESTMENT IS LESS THAN THE BOOK VALUE: In such a case, treatment of IFR depends upon the 
quantum of decrease. There can be three possibilities: 
Fall in value is less than IFR: IFR, to the extent of fall in the value, is transferred to Investment Account and the balance is 
distributed among the old partners in their old profit-sharing ratio. The entry is: 
Investment Fluctuation Reserve A/c                                        Dr. 
 To Investment A/c                         (Book Value- Market Value) 
 To Old Partner’s Capital/ Current A/cs 

 
Fall in the value is equal to IFR: The amount of IFR is transferred to Investment Account and no amount is distributed 
among the old partners. The entry is:  
Investment Fluctuation Reserve A/c                                        Dr. 
   To Investment A/c 
 
Fall in the value is More than IFR: In this situation, the amount of IFR along with the balance amount of fall in the value is 
transferred to Investment Account. The amount in excess of amount of Investment Fluctuation Reserve is debited 
to Revaluation Account. Loss on such Revaluation is transferred to old partner’s Capital Accounts in their old profit-sharing 
ratio. The journal entries passed are: 
Investment Fluctuation Reserve A/c                                        Dr. 
Revaluation A/c                                                                            Dr. 
    To Investment A/c 
 
Old Partner’s Capital/ Current A/cs                                         Dr. 
   To Revaluation A/c     
(For Loss on Revaluation) 
 
WHEN THERE IS AN INCREASE IN MARKET VALUE OF INVESTMENT: In such a situation, entire Investment Fluctuation 
Reserve is distributed o old partners in their old profit-sharing ratio and increase in value is credited to Revaluation Account. 
Gain on such revaluation is transferred to Old partner’s Capital accounts in old profit-sharing ratio. The journal entries 
passed are: 
Investment Fluctuation Reserve A/c                                        Dr. 
   To Old Partner’s Capital A/cs 
 
Investment A/c                                                                            Dr. 
   To Revaluation A/c 
(For Increase in the value of Investment) 
 
Revaluation A/c                                                                           Dr. 
   To Old Partner’s Capital/ Current A/cs 
(For Profit on Revaluation) 

 
Adjustment of partners’ capitals: 
Based on New profit-sharing ratio: Sometimes, at the time of admission, the partners agree that their capitals should also 

be adjusted to be proportionate to their profit-sharing ratio.  In such a situation, if the capital of the new partner is given, the 

same can be used as a base for calculating the new capitals of the old partners. The capitals thus ascertained should be 

compared with their old capitals after all adjustments relating to goodwill reserves and revaluation of assets and liabilities, 

etc. have been made; and then the partner whose capital falls short, will bring in the necessary amount to cover the 

shortage and the partner who has a surplus, will withdraw the excess amount of capital. 

 

Total Capital Specified: Sometimes, the total capital of the firm may clearly be specified, and it is agreed that the capital of 

each partner should be proportionate to his share in profits.  In such a situation each partner’s capital (including the new 

partner’s capital to be brought by him) is calculated based on his share in profits. By bringing in additional amount or 

withdrawal of excess amount, the final capital of each partner can be brought up to the required level. It may be noted that 

subject to agreement among the partners, surplus or deficiency in each old partners’ capital accounts can also be taken care 

of simply by transfer to their respective current accounts. 

https://commerceiets.com/revaluation-account/
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Adjustment of Partners' Capital  

Case 1. Calculation of New Partner's Capital on the basis of Old Partners  

 Step 1. Calculate the adjustment closing capitals of old Partners (after all adjustments have been made)  

 Step 2. Calculate the total closing Capital of New Firm as under:  

Total capital of New Firm = Combined adjusted Closing Capitals of Old Partners X Reciprocal of remaining share of 

profit of old partners.  

 Step 3. Calculate the proportionate Capital of New Partner as under:  

New Partner's Capital =Total capital of new firm x New partner's proportion of share of profit.  

 

Case 2. Adjustment of Old Partners’ Capital on the basis of New Partner's Capital  

 Step 1. Calculate total capital of new firm on the basis of new partner's capital i.e. new partner's capital X Reciprocal 

of proportion of share profit of new partner. 

 Step 2. Calculate the new capital of old partners by dividing the total capital in their new profit-sharing ratio.  

 Step 3. Calculate the adjusted closing capitals of old partners (i.e. after all adjustments have been made)  

 Step 4. Calculate the surplus /deficiency in each of the old partner's capital account by comparing the new capital 

with their adjusted old capital which is adjusted through cash or transferred to their Current A/c  

 

Adjustment of Surplus/Deficiency through Cash:  

(a) If Capital of Old Partners falls short (Deficit), bring in cash:  

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

  To Partners' Capital A/c s  

(b) If capital of old partner has a surplus, withdraw cash:  

 Partners' Capital A/cs ....Dr.  

  To Cash/Bank A/c  

 

Adjustment of Surplus/Deficiency through Partner's Current Account:  

(a) If the existing capital is more than his required capital (surplus)  

 Partner's Capital A/c ....Dr.  

  To Partner's Current A/c  

(b) If the existing capital is less than his required capital (deficit)  

 Partner's Current A/c ....Dr.  

  To Partner's Capital A/c  

Note: If Current Account shows a Credit Balance, it is taken to the Liabilities side of the Balance Sheet. However, if Current 

Account shows a Debit Balance, it is placed on the Assets side of the Balance Sheet. 


