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Understanding the concepts of Calculation of New Ratio and Gaining Ratio is crucial for
partners in a business when there is a change in the partnership structure. Changes such
as admission, retirement, or death of a partner often lead to adjustments in profit-sharing
ratios. Proper calculation of the new ratio and gaining ratio ensures transparent and fair
distribution of profits among existing and new partners. This article provides a
comprehensive guide to understanding and calculating these ratios, with detailed steps,
formulas, and practical examples.

Introduction to Profit-Sharing Ratios in
Partnership

In a partnership, profit-sharing ratios determine how profits and losses are distributed
among partners. Typically, partners agree on an initial ratio based on their capital
contribution, effort, or mutual agreement. However, situations like partner admission or
retirement necessitate recalculating these ratios to reflect the current partnership
structure.

Key Terms:

- Old Ratio: The profit-sharing ratio among existing partners before any change.

- New Ratio: The profit-sharing ratio among partners after the change.

- Gaining Ratio: The share of profit gained by a partner due to the change, calculated as
the difference between the new ratio and the old ratio.

Reasons for Changes in Profit-Sharing Ratios

Changes to profit-sharing ratios occur due to:

- Partner Admission: New partner joins the firm.

- Partner Retirement or Death: A partner exits the partnership.

- Reconstitution of Partnership: Any restructuring or reorganization.

These changes impact the distribution of profits, necessitating calculation of the new ratio



and gaining ratio to ensure fairness.

Understanding Old, New, and Gaining Ratios

Before diving into calculations, it's essential to understand the definitions:

- Old Ratio: The existing profit-sharing ratio among partners before the change.
- New Ratio: The revised profit-sharing ratio after the change.
- Gaining Ratio: The amount of profit share gained by each partner due to the change.

Important Note:
The gaining ratio is only relevant when a partner is admitted or when a partner gains a

share from others. It helps in settling accounts related to revaluation of assets, goodwill,
and adjustments.

Steps to Calculate New Ratio and Gaining Ratio

Calculating these ratios involves systematic steps:

Step 1: Establish the Old Ratio

- Obtain the existing profit-sharing ratio among partners before the change.

Step 2: Determine the New Ratio

- Ascertain the new profit-sharing ratio among all partners post-change.
- This may involve considering the partners' capital contributions, mutual agreement, or
specified ratios.

Step 3: Calculate the Gaining Ratio

- For each existing partner, compute the difference:
Gaining Ratio = New Ratio - Old Ratio

- For the new partner, the gaining ratio is their share in the new ratio.



Step 4: Verify the Gaining Ratio

- Ensure that the sum of gaining ratios of all partners equals 100% or 1 in decimal form,
reflecting the total profit share.

Formulas for Calculating Ratios

- Old Ratio: Given or known.

- New Ratio: Given or determined based on agreement.
- Gaining Ratio:

For each partner

"Gaining Ratio = New Ratio - Old Ratio®

Practical Examples of Calculation

To solidify understanding, consider the following example:
Example: Partner Admission in a Partnership

Suppose P, Q, and R are partners sharing profits in the ratio 2:2:1. A new partner, S, is
admitted, and the new profit-sharing ratio is agreed upon as 3:3:2:2.

Step-by-step Calculation:

1. Old Ratio:
-P=2/5=04
-Q=2/5=04
-R=1/5=0.2
2. New Ratio:
-P=3/10=0.3
-Q=3/10=0.3
-R=2/10=0.2
-S=2/10=0.2

3. Calculate Gaining Ratios:

-P: 0.3-0.4 =-0.1 (P has actually reduced share)
-Q:03-04=-0.1

-R:0.2-02=0

-S: 0.2 -0 (since S is new) = 0.2

4. Interpretation:
- P and Q’s shares decreased; they did not gain.



- R’s share remained same.
- S has gained 0.2, or 20% of the profit share.

Special Cases in Calculation

1. When a partner retires

- The retiring partner's share is transferred to remaining partners.
- The new ratio is based on the remaining partners’ agreement.

- Gaining ratio is calculated among the remaining partners.

2. When a partner is admitted with a different ratio
- The old ratio is compared with the new ratio.

- The gaining ratio helps in settling accounts among partners.

3. When no explicit ratio is provided
- Ratios may need to be derived from capital contributions or previous agreements.

Gaining Ratio vs. Revaluation of Assets and
Goodwill

The gaining ratio is particularly significant during:

- Revaluation of Assets and Liabilities: Adjustments are made based on new ratios.

- Goodwill Adjustment: When a new partner joins, goodwill is revalued, and shares are
adjusted based on gaining ratios.

Settlement Procedure:

- The gaining ratio determines how the goodwill and revaluation gains/losses are shared
among partners.

Accounting Entries for Ratio Adjustments

When calculating and adjusting profit-sharing ratios, certain journal entries are used:

- For Admission:

Bank A/c Dr. (for premium received, if any)



To Old Partners’ Capital Accounts
(For share of goodwill or premium)

- For Revaluation:

Revaluation A/c Dr.
To Asset/Suitability A/cs

- To Transfer Old Ratios to New Ratios:

Partners’ Capital A/cs Dr.
To Revaluation A/c

Conclusion

Calculating the new ratio and gaining ratio is essential for ensuring fairness in profit
sharing during changes in partnership. Accurate computation involves understanding the
existing ratios, the new agreements, and the differences (gains or losses). Proper
application of these concepts aids in smooth settlement of accounts, revaluation of assets,
and maintaining transparency among partners.

By mastering these calculations, a partner or accountant can effectively manage
partnership adjustments, ensuring all partners' interests are protected and accurately
reflected in the partnership accounts. Whether admitting a new partner or retiring an
existing one, understanding the nuances of ratio calculation is fundamental for sound
partnership management and financial clarity.
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Frequently Asked Questions

What is the method to calculate the new ratio among
partners P, Q, and R after admission or retirement?

The new ratio is calculated by determining each partner's share in the profit after the



change, based on the profit sharing ratio and adjustments for goodwill or revaluation,
often involving the calculation of the total profit share and then dividing it among the
partners accordingly.

How do you determine the gaining ratio among partners
P, Q, and R?

The gaining ratio is found by comparing the new profit-sharing ratios of the partners to
their old ratios and identifying how much each partner's share has increased. It is
calculated as the difference between the new ratio and the old ratio for each partner.

What is the significance of calculating the new ratio and
gaining ratio in partnership accounting?

Calculating the new and gaining ratios helps determine each partner's revised profit
sharing and their respective gains or losses due to admission, retirement, or reconstitution
of the partnership, ensuring fair adjustment of profits and liabilities.

How does the calculation of the gaining ratio affect the
distribution of goodwill in partnership?

The gaining ratio influences how goodwill is valued and distributed among partners. The
partner with a higher gaining ratio may be allocated a larger share of goodwill, reflecting
their increased interest in the partnership after changes.

When partners P, Q, and R share profits in the ratio
2:2:1, how is the new ratio calculated if P and Q admit a
new partner S?

The new ratio is calculated by determining the new profit-sharing ratios after S's
admission, based on the agreed profit-sharing arrangement, and then comparing the old
ratios to find the gains or changes among P, Q, and R.

What are the steps involved in calculating the gaining
ratio among partners?

The steps include: (1) Determining the old profit-sharing ratio, (2) Calculating the new
profit-sharing ratio after the change, (3) Subtracting the old ratio from the new ratio for
each partner, and (4) The difference represents the gaining ratio for each partner.

Can the gaining ratio be negative? If yes, what does it
indicate?

Yes, a negative gaining ratio indicates that a partner's share has decreased compared to
their previous share, meaning they have lost some profit-sharing interest due to the
change in partnership structure.



How does the calculation of the new ratio aid in
adjusting the capital accounts during partnership
reconstitution?

Calculating the new ratio ensures that capital accounts are adjusted proportionally to
reflect the updated profit sharing, and it helps in fair distribution of goodwill, revaluation
surplus, and other adjustments among partners.

What is the formula to find the gaining ratio between
two partners, say P and Q?

The gaining ratio between P and Q is calculated by subtracting their old ratios from their
new ratios: Gaining Ratio of P = P's new ratio - P's old ratio, and similarly for Q. The
difference indicates the extent of their gain.

Additional Resources
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Understanding the concepts of New Ratio and Gaining Ratio is fundamental for
partnership firms, especially during the events of admission, retirement, or death of a
partner. These ratios help determine how profit sharing changes and ensure fairness
among remaining or new partners. This detailed guide will explore the definitions,
significance, methods of calculation, and practical examples involving partners P, Q, and R
sharing profits initially in a certain ratio.

Introduction to Partnership Ratios

Partnership firms operate on an agreement where partners share profits and losses
according to a specified ratio. Over time, circumstances such as admission, retirement, or
death necessitate recalculating profit-sharing ratios to reflect new arrangements.

The two critical ratios in such scenarios are:
- New Ratio: The ratio in which the partners share profits after a change.

- Gaining Ratio: The proportion by which partners gain or increase their share of profits
due to the change.



Understanding the Initial Sharing Ratio

Suppose partners P, Q, and R are sharing profits initially in the ratio:
-P:Q:R=a:b:c(e.g., 3:2:1)

This initial ratio is based on the agreement among partners and often correlates with
capital contributions, work done, or other arrangements.

When and Why Is the New Ratio Calculated?

The New Ratio is calculated when there is a change in the partnership structure, such as:
- Admission of a new partner
- Retirement or death of an existing partner

- Reconstitution of the firm

The new ratio reflects the new profit-sharing arrangement among existing and new
partners.

Significance:
- Ensures fair distribution based on current agreements

- Determines the basis for adjusting capital accounts and goodwill
- Helps in calculating Gaining Ratios

Calculation of the New Ratio

Step 1: Determine the Old Ratio
- Usually given or calculated based on initial profit sharing agreement.
Step 2: Identify the New Partner's Share (if any)

- The new partner's profit share is decided based on negotiations, capital contribution, or
other factors.

Step 3: Deduct the New Partner’s Share from Existing Partners’ Shares

- The existing partners’ combined share decreases accordingly.



Step 4: Establish the New Sharing Ratio

- The remaining profit shares are redistributed among the existing partners and the new
partner.

Formula:

\[ \text{New Ratio of Partners} = \frac{\text{Partner's New Share of Profit} } {\text{Total
Profit Share}} \]

Note: If the existing partners’ shares are reallocated without involving a new partner, the
sum of the new ratio components should equal 1 (or 100%).

Calculating the Gaining Ratio

Definition:

The Gaining Ratio indicates how much each partner's share has increased due to the
change.

Calculation:

\[
\text{Gaining Ratio} = \text{Partner's New Ratio} - \text{Partner's Old Ratio}

\]

Steps:

1. Calculate the Old Ratio for each partner.

2. Calculate the New Ratio for each partner.

3. Subtract the Old Ratio from the New Ratio for each partner.

4. The partners with positive differences are gaining partners; those with zero or negative

are not gaining.

Note: The Gaining Ratio is particularly useful when settling accounts or calculating
goodwill adjustments during reconstitution.

Practical Example with P, Q, and R

Suppose:

- Initial profit-sharing ratio: P: Q : R = 3:2:1



- A new partner, S, is admitted, and the new profit-sharing ratio becomes:

P:Q:R:S=25:15:1:1

Step 1: Convert Ratios into Fractions

- Old Ratio:

-P=3/6=0.5
-Q =2/6 = 0.3333
-R=1/6 = 0.1667

- New Ratio:

-P=2.5/6 =0.4167
-Q=1.5/6=0.25
-R=1/6 = 0.1667
-S=1/6 = 0.1667

Note: The total of the new ratio shares sums to 1 (or 100%).

Step 2: Calculate the Gaining Ratio

| Partner | Old Ratio | New Ratio | Gaining Ratio (New - Old) |
I I | | |

| P|]0.5]0.4167 | -0.0833 (losing) |

| Q1 0.3333]0.25 | -0.0833 (losing) |

| R]0.1667 | 0.1667 | O (no change) |

| S10]0.1667 | 0.1667 (gaining) |

Interpretation:
- P and Q are losing partners.
- R's share remains unchanged.

- S is gaining a share of 0.1667.

Note: Since P and Q are losing, their gaining ratios are negative, indicating a reduction.



Implications of the Gaining Ratio

The Gaining Ratio helps settle accounts during:

- Goodwill adjustments: When partners retire or admit new partners.
- Settlement of profit sharing: Distributing goodwill or revaluation gains.
- Partner's share adjustments: Ensuring fairness when partners’ shares change.

Application in Partnership Dissolutions and
Reconstitutions

In practice, the Calculation of New Ratio and Gaining Ratio is crucial during:

- Admission of a partner: Adjust profit shares based on negotiations.
- Retirement or death of a partner: Reallocate shares and compute gains.
- Revaluation of assets: Adjust profit sharing ratios accordingly.

Important Points to Remember

- The Old Ratio is always known or given.

- The New Ratio is based on agreements or negotiations.

- The Gaining Ratio is the difference between the New and Old Ratios.

- The sum of all Gaining Ratios often equals zero, indicating total gain and loss among
partners.

- The Gaining Ratio helps in fair settlement of goodwill and other adjustments.

Practical Considerations and Common Mistakes

Practical Considerations:

- Always convert ratios into fractions or decimals for accuracy.

- Confirm that the sum of ratios equals 1 (or 100%) before calculations.

- When calculating gaining ratios, be cautious with signs (positive/negative).

- Ensure that all partners’ shares are adjusted proportionally during reconstitution.

Common Mistakes:



- Using inconsistent units or ratios.

- Forgetting to adjust for the total profit-sharing basis.

- Ignoring the impact of new partner's share on existing partners.
- Not verifying that the sum of new ratios equals 1.

Conclusion

The Calculation of New Ratio and Gaining Ratio is a vital aspect of partnership
accounting, enabling transparent and equitable adjustments during changes in the
partnership structure.

- The New Ratio reflects the current profit-sharing arrangement.
- The Gaining Ratio indicates how much each partner benefits or loses due to the change.

By applying systematic calculations and understanding their implications, partners can
ensure fair treatment and smooth transitions during firm reconstitution.

Summary of Key Steps

1. Determine initial (old) ratios.

2. Decide the new profit-sharing ratios based on negotiations, contributions, or
agreements.

3. Convert ratios into fractions for precise calculations.

4. Calculate the Gaining Ratio by subtracting the old ratio from the new ratio for each
partner.

5. Use the gained or lost shares to settle accounts, goodwill, or revaluation adjustments.

In essence, mastering the calculation of New Ratio and Gaining Ratio ensures clarity,
fairness, and transparency in partnership dealings, especially during times of change
involving partners P, Q, and R or any other stakeholders.
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