Kerala Plus Two Accountancy Notes
Chapter 2 Accounting for Partnership-Basic

Concepts

Nature/Features/Characteristics of partnership

Sec. 4 of Indian Partnership Act 1932 defines a partnership as “the relation
between persons, who have agreed to share the profits of a business, carried on

by all or any of them acting for all’.
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1. Two or More Persons: Association of two or more persons

2. Agreement: An agreement entered by all persons concerned

3. Business: Existence of business

4. Mutual Agency: The carrying on of business by all or any of them
acting for all.

5. Sharing of Profit: Sharing of profit and loss.
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Partnership Deed

It is a written document which contains the rules and regulation regarding the

conduct of business.
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It is advised to put Partnership deed in writing because of;

1. To avoid dispute, quarrel and misunderstanding among the partners.
2. To remain the partners about their rights, duties and liabilities.
3. To maintain healthy atmosphere to carry on business smoothly.
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Contents of Partnership Deed

1. Name and address of the firm

2 Name and address of the partners
3. Nature of business

4 Duration of partnership

5 Capital introduced by partners
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Interest on capital

Drawings made by partners

Interest on partners drawing

Salary, commission, other remuneration payable to partners

Rights, duties, liabilities of partners

1BI810m HEIXOIN00 O88Se00

1.

© ® N o a0 A~ D

—
e

MDA IMOD MO0 Gal@)o Ailaidmalo

a1BIG 1H820S Gal®)o Allenmaloe

H2]s @O

a1BI8 100 B2e10W]

alB06 10D OBHIENSIUM  @YRIbMo

2eILMOD IME8 ~leflue

1808 1H0d MSOD 1@ GWIW lotd>d

1BI818820S  G(WIW o) aleflw

WMo, BHERHM, alBOG |BWDEE) MBEHMS AQ (al® ladelo

alBO6 15805 GROUMBINEBBMD, 2RAMAIE:UD, ENIdW 0D

In the absence of partnership deed

1.
2
3.
4

5.

Share profit or loss equally
No interest on capital

No interest on drawings
No salary/commission

Interest on loan @ 6% p.a
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Partners Capital Account
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There are two method to maintain Partners capital account they are
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1. Fixed capital method (101010107 [ICICICIC) (IO

2. Fluctuating capital method 101000000000 OO0 D000

Format of partners capital a/c in fluctuating capital method
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SPECIMEN OF CAPITAL ACCOUNT

DR. PARTNER'S CAPITALS A/C CR.
PARTICULARS X Y |PARTICULARS X Y
ToCash/ Bank A/C By Balance b/d

(Drawings Against By Cash/ Bank A/C

Capital) (Additional Capital)

To Balance ¢/d

Difference between fluctuating capital method

and fixed capital method
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Fixed Capital

Fluctuating Capital

Each partner has two Accounts namely Capital
A/c and Current Alc

Each partner has only one

account namely capital Alc.

Fixed Capital Account always shows credit

balance

Fluctuating Capital A/c may have

Credit or debit balance

Adjustments like Interest on Capital, Salary etc.

are made in the current account.

Adjustments are made in the

capital account itself.

Fixed Capital Account can never show a

negative balance

Fluctuating capital account can

show a negative balance

Both capital and current accounts are shown in

the balance sheet.

Only capital Accounts are shown

in the balance sheet

Specific provision in the partnership deed is

required

No specific provision in the

partnership deed is required
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Fixed Capital

Fluctuating Capital
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Profit and loss appropriation account

Profit and loss appropriation a/c is a nhominal account, it is the extension of profit

and loss al/e. Profit and loss appropriation account is to show the distribution of

Profit and loss among the partners.
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Format of Profit and Loss Appropriation Account

Format of Profit and Loss Appropriation Account

Profit and Loss Appropriation Account
Dr for the year ended......... Cr

| Amt @ Particulars [ Amt @

By Frofit and Loss A/t
{Net profit subject to appropriations) '

|
]
—
|
|
|

To Interest on Capitals Ajc
A e , By Interest on Drawings A/c
To Partners’ Salaries A/c | ... B .
To Partners’ Commission A/c I
To Reserve Ajc R
To Profit Transferred to 5 : i
*A's Capital AJc e |
**{or A's Current A/c) .
*2's Capital Alc ?
**(ar B's Current Afz)
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*Under Fluctuating Capital Method **Jnder Fixed Capital Method

Interest on Capital

1. It is always calculated on the opening capital.

2. It is allowed only out of profit

3. Interest on capital = opening capital x rate/100 x period

4. on additional capital introduced = additional capital x rate/100 x
period.

If opening capital is not given, opening capital
calculated as;
Capital at the end of the year

XXX

(+) drawings efc. debited to capital a/c XXX
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(-) additional
capital XXX

(-) share of profit etc. Credited fo capital a/c xxx

OPENING
CAPITAL XXX
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OPENING CAPITAL XXX
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