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A partnership agreement is an agreement between two or more individuals who sign a contract to start a profitable business together. In the Partnership agreement, the partners are equally responsible for the debt of an organisation. Even if one person withdraws his/her partnership, they are liable for an already existing debt, and future liability if
they do not provide with proper notice of retirement. Sometimes, a partnership can also exist without signing any scripted agreement, in such cases law that regulates partnership would apply.Also Read:What is Partnership?Few things that should be highlighted on the partnership agreement are given below:Type of businessThe contribution of a fund
by each partnerEach partners right and responsibilitiesPercentage of ownership and profit and loss to be distributed amongst each otherCategories of AgreementPartnership Agreement is classified into three categories, namely:General PartnershipLimited PartnershipSilent PartnershipAlso Explore:Nature of PartnershipPartnership DeedImportance
of Partnership Agreement:A partnership agreement is vital to keep away the disagreement, confusion or any changes that might occur in the course of business tenure. Below are a few points that describe why a partnership agreement is essential:To form distinguished roles and responsibilities for each partner.To avoid tax problems, the tax status
shows that the partner is dispensing profits to each partner based on accounting practice and acceptable tax.To avoid liability and legal issue, if there is any with any of the partners.It helps to deal with any lifestyle or circumstance changes of any partners. They usually deal with buy-out agreement with individual partners.To surpass non-compete
agreements and conflict of interest with partners.To overrule the state law.Partners Contribution & Percentage DistributionPartner contribution can be in a different amount and type, including cash, idea, partners time on a job. In this regards, each partners contribution need not necessarily be in cash. That means the partners may make uniform
inputs to the business, have equal rights, but the inputs may not be in cash but other different forms.Since each partner has distinct responsibilities and strength, partnership share is 100 per cent impartial from a financial point of view.The partnership percentage can be estimated by calculating the total cash required to invest in starting a new
business and dividing each partner share with that total.The role each partner plays in starting a company and the amount of work and time contributed can also dictate a percentage of proprietorship as much as financial offerings.If partners have a corporate entity, create a total stock that has equal worth as the business, if 1000 stock is 100 per
cent ownership divide and calculates each partner share.For example, to get the estimated value of a share in a business, the cost of a company should be divided by the total number of shares. If the business is worth . 35,00,000/- with 1,000 shares, the share value is . 3,500/-.How does the Partnership Work?Partnership in BusinessIn business, there
are two types of partnership. Namely:General Partnership: It is formed when two or more individual enters into an agreement to run a business and make profits. Generally, no written agreements are made in this partnership but share all joint and various liabilities of the partner.Limited Partnership: The partner invest money but do not operate or
involve themselves in operating a business. This partnership is formed legally and by creating an agreement.Types of Partners in a PartnershipListed below are the different type of partners depending upon the type and level of partnership:General and limited partners: General partners manage and participate in the partnership and also had liability
for depts. Whereas, limited partners invest in the business but do not interfere in the management.Salaried partners and Equity partners: In partnership, some partners are paid salary, while the equity partners have a share in the business.Different levels of partners: Here, the job role, responsibilities, investment, level of inputs may be different.The
above mentioned is the concept, that is elucidated in detail about all the aspects of partnership and partnership agreement for the Commerce students. To know more, stay tuned to BYJUS.Top Trending Articles for Commerce Students: In a partnership, business activities may be conducted by: A) Only the managing partnerB) A single partner acting
on behalf of all partnersC) A government-appointed trusteeD) A financial institution overseeing the firm What is the minimum number of persons required to form a partnership under the Indian Partnership Act, 1932? A) OneB) TwoC) ThreeD) Five Which of the following best describes the essence of a partnership as per the Indian Partnership Act,
19327 (A) A legal relationship requiring registration(B) A contractual relation based on profit-sharing(C) A state-controlled business entity(D) A business model regulated under company laws Ravi and Arjun start a business together. They agree that Ravi will manage operations while Arjun will provide financial backing. Their agreement states that
only Ravi will bear any losses, while both will share the profits equally. Based on the Indian Partnership Act, 1932, which statement is correct? A) Ravi and Arjun are not partners because losses are not shared equally.B) Ravi and Arjun qualify as partners because they have agreed to share profits.C) Ravi is the sole owner since he bears the losses.D)
The business must register as a company to be valid. Meera and Sohail jointly operate an event management firm. Their partnership agreement specifies that Sohail will receive 70% of the profits, while Meera will receive 30%. However, it states that Meera will not contribute to covering losses, which Sohail alone will bear. Under the Indian
Partnership Act, 1932, how does this arrangement impact their partnership status? (A) Meera cannot be considered a partner since she does not share the losses.(B) Sohail must formally register the firm as a sole proprietorship.(C) Meera remains a partner because she shares the profits, despite not sharing the losses.(D) Their agreement is invalid
under partnership law. Rahul, Meena, and Arjun start a restaurant together. They agree to share the profits and manage different aspects of the business. Individually, what are Rahul, Meena, and Arjun called under the Indian Partnership Act, 1932? (A) Shareholders(B) Partners(C) Directors(D) Employees Priya and Vikram open a consulting firm.
Priya handles client relations, while Vikram manages operations. Their agreement states they will share profits but work independently. According to the Indian Partnership Act, 1932, which statement is true? (A) Priya and Vikram are partners since they have entered into a partnership agreement.(B) Priya is an employee, and Vikram is the sole
owner.(C) They must register as a private limited company.(D) Since they do not operate jointly, they are not partners. Amit, Rakesh, and Seema jointly own a textile business. Amit provides investment, Rakesh manages production, and Seema handles marketing. Under partnership law, which statement correctly identifies their legal status? (a) They
are independent contractors working for a joint venture.(b) They are partners, as they have agreed to share profits and manage the business together(c) Only Amit is a partner since he provides financial backing.(d) Rakesh and Seema are employees under Amits ownership Neha and Suresh start an online tutoring platform. Suresh funds the venture,
while Neha conducts the tutoring sessions. They have a formal agreement to split profits equally. Which legal term applies to Neha and Suresh under the Indian Partnership Act, 1932? A) Business collaboratorsB) PartnersC) DirectorsD) Sole proprietors Amit, Rahul, and Sneha start a bakery business under the name Sweet Crumbs. According to
partnership law, what does Sweet Crumbs represent? (A) Trademark(B) Business License(C) Firm Name(D) Partnership Agreement Meera and Priyansh establish a clothing business and decide to operate under the name Elite Fashion. As per the Indian Partnership Act, 1932, why is Elite Fashion important in their partnership? (A) It legally binds
them to pay corporate tax.(B) It is their brand identity under which they conduct business.(C) It determines how profits will be distributed.(D) It replaces the need for a partnership agreement. Amit and Raj establish a trading firm, AR Traders. From the business point of view, how should transactions be recorded in their firms accounts? (A) As
personal expenses of Amit and Raj(B) Separately under the firms name, treating it as an independent entity(C) Only in Amits financial records since he manages the transactions(D) As mixed transactions under both personal and business records Meera and Sohail run a partnership firm, MS Consultants. Due to financial mismanagement, the firm is
unable to pay its debts. From a legal point of view, who is responsible for the liability? A) Only the firm MS ConsultantsB) The government will settle the debtsC) Meera and Sohail, since the firm is not a separate legal entity from its partnersD) The firms employees, as they handle financial transactions Ravi and Priya form RP Enterprises, a
partnership firm selling electronics. As per the Business Entity Principle, how should their profits be recorded? (A) Under their individual personal accounts(B) Recorded under RP Enterprises as an independent business entity(C) Split directly into their savings accounts without recording in business books(D) Considered government revenue since it
involves sales Karan and Suman operate KS Legal Advisors, a partnership firm. If the firm is involved in fraudulent activity, who will face legal action? (A) The firm KS Legal Advisors as a separate legal entity(B) Karan and Suman personally, as they are legally responsible for firm-related misconduct(C) Only Karan, since he manages client
interactions(D) The suppliers working with KS Legal Advisors Neha and Arjun run a marketing agency, NA Solutions. According to accounting principles, how should expenses incurred for client projects be recorded? (A) As personal expenses in Neha and Arjuns accounts(B) Under NA Solutions as a separate business entity(C) Divided equally
between Neha and Arjun without using business records(D) Deducted from client payments before recording any expenses A, B, and C run a Bag Manufacturing company Named ABC Enterprises. the Firm cheated a vendor. The vendor now wants to take legal action. Whom he would register FIR against for fraud. a) ABC enterprisesb) Partner Bc) All
Partnersd) Partners A and C A, B, and C run a Bag Manufacturing company Named ABC Enterprises. Partner B cheated a vendor. The vendor now wants to take legal action. Whom he would register FIR against for fraud. a) ABC enterprisesb) Partner Bc) All Partnersd) Partner A and C Ans:- ¢) The Legal existence of partners and the partnership firm
is the same. Thus legal action would be taken against all partners. Under which section of the Indian Partnership Act, 1932 the definition of the partnership is mentioned. (a) Section 2(b) Section 4(c) Section 6(d) Section 11 Ans:- b) the definition of the partnership is mentioned under section 4 of the indian partnership Act, 1932. As per which
Accounting principle the all transactions are recorded with business point of view in a partnership firm. (a) Full Disclosure Principle(b) Business Entity Principle(c) Accounting Entity Principle(d) Historical cost Principle Assertion (A): A partnership is formed when two or more persons agree to share the profits of a business. Reason (R): As per Section
4 of the Indian Partnership Act, 1932, it is necessary to share both profits and losses to be considered a partner. (A) Both A and R are true, and R is the correct explanation of A.(B) Both A and R are true, but R is not the correct explanation of A.(C) A is true, but R is false.(D) A is false, but R is true. Assertion (A): A partnership firm can be carried on by
all partners or any one of them acting for all. Reason (R): In a partnership, every partner has unlimited personal liability for the firms actions, including fraudulent activities. (A) Both A and R are true, and R is the correct explanation of A.(B) Both A and R are true, but R is not the correct explanation of A.(C) A is true, but R is false.(D) A is false, but R
is true. Assertion (A): Rohit and Aman co-own a digital marketing firm, Bright Ads, under a partnership agreement. If Aman misuses company funds, Rohit can also be held legally responsible. Reason (R): In a partnership, individual partners are legally liable for the actions of other partners. (A) Both A and R are true, and R is the correct explanation of
A.(B) Both A and R are true, but R is not the correct explanation of A.(C) A is true, but R is false.(D) A is false, but R is true. Assertion (A): Neha and Priyansh run Elite Fashion, a partnership firm. Profits are shared equally, but Neha is solely responsible for covering losses. Reason (R): The Indian Partnership Act, 1932 mandates that all partners must
share losses equally in a firm. (A) Both A and R are true, and R is the correct explanation of A.(B) Both A and R are true, but R is not the correct explanation of A.(C) A is true, but R is false.(D) A is false, but R is true. Assertion (A): Anisha and Suraj start AS Interiors, a partnership firm specializing in home decor. From an accounting perspective, the
firm is treated as a separate entity from Anisha and Suraj. Reason (R): The Business Entity Principle states that a firms financial records must be separate from the personal accounts of its partners. (A) Both A and R are true, and R is the correct explanation of A.(B) Both A and R are true, but R is not the correct explanation of A.(C) A is true, but R is
false.(D) A is false, but R is true. 1. Partnership A partnership is a plan where parties, known as business partners, consent to participate in propelling their common interests. The partners in a partnership may be people, organisations, interest-based organisations, schools, governments, or any combination. A partnership is a special kind of company
with two or more people. Each of them is called a partner. Partners may act as a team by sharing profits and expenses. A partnership is a legal relationship between two or more individuals by which the partners jointly benefit from their efforts, risks, and share in any profit. A partnership is a temporary assemblage of persons for carrying on business
for profit; it does not give rise to any ties that are binding on the individual members apart from those arising under the partnership agreement. 2. Partnership Deed A partnership deed is a legal document showing that one has created a business relationship with another individual or entity. A partnership deed must be formalised with other partners
who are associated with the business. The purpose of the partnership deed is to ensure that the partners are aware of their rights and obligations as well as provide for the day-to-day activities of the partnership. A partnership deed is a document, dated and signed by the parties to a business, that details the terms of their relationship, including how
they will make money, divide up responsibilities and carry out decisions. It is usually prepared by an attorney of CPA, but can also be filed directly with the court. A partnership deed is a legal document that creates, carries out, and dissolves the partnership between the partners. The contents of a partnership deed are as follows: Name and details of
all the partners of the firm. The date on which business commenced. Firms existence duration. Amount of capital contributed by each partner. The profit-sharing ratio between the partners. Duties, obligations, and power of each partner of the firm. The salary and commission (if applicable) that is payable to partners. The process of admission or
retirement of a partner. The method used for calculating goodwill. The procedure that must be followed in cases of dispute arising between partners. Procedure for instances when a partner becomes insolvent. Procedure for settlement of accounts in the event of dissolution of a firm. Name of the firm as determined by all the partners. 3. Profit Profit
in business refers to a businesss profit. In simple terms, the key to making profits is either by increasing revenue or decreasing costs. Profits are an important factor for business owners to consider, as they have a direct impact on the bottom line. How they spend their profits can also affect their companys performance in the long run. The profits of a
business are the earnings made after paying all expenses. In other words, the difference between the revenues and costs is called the net income or profit available for distribution. Profit is the excess of a companys earnings over its cost of doing business. Profits are listed on a balance sheet in either one account or multiple accounts. 4. Interest on
Capital Every business owner will be looking out for getting a return on the money invested in the business in the form of a fixed rate interest. This is known as the interest on capital. In other words, interest on capital is the interest paid to owners for providing a firm with the required capital to start a business. It is similar to obtaining a loan from
any financial institution. The partners are paid interest on the capital that remains outstanding. The maximum rate of interest that can be paid to the owners is 12% as per the Income Tax Act under section 40(b). If a partner introduces any further capital to the business, then the additional capital is also taken into account for providing interest. 5.
Interest on Drawings Interest on drawings is revenue to the business organisation, and hence, the account is debited as it is payable to its partners. Interest is charged on the withdrawn money made by the partners or the goods taken by the partners for their personal use. Interest on drawings is debited in the capital account. 6. Partnership Firm A
partnership firm is an organisation in which the partners have equal degrees of liability for their debts and equal ownership of the property of the partnership. A partnership is a business entity that has its shareholders capital invested in the business, and they make decisions together. A partnership is a form of business organisation in which partners
invest money and share profits with one another. Partners must carry on the business agreed upon among them, and share the profit or loss, according to the provisions made by way of contract or otherwise. There can be two types of partnership: general partnership and limited partnership. According to the Indian Partnership Act, 1932, Section 4
defines Partnership as An agreement between persons who have agreed to share profits of the business carried on by all or any one of them acting for all. The members involved in the partnership are known as partners individually, while they are jointly known as a firm. The agreement on which terms and conditions of a partnership are written is
known as a partnership deed. 7. Average Collection Period The average collection period or typical assortment time frame is a bookkeeping metric used to address the average number of days between a credit sale date and the date when the buyer transmits an instalment or makes the payment. An organisations typical assortment period or the
average collection period is demonstrative of the viability of its accounts receivables management practices. An average collection period is the amount of time it takes for all invoices for a particular customer to be paid. The average collection period defines the number of days in a standard collection period that it takes for a business to receive and
process a payment. We hope that the offered Accountancy Index Terms for Class 11 with respect to Part 1, Chapter 1: Accounting for Partnership: Basic Concepts will help you. Related Links: Additional Information about Introduction of Partnership for Commerce Preparation The Introduction of Partnership is an invaluable resource that delves deep
into the core of the Commerce exam. These study notes are curated by experts and cover all the essential topics and concepts, making your preparation more efficient and effective. With the help of these notes, you can grasp complex subjects quickly, revise important points easily, and reinforce your understanding of key concepts. The study notes
are presented in a concise and easy-to-understand manner, allowing you to optimize your learning process. Whether you're looking for best-recommended books, sample papers, study material, or toppers' notes, this PDF has got you covered. Download the Introduction of Partnership now and kickstart your journey towards success in the Commerce
exam. The importance of Introduction of Partnership cannot be overstated, especially for Commerce aspirants. This document holds the key to success in the Commerce exam. It offers a detailed understanding of the concept, providing invaluable insights into the topic. By knowing the concepts well in advance, students can plan their preparation
effectively. Utilize this indispensable guide for a well-rounded preparation and achieve your desired results. Introduction of Partnership Notes offer in-depth insights into the specific topic to help you master it with ease. This comprehensive document covers all aspects related to Introduction of Partnership. It includes detailed information about the
exam syllabus, recommended books, and study materials for a well-rounded preparation. Practice papers and question papers enable you to assess your progress effectively. Additionally, the paper analysis provides valuable tips for tackling the exam strategically. Access to Toppers' notes gives you an edge in understanding complex concepts.
Whether you're a beginner or aiming for advanced proficiency, Introduction of Partnership Notes on EduRev are your ultimate resource for success. The "Introduction of Partnership Commerce Questions" guide is a valuable resource for all aspiring students preparing for the Commerce exam. It focuses on providing a wide range of practice questions
to help students gauge their understanding of the exam topics. These questions cover the entire syllabus, ensuring comprehensive preparation. The guide includes previous years' question papers for students to familiarize themselves with the exam's format and difficulty level. Additionally, it offers subject-specific question banks, allowing students to
focus on weak areas and improve their performance. Students of Commerce can study Introduction of Partnership alongwith tests & analysis from the EduRev app, which will help them while preparing for their exam. Apart from the Introduction of Partnership, students can also utilize the EduRev App for other study materials such as previous year
question papers, syllabus, important questions, etc. The EduRev App will make your learning easier as you can access it from anywhere you want. The content of Introduction of Partnership is prepared as per the latest Commerce syllabus. A partnership is a type of business where two or more people come together through a formal agreement to
share ownership, responsibilities, and the profits or losses the business earns.In India, partnerships are governed by the Indian Partnership Act of 1932. This law defines a partnership as a group of individuals who agree to share the profits of a business, either by working together or through mutual understanding. It highlights the importance of
teamwork and shared responsibilities in running the business.Features of PartnershipAgreement Between Partners: A partnership is formed when two or more people agree to work together. This agreement can be written or verbal. While verbal agreements are valid, a written one is better to avoid disagreements later.At Least Two People: A
partnership needs at least two people working towards a common goal. The number of partners can be more, but there is a limit depending on the type of business.Sharing Profits and Losses: Partners agree to share the profits and losses of the business. While the Partnership Act mentions sharing profits, it is understood that losses are shared too.
This is an important part of being in a partnership.Business Purpose: A partnership must involve some kind of business activity aimed at making a profit. Without a business purpose, it cannot be called a partnership.Mutual Responsibility: In a partnership, every partner is both an owner and a representative of the business. This means that whatever
one partner does can affect the whole business and the other partners.Unlimited Liability: In a partnership, all partners are fully responsible for the businesss debts. If the business cannot pay its debts, the personal assets of the partners may be used to cover them.Types of PartnershipPartnerships are divided into types based on the way they work
and the agreements between the partners.1. General Partnershipln a general partnership, two or more people work together to run a business. All partners have equal rights in running the business, making decisions, and sharing profits. They also share the debts and losses equally.Each partner is responsible for the actions and debts of the other
partners. If one partner gets sued, all partners are held responsible, and personal assets can be used to pay off debts. Because of this, many people avoid general partnerships.2. Limited PartnershipA limited partnership has two types of partners: general partners and limited partners. General partners run the business and are fully responsible for its
debts, while limited partners only invest money and have no role in daily operations or decision-making.Limited partners are only responsible for the money they have invested and cannot use business losses to reduce their taxes.3. Limited Liability Partnership (LLP)In a Limited Liability Partnership, all partners have limited responsibility. This means
they are not personally responsible for mistakes or debts caused by other partners. LLPs provide legal and financial protection to partners, making them safer than general partnerships.4. Partnership at WillA partnership at will has no fixed end date. According to Section 7 of the Indian Partnership Act, of 1932, a partnership is considered a
partnership at will if:There is no fixed period mentioned in the agreement.There are no conditions for ending the partnership.If a partnership has an end date but continues working after that date, it becomes a partnership at will. These types of partnerships give flexibility to businesses based on their needs and level of risk.Indian Partnership Act of
1932In India, many businesses run as partnerships, so rules are needed to manage them. The Indian Partnership Act started on 1st October 1932. This Act explains that a partnership is an agreement between two or more people to work together, run a business, and share the profits. It sets simple rules to help partnerships work smoothly and
fairly.Advantages of PartnershipSimple to Start: A partnership can be easily formed through a verbal or written agreement between the partners.More Resources: Unlike a sole proprietorship, multiple partners can contribute capital and other resources, making it easier to meet business needs.Flexible Operations: Partners can make changes to the
business as needed to adapt to new situations or achieve better results.Shared Risk: Any losses the business faces are shared equally among the partners, reducing the burden on any one person.Varied Skills: A partnership benefits from the combined knowledge, skills, and experience of all the partners, improving decision-making and business
operations.Examples of Partnershipl. Nike and Apple2. McDonald's and Coca-Cola3. BMW and Louis Vuitton4. Starbucks and Spotify5. Google and Nestl (Android KitKat)Conclusion and Key TakeawaysPartnerships are a foundational form of business that emphasize collaboration, shared responsibilities, and mutual benefits. Governed by the Indian
Partnership Act of 1932, partnerships allow two or more individuals to combine resources, skills, and efforts to achieve common business goals. Key features like profit sharing, mutual responsibility, and unlimited liability highlight the importance of trust and teamwork among partners.The flexibility offered by various types of partnerships, such as
general partnerships, LLPs, and partnerships at will, caters to the diverse needs and risk appetites of businesses. Partnerships are simple to start, resource-efficient, and provide a platform to pool varied expertise, making them an attractive option for entrepreneurs. Ultimately, understanding and leveraging the advantages of partnerships ensures
smoother operations, shared risks, and better decision-making, contributing to long-term business success. In this method only one single account is prepared. The balances of the capital accounts keep on changing.In the absence of any instruction in the question, the Capital Accounts need to be prepared by Fluctuating Capital Accounts
Method.Methods of preparation of Capital AccountsCapital Accounts (When capitals are fluctuating)ParticularsPartner APartner BParticularsPartner APartner BTo balance b/d (in case of debit opening balance)By balance b/d (in case of credit opening balance)To DrawingsBy Interest on CapitalTo Interest on DrawingsBy SalaryTo P&L A/C (in case of
loss, distributed in the profit sharing ratio)By CommissionTo balance c/d (closing balance, when the credit side is more than the debit side)By P&L Appropriation A/C ( in case of profit, distributed in the profit sharing ratio)By Cash/Bank A/C (Additional Capital brought)By balance c/d (closing balance, when the debit side is more than the credit
side)TOTALTOTAL Notes:All the items that increase the capital account balances, go on the credit side. And, the items that reduce the balances of the capital accounts, go on the debit side.If a partner brings anything in kind (asset), then, the credit side of the capital account will be credited with the Asset's name and its value. For example, if a
partner brings a Machine as Capital worth 50,000, then the Capital account will be credited as: By Machinery A/C in the particulars column and 50,000 in the amount column.Profit and Loss Appropriation Account ParticularsParticularsTo Profit and Loss A/c (Net Loss transferred from Profit and Loss Account)By Profit and Loss A/C (Net Profit
transferred from Profit and Loss Account)To Interest on Capitals:A B By Interest on Drawings:A B To Partner's SalariesTo Partner's CommissionsTo Reserves (Specific or General reserve)To Profit transferred to:A's Capital A/C (A's Current A/C)B's Capital A/C (B's Current A/C)TOTALTOTALThere are only 7
entries that go in the P&L Appropriation A/c.It is a Nominal Account.Things to be paid to a partner is entered on the Debit side.NOTE: Whenever calculating interest on any item or the amount of salary, etc. do see whether it is per month (p.m.) or per annum (p.a.) in the question.NOTE: In case of loss to a firm, Profit and Loss Appropriation A/C will
not be prepared and the losses will be distributed through Profit and Loss Account.In items like Interest on Capital, do read the question carefully, and ascertain whether the item is an appropriation out of profits or a charge against profits. Calculation of Interest on CapitalHence, as we can see answers from both the methods is the same. In exams,
you can use any method of your choice to calculate the interest on capital.Interest on Capital is always calculated on Opening Capital. If Closing Capital is given, you need to calculate Opening capital first. Calculation of Manager's Commission on Net Profits:If commission is provided on profits before charging such commission:Say, the profit is
1,21,000 before charging such commission and the manager is to be paid commission @10% on the profit before charging such commission, then the commission will be= 1,21,000 X 10/100 = 12,100If commission is provided on profits after charging such commission:Say, the profit is 1,21,000 before charging such commission and the manager is to
be paid commission @10% on the profit after charging such commission, then the commission will be = 1,21,000 X 10/(100+10) = 1,21,000 X 10/110 = 11,000Appropriations of Net ProfitExample AP.1A and B are 2 partners in a firm. As per the partnership deed, the partners are to get salary of 10,000 and 15,000 p.a. Also, the interest on capital
@10% comes out to be 5,000 and 10,000. Total Net Profit for the year is 25,000. SOLUTION: Total Appropriations to A: 10,000+5,000=15,000 Total Appropriations to B: 15,000+10,000=25,000Hence, TOTAL= 15,000+25,000=40,000 > 25,000 (the net profit available for distribution) Now, the ratio of the appropriations= A:B = 15,000:25,000=
3:5Net Profit= 25,000 Now, Net profit will be distributed in 3:5 = => A= 25,000 X 3/8 = 9,375=> B= 25,000 X 5/8 = 15,625 Rent paid to partner:It is a charge against profit and hence it should be debited to Profit and Loss Account and credited to rent payable account. Rent paid to a partner is an expense incurred for using the property. Hence, it is
a charge against profits and will be debited to Profit and Loss A/C, even if the firm incurs a loss. Interest on Partner's Loan:Rate on Interest: If a partner has advanced loan to the partnership firm, he will be entitled to receive Interest on Loan on the loan amount at the agreed rate of interest. However, if there is no agreement as to the rate of interest,
he is entitled to receive interest on loan @6% per annum. Nature of Interest: It is a charge against profit and hence interest on partner's loan is debited to Profit and Loss A/C, even if the firm incurs a loss. The following entries are passed to record interest on loan:For providing Interest on Partner's Loan:Interest on Partner's Loan A/C Dr. To
Partner's Loan A/Cii) For closing the Interest on Partner's Loan A/C:Profit & Loss A/C Dr. To Interest on Partner's Loan A/C Interest on Loan taken by a Partner from the Firm: Nature of Interest: Interest on Loan taken by a partner is a gain (since this income does not occur on regular and continuous basis) for the firm. Interest on loan taken by a
partner is credited to Profit and Loss A/C. Accounting treatment: The following entries are passed to record interest on loan:For charging Interest on Loan to a partner:Partner's Capital/Current A/C Dr. To Interest on Partner's Loan A/CFor closing the Interest on Partner's Loan A/C:Interest on Partner's Loan A/C Dr.To Profit and Loss Account
Methods of Calculating Interest on Drawings Interest on Drawings= Amount of Drawings X Rate of interest/100 X Months/12 First of all the products are computed by multiplying the each set of drawings from its duration. Then, the different products are added and the interest is calculated on the Total of products so arrived at for one month.Interest
on Drawings= Total of products X Rate of interest/100 X 1/12 When a partner makes monthly drawings on regular intervals, we need to calculate Average Period then which is as follows:Average Period = (Time left after first drawing+ Time left after last drawing)/2Therefore, Interest on Drawings= Total Drawings X Rate of interest/100 X Average
period/12 Note: Average Period is to be used only when:All amounts of drawings are equal, ANDThe time gap between drawings is equal. For example: When the drawings are of equal amount and are made during middle of each quarter:Here, it is given that the amount of drawings is equal and the time interval between two drawing is equal (i.e. 3
months).Hence, Average Period will be= (Time left after first drawing+ Time left after last drawing)/2= (10.5 months+ 1.5 months)/2= 6 months Past Adjustments (Adjustments in Closed Accounts) As previously learnt in 11th standard, if a wrong entry is passed, we can't modify it. We have to rectify it by passing a new entry so that the net effect
comes out to be like the correct entry.Here also, similar concept is used. Sometimes, wrong entries are passed regarding to the amount of interest or any other item to be given to the partner, or sometimes, the entry is passed in wrong partner's account. In these cases, there arises a need of a rectifying entry. This process of correcting the past
entries is known as Past Adjustments.The following are the types of errors that may occur:Interest on Capitals or Drawings may get omitted.Interest or Salary may be credited to wrong partner's account.Profits and Losses have been distributed among the partners in a wrong proportion.When salary or commission payable to a person has been
omitted.When the profit sharing ratio gets changed with a retrospective effect (i.e. with effect from some past date). These errors or omissions may be rectified in two ways: By passing a single adjustment entry with the net effect of the errors and omissions (99% of the questions will be solved with this method), ORBy passing separate adjustment
entries for each error and omission. Guarantee of Profit to a Partner Guarantee means the surety of a particular amount of profits by one or more partners and in some cases by the firm, where the burden of guarantee is borne by the party providing such a guarantee. In other words, it is a minimum fixed amount for the partner who is given such a
guarantee.If the actual share in profits is less than the guaranteed amount then the deficit amount shall be borne either by the firm or by any partner as the case may be. There are many Adjustments which a firm will do in such a case. If the actual share in profits is more than the minimum guarantee amount then the firm will provide the actual
profits to the partner. Sometimes, business suffers from hardships such as lack of capital, resources, and lower access to the market. Therefore sole proprietorship lacks in business and prefers forming a partnership to overcome these situations. Partnerships allow partners to share their opinion, and individual resources and help to expand a
business. It has various types of partnerships. It can even support two individual businesses working together to expand the market. It can even invite capital into partnership, which will support the business in a financial aspect and the profit share will be distributed among the partners according to the investment shareholding.Partnership:
DefinitionBefore understanding the concept of a business partnership, it is important to understand the partnership definition. So, what is the definition of partnership? It is a formal agreement among two or more parties for managing or operating a business and its profit share.Therefore, the meaning of partnership stands for, an arrangement where
all partners share equal profit share and market share in a business and make the business run together with the partnership. Partnership for a business can be divided into various categories. Though some of them make a formal meaning of partnership, some of them are informal and silent partnerships.A partnership can be set up jointly by multiple
parties, which can be a nonprofit organisation, government or individual parties, and other business parties as well. In a general partnership, all the parties share all the legal and financial liabilities together, and the profits too equally. In a limited liability partnership, at least one partner should be general and take all the liabilities, and other
partners can be silent partners who will not either take any liabilities or gain any profit share.Partnership: Meaning in terms of BusinessIn the aspect of an individual business, the meaning of partnership differs by its type. In the business aspect, the partnership is not limited to equal ownership of partners in the same business. But the discussion can
be far more interesting if we think about its types. Along with responsibility, management, and profit, partners also take responsibility for losses equally. There are three types of partnership, where each partnership style differs from the other from a business perspective.A general partnership is also known as an equal partnership, where each
partner shares an equal share of profit and investment in a business. Equal workload, liabilities, and profit from equal paid partnerships are the ethics of this kind of partnership.A limited partnership is sometimes defined as silent partnerships. It allows partnership from outside investors, but the liabilities, responsibilities, and shares maintained are
limited according to the contribution. This partnership is more complicated to understand, and in ownership and decision making, the partners need to be more flexible in terms and conditions of investments.A joint venture is a business structure, where short-term projects or alliances bring down multiple partners involved together as one project. If
the venture performs well, then the partnership works as a general partnership, either the partnership breaks or is shuttered. It is also known as a trial partnership as well.Importance of Partnership in BusinessExtra set of hands to work withLess financial burdenBenefits of additional knowledge and resourcesFew tax forms and paperworkBetter
decision makingControl ad combined ownershipFeatures of PartnershipBusiness partnerships have several features, such asThe definition of the partnership itself describes that there should be an existence of a proper agreement between the partners to work together and about sharing profit among the partners. The agreement can be on oral
sharing or can be in written form as well. Though written agreements are a more formal way of partnership and can be called partnership deeds.A partnership does not exist if there is no profit-sharing in the firm or organisation. The share of profit is also shared by employees, but that is not a partnership. They are getting their salary in terms of
working. But a partnership includes profit sharing according to the shareholding in terms of the agreement.There is no existence of partnership in charitable activities or nonprofit organisations. Therefore, a profit motive business should exist for partnership.The principle of business partnership claims that all the partners are agents of each other. A
partnership in business may be conducted by all partners or by individual partners, on behalf of others. This relationship of partners is the principle of agency.ConclusionGetting into a partnership arrangement does not mean it will reduce the burden and duties of a business to run. All the partners should work and take responsibility together to run a
business successfully. Additionally, the partnership will add additional resources for the business to grow. Aligning with patterns will strengthen the structure of the business, and provide more opportunities.You should now have a clear idea of partnership definition, partnership meaning in business, its types, needs for making a business developed
and profitable along with the different contributions. A partnership is a kind of business where a formal agreement between two or more people is made who agree to be the co-owners, distribute responsibilities for running an organization and share the income or losses that the business generates.In India, all the aspects and functions of the
partnership are administered under The Indian Partnership Act 1932. This specific law explains that partnership is an association between two or more individuals or parties who have accepted to share the profits generated from the business under the supervision of all the members or behalf of other members.Also read: Importance of Partnership
AgreementFeatures of Partnership:Following are the few features of a partnership:Agreement between Partners: It is an association of two or more individuals, and a partnership arises from an agreement or a contract. The agreement (accord) becomes the basis of the association between the partners. Such an agreement is in the written form. An
oral agreement is evenhandedly legitimate. In order to avoid controversies, it is always good, if the partners have a copy of the written agreement.2. Two or More Persons:In order to manifest a partnership, there should be at least two (2) persons possessing a common goal. To put it in other words, the minimal number of partners in an enterprise can
be two (2). However, there is a constraint on their maximum number of people.3. Sharing of Profit:Another significant component of the partnership is, the accord between partners has to share gains and losses of a trading concern. However, the definition held in the Partnership Act elucidates partnership as an association between people who have
consented to share the gains of a business, the sharing of loss is implicit. Hence, sharing of gains and losses is vital.4.Business Motive:It is important for a firm to carry some kind of business and should have a profit gaining motive.5. Mutual Business:The partners are the owners as well as the agent of their firm. Any act performed by one partner can
affect other partners and the firm. It can be concluded that this point acts as a test of partnership for all the partners.6.Unlimited Liability: Every partner in a partnership has unlimited liability.Also, Explore:Dissolution of PartnershipDissolution of Partnership FirmTypes of PartnershipsA partnership is divided into different types depending on the
state and where the business operates. Here are some general aspects of the three most common types of partnerships. A general partnership comprises two or more owners to run a business. In this partnership, each partner represents the firm with equal right. All partners can participate in management activities, decision making, and have the
right to control the business. Similarly, profits, debts, and liabilities are equally shared and divided equally.In other words, the general partnership definition can be stated as those partnerships where rights and responsibilities are shared equally in terms of management and decision making. Each partner should take full responsibility for the debts
and liability incurred by the other partner. If one partner is sued, all the other partners are considered accountable. The creditor or court will hold the partners personal assets. Therefore, most of the partners do not opt for this partnership. In this partnership, includes both the general and limited partners. The general partner has unlimited liability,
manages the business and the other limited partners. Limited partners have limited control over the business (limited to his investment). They are not associated with the everyday operations of the firm.In most of the cases, the limited partners only invest and take a profit share. They do not have any interest in participating in management or
decision making. This non-involvement means they do not have the right to compensate the partnership losses from their income tax return.You might also want to know:Different modes of reconstitution of Partnership FirmLimited Liability PartnershipIn Limited Liability Partnership (LLP), all the partners have limited liability. Each partner is
guarded against other partners legal and financial mistakes. A limited liability partnership is almost similar to a Limited Liability Company (LLC) but different from a limited partnership or a general partnership. Partnership at Will can be defined as when there is no clause mentioned about the expiration of a partnership firm. Under section 7 of the
Indian Partnership Act 1932, the two conditions that have to be fulfilled by a firm to become a Partnership at Will are:The partnership agreement should have not any fixed expiration date.No particular determination of the partnership should be mentioned.Therefore, if the duration and determination are mentioned in the agreement, then it is not a
partnership at will. Also, initially, if the firm had a fixed expiration date, but the operation of the firm continues beyond the mentioned date that it will be considered as a partnership at will.Quick link: Advantages of PartnershipIndian Partnership Act 1932Most of the businesses in India adopt a partnership business, so to monitor and govern such
partnership The Indian Partnership Act was established on the 1st October 1932. Under this partnership act, an agreement is made between two or more persons who agrees to operate the business together and distribute the profits they gain from this business.Students can also refer toBasic Concepts of Accounting for PartnershipAdvantages of
Partnership:Easy Formation An agreement can be made oral or printed as an agreement to enter as a partner and establish a firm.Large Resources Unlike sole proprietor where every contribution is made by one person, in partnership, partners of the firm can contribute more capital and other resources as required.Flexibility The partners can initiate
any changes if they think it is required to meet the desired result or change circumstances.Sharing Risk All loss incurred by the firm is equally distributed amongst each partner.Combination of different skills The partnership firm has the advantage of knowledge, skill, experience and talents of different partners.Also, Explore:What is the Nature of
PartnershipWhat is Partnership DeedPartnership Examples:Few co-branding partnership examples are listed below:Red Bull and GoProSpotify and UberLevis & PinterestMaruti SuzukiHindustan PetroleumThe concept of Partnership is explained in detail in this article, which is very helpful for Commerce students. To learn more such interesting
concepts, stay tuned to BYJUS.The three different types of partnership are:General partnershipLimited partnershipLimited liability partnershipsThe following are the five characteristics of a partnership:Sharing of profits and lossesMutual agencyUnlimited liabilityLawful businessContractual relationshipThe following are the disadvantages of a
partnership:Unlimited liabilityRisk of disagreement between partnersinstability of the partnershipThe most important element in a partnership is the mutual agency, which states that every partner must be an agent and principal of himself and other partners. It says that business must be carried on by any or all of the partners.Welcome to the
NCERT Solutions for Class 12th Accountancy - Chapter Accounting for Partnership : Basic Concepts. This page offers a step-by-step solution to the specific question from Excercise 5, Question 1: what is meant by partnership explain its chief ch....What is meant by partnership? Explain its chief characteristics? Explain. Answer Partnership is defined
as Relation between persons who have agreed to share the profits of a business carried on by all or any one of them acting for all. The essential features of partnership are : 1. Two or More Persons: In order to form partnership, there should be at least two persons coming together for a common goal. In other words,the minimum number of partners
in a firm can be two. There is however,a limit on their maximum number. By virtue of Section 464 of the Companies Act 2013, the Central Government is empowered to prescribe maximum number of partners in a firm but the number of partners cannot be more than 100. The Central government has prescribed the maximum number of partners in a
firm to be 50. 2. Agreement: Partnership is the result of an agreement between two or more persons to do business and share its profits and losses. The agreement becomes the basis of relationship between the partners. It is not necessary that such agreement is in written form. An oral agreement is equally valid. But in order to avoid disputes, it is
preferred that the partners have a written agreement. 3. Business: The agreement should be to carry on some business. Mere co-ownership of a property does not amount to partnership. For example, if Rohit and Sachin jointly purchase a plot of land, they become the joint owners of the property and not the partners. But if they are in the business of
purchase and sale of land for the purpose of making profit, they will be called partners. 4. Mutual Agency: The business of a partnership concern may be carried on by all the partners or any of them acting for all. This statement has two important implications. First, every partner is entitled to participate in the conduct of the affairs of its business.
Second, that there exists a relationship of mutual agency between all the partners. Each partner carrying on the business is the principal as well as the agent for all the other partners. He can bind other partners by his acts and also is bound by the acts of other partners with regard to business of the firm. Relationship of mutual agency is so important
that one can say that there would be no partnership, if the element of mutual agency is absent. 5. Sharing of Profit: Another important element of partnership is that, the agreement between partners must be to share profits and losses of a business. Though the definition contained in the Partnership Act describes partnership as a relation between
people who agree to share the profits of a business, the sharing of loss is implied. A partnership is a kind of business where a formal agreement between two or more people is made who agree to be the co-owners, distribute responsibilities for running an organization and share the income or losses that the business generates.In India, all the aspects
and functions of the partnership are administered under The Indian Partnership Act 1932. This specific law explains that partnership is an association between two or more individuals or parties who have accepted to share the profits generated from the business under the supervision of all the members or behalf of other members.Also read:
Importance of Partnership AgreementFeatures of Partnership:Following are the few features of a partnership:Agreement between Partners: It is an association of two or more individuals, and a partnership arises from an agreement or a contract. The agreement (accord) becomes the basis of the association between the partners. Such an agreement is
in the written form. An oral agreement is evenhandedly legitimate. In order to avoid controversies, it is always good, if the partners have a copy of the written agreement.2. Two or More Persons:In order to manifest a partnership, there should be at least two (2) persons possessing a common goal. To put it in other words, the minimal number of
partners in an enterprise can be two (2). However, there is a constraint on their maximum number of people.3. Sharing of Profit:Another significant component of the partnership is, the accord between partners has to share gains and losses of a trading concern. However, the definition held in the Partnership Act elucidates partnership as an
association between people who have consented to share the gains of a business, the sharing of loss is implicit. Hence, sharing of gains and losses is vital.4.Business Motive:It is important for a firm to carry some kind of business and should have a profit gaining motive.5. Mutual Business:The partners are the owners as well as the agent of their firm.
Any act performed by one partner can affect other partners and the firm. It can be concluded that this point acts as a test of partnership for all the partners.6.Unlimited Liability: Every partner in a partnership has unlimited liability.Also, Explore:Dissolution of PartnershipDissolution of Partnership FirmTypes of PartnershipsA partnership is divided
into different types depending on the state and where the business operates. Here are some general aspects of the three most common types of partnerships. A general partnership comprises two or more owners to run a business. In this partnership, each partner represents the firm with equal right. All partners can participate in management
activities, decision making, and have the right to control the business. Similarly, profits, debts, and liabilities are equally shared and divided equally.In other words, the general partnership definition can be stated as those partnerships where rights and responsibilities are shared equally in terms of management and decision making. Each partner
should take full responsibility for the debts and liability incurred by the other partner. If one partner is sued, all the other partners are considered accountable. The creditor or court will hold the partners personal assets. Therefore, most of the partners do not opt for this partnership. In this partnership, includes both the general and limited partners.
The general partner has unlimited liability, manages the business and the other limited partners. Limited partners have limited control over the business (limited to his investment). They are not associated with the everyday operations of the firm.In most of the cases, the limited partners only invest and take a profit share. They do not have any
interest in participating in management or decision making. This non-involvement means they do not have the right to compensate the partnership losses from their income tax return.You might also want to know:Different modes of reconstitution of Partnership FirmLimited Liability PartnershipIn Limited Liability Partnership (LLP), all the partners
have limited liability. Each partner is guarded against other partners legal and financial mistakes. A limited liability partnership is almost similar to a Limited Liability Company (LLC) but different from a limited partnership or a general partnership. Partnership at Will can be defined as when there is no clause mentioned about the expiration of a
partnership firm. Under section 7 of the Indian Partnership Act 1932, the two conditions that have to be fulfilled by a firm to become a Partnership at Will are:The partnership agreement should have not any fixed expiration date.No particular determination of the partnership should be mentioned.Therefore, if the duration and determination are
mentioned in the agreement, then it is not a partnership at will. Also, initially, if the firm had a fixed expiration date, but the operation of the firm continues beyond the mentioned date that it will be considered as a partnership at will.Quick link: Advantages of PartnershipIndian Partnership Act 1932Most of the businesses in India adopt a partnership
business, so to monitor and govern such partnership The Indian Partnership Act was established on the 1st October 1932. Under this partnership act, an agreement is made between two or more persons who agrees to operate the business together and distribute the profits they gain from this business.Students can also refer toBasic Concepts of
Accounting for PartnershipAdvantages of Partnership:Easy Formation An agreement can be made oral or printed as an agreement to enter as a partner and establish a firm.Large Resources Unlike sole proprietor where every contribution is made by one person, in partnership, partners of the firm can contribute more capital and other resources as
required.Flexibility The partners can initiate any changes if they think it is required to meet the desired result or change circumstances.Sharing Risk All loss incurred by the firm is equally distributed amongst each partner.Combination of different skills The partnership firm has the advantage of knowledge, skill, experience and talents of different
partners.Also, Explore:What is the Nature of PartnershipWhat is Partnership DeedPartnership Examples:Few co-branding partnership examples are listed below:Red Bull and GoProSpotify and UberLevis & PinterestMaruti SuzukiHindustan PetroleumThe concept of Partnership is explained in detail in this article, which is very helpful for Commerce
students. To learn more such interesting concepts, stay tuned to BYJUS.The three different types of partnership are:General partnershipLimited partnershipLimited liability partnershipsThe following are the five characteristics of a partnership:Sharing of profits and lossesMutual agencyUnlimited liabilityLawful businessContractual relationshipThe
following are the disadvantages of a partnership:Unlimited liabilityRisk of disagreement between partnersinstability of the partnershipThe most important element in a partnership is the mutual agency, which states that every partner must be an agent and principal of himself and other partners. It says that business must be carried on by any or all of
the partners.
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