TOPIC: ACCOUNTING FOR FUNDAMENTALS NOTES

1. poics to be covered
a. Definition of Partnership, Partnership Deed & Characteristics
b. Profit & Loss Appropriation A/c

¢. Format of Capital Account

d. Intereston Loan and Rent to partner
e. Interest on Drawings

f. Interest on Capital

g. Past Adjustment

h. Guarantee of Profit to Partner

2. Definition: Section 4 of Indian Partnership Act 1932

When TWO OR MORE than two partners AGREED to work togetheg‘g‘f G%%E
carried ON BY ALL AND ANY OF THEM ACTING FOR ALL,

a. Partners: To form a partnership there should be two or4
Key Points:

i) Minor can be admitted only for Profit

g for all. Ex. A Partner of partnershlp from India visits America for Business
artner is free to take decisions there which should be binding on all the partners

: i at %fe decisions should be in favour of firm.
Q/ nglﬁs éﬁ%’%rtners

participation in management of business
c¢. Right to get share in profit & losses
d. Right to take decision regarding business.
4. Liabilities of Partners
a. Anti-competitive agreement viclation: If a partner starts same business without the consent of other

partners then the profit shall be distributed among all the partners, while in case of loss he shall be
personally liable.
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b. Ifa partner misappropriate amount from partnership and invest somewhere else, then the profit should

be sharing among all partners.

c. However, in case of Loss the partner who had misappropriated the amount should be bear the loss.

5. Contents of Partnership Deed

a. Name and address of the business

b. Nature of the business
Name, contacts and address of the partners
Rate of Interest on Capital, drawings and loans
Profit sharing Ratio

® oo

6. Importance of Partnership Deed
a. Help to settle the disputes on the basis of partnership deed
b. Governs the rights, liabilities and duties

Matters ‘ Provisions

Interest on Loan ' 6% p.a. (Loa

Interest on Capital

Interest on Drawing

p ®§& g
< kY
partnersg.
N 2

Sharing of profits

Remuneration to partner

Others:
a.New Partner can be admitted only when all the part

Imp: Interest on Loan

Case: 1

Firm

(A+B+C) ..

As there was no agreement

Loan from C

Firm

(A+B+()

k-




As C helped the Firm in Financial crunch, hence its moral responsibility of the firm to give at least 6% p.a.
interest on Loan . o

8. Journal Entries for Interest on Loan
a. Interest on Loan by Partner
i) Charging Interest on Loan
Interest on Loan A/c Dr.
To Partner Loan A/c

ii) Closing Entry
Profit & Loss A/c Dr. _
To Interest on Loan A/c

b. Interest on Loan to Partner
i) Charging Interest on Loan
Partner Capital A/c Dr.

To Interest on Loan
if) Closing Entry
Interest on Loan A/c Dr.
To Profit & Loss A/c

How financial Statements of Partnersh;p/

Already studied at 11t Class Level

<

LTRIAL BALANCE

BALANCE SHEET
Profit-& Loss Appropriation A/c

Prepared after Profit & loss account for distributing the remuneration and divisible profit between
partners except Interest on Loan & Rent to partner. It is prepared in case of profit only.

Exception: It can be prepared in case of loss only when Interest on drawings is charged from partner so as to
compute the reduced Loss incurred by the firm.
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Profit & Loss Appropriation Account
Dr. ' For the year ended 31st March

Cr.

Particulars . Rs.

Particulars

To Interest on capital

To Salary

To Commission (Except Manager
Commission as it is charge against profit)
To General Reserve

To Profit transferred to Capital A/c

Divisible Profit

By Profit & Loss A/c
Add: Interest on Drawings

10. Format of Capital Account

a. Fixed Capital Method

Dr. Capital Account

Particulars A "B B
To Bank (Capital Withdrawn)
Balance c/d
Note:
Capital account is changed only two times:
Additional capital introduced -
Capital withdrawn
Dr. Cr.
Particulars B
To balance b/d (if any) Balance b/d
To Bank (Profit withdrawn) Profit & Loss Appropriation A/c
Interest on drawings . ¢ Salary
To Profit & Loss Appro (L Commission
Interest on capital
Balance c/d
Note: All the items ftional capital & capital withdrawn should be transferred in current
account
Capital A/c Cr.
A B | Particulars B
ik (Capital ‘ Balance b/d
hdrawn) Bank (additional Capital
o Bank (Profit withdrawn) introduced
Interest on drawings Profit & Loss Appropriation A/c
To Profit & Loss Appro. (Loss) Salary
Commission
Balance c¢/d Interest on capital
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11. Rentto Partner: These are the charge against profit i.e., debited to Profit & Loss account as an expense.

Journal Entries

a. RentA/cDr.

To Rent Payable A/c
b. RentPayable A/cDr.

To Bank A/c
c. Profit& LossA/c Dr.

To Rent A/c

12. Interest on Drawings:

Types of Drawings

Drawings of Capital
Permaent Nature
Hence no Interest on drawings
is Charged

Ex: Amount withdrawn on 01.10.2024

Out of Capital «%  Out of Profit
01.10.2024 | Capital A/c Dr. Drawings A/c Dr.
To Bank A/c To Bank A/c
31.03.2025 | Nil Capital A/c Dr.
To Drawings A/c

Hence Drawings out of profit is
deducted from capital at the end of
the year

Journal

' Type of Drawings

Regular Drawings Irregular Drawings/unequal amount
¢ \ 4
Time Left after first drawing + Time left after last Drawing Product Method
2

5{Page



- This formula is applicable in all the cases where the amount is
withdrawn at regular intervals
Note
a. Ifthe time period of amount withdrawn is not given, then Interest on drawing is calculated for 6 months.
b. Interest on drawings is charged on Profit withdrawn.
¢. In case of product method interest is calculated for 1 month or 1 day.

A Calculation of No. of Months in case of Regular Drawings
a. If a partner withdrew in the beginning of every Month
Time Left after first drawing + Time left after last Drawing
2

(12M+1M)/2 = 6.5M
b. If a partner withdrew in the mid of every Month
Time Left after first drawing + Time left after last Drawing
2

(11.5M+0.5M)/2=6 M
c. If a partner withdrew at the end of every Month
Time Left after first drawing + Time left after last Drawing
-2

(11M+0M)/2 =5.5 M

(12M+3M)/2=75M
e.Ifa partner w1thdrew in the m1d of every 6’@@

(10.5M+1.5M)/2=6M
f.Ifa partner w1thdrew at the’

Amount Time Period Product

16,000 12 months 1,92,000

June 30,2016 15,000 9 months 1,35,000
Oct. 31, 2016 10,000 5 months 50,000
Dec. 31, 2016 14,000 3 months 42,000
Mar. 1, 2017 11,000 -1 month : 11,000
Total - 4,30,000

o



Total of products x Rate x 1M/12M

3010
, 7 1 0
=Rs. o =Rs. 2,508
4,30,000 x x = (approx.}).
100 12 12
13. Interest on Capital
Journal Entry
a. Intereston Capital A/cDr.
To Capital/Current A/c

{(Being Interest on capital allowed)

b. Profit & Loss Appropriation A/c Dr.
To Interest on Capital A/c
(Being interest transferred to Profit & Loss Appropriation A/c)

Situations Treatment

Where question is silent

Where question specified that Interest on
capital as a charge
Where partnership deed doesn’t exist

Note:

Doubtful Debts. Provisi fo Douh&fu%\ o Llablhty but for better presentatlon its deducted from Debtors
Similarly Drawmgs Are ssets\?ﬁt deducted from Capltal for better presentation.

@,

14.Past Adjustments:.
While preparmgﬂag b@,,,
there are-n
in notice E%
Types of Er% t“@*be rectified in Past Ad]ustments

@%%st on capltal not given

on Drawings not charged

Sal or

d. Excess Interest on Capital allowed

or remuneration not given

e. Excess interest on drawings charged
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Particulars _ A B Firm

Dr. Cr. Dr. Cr. Dr. Cr.
Interest on Cap now credited - . -

Interest wrongly credited - - -
Interest on Drawings now debited - - .
Interest on Drawings wrongly - - -
debited
Salary now given - - -
Profit now correctly distributed - - -
Total 1000 | 1200 1400 1200

B’s Capital A/c Dr. 200
To A’s Capital 200

Particulars

Profit wrongly credited
Interest on Cap now credited
Interest wrongly credited
| Interest on Drawings now debited
Interest on Drawings wrongly
‘debited

Salary now given

Profit now correctly distributed
Total

10. Guarantee to Partner: §§& AN
A partner may be admltted Ifato the fitm with a guarantee of minimum profit, which means that if his share

The deficiency (_diff
have guaranteeﬁw

e, @
Different¢ondi
h

%\(m) G%i*éra ee given by the partner to the firm.
o,

Slmultaneous guarantee by the firm to the partner and by the partner to the firm. Steps Involved in the
Distribution of Profits under Guarantee Arrangement

Step 1 Calculate the actual share of profit/loss of guaranteed partner.
Step 2 Calculate the guaranteed amount.

Step 3 Calculate the amount of deficiency
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Deficiency = Guaranteed Amount - Actual Share of Profit

PO SRR ¢ g

Step 4 Distribute the deficiency among the guaranteeing partners in their guaranteeing ratio.
Step 5 Distribute the actual profits/losses ambﬁg all the partners in their profit sharing ratio as if there is no
guarantee arrangement.

Step 6 Recover share of deficiency (as per step 3) from the guaranteeing partners and give credit for the

same to guaranteed partner.
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