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Accounting for Partnership Firms: Fundamentals 
 

According to Section 4 of the Indian Partnership Act, 1932:  
 "Partnership is the relationship between persons who have agreed to the share the profits of a business 

carried on by all or any one of them acting for all" Features of Partnership 
 There must be at least two persons to form a valid partnership. Section 11 of the Indian Partnership Act, 1932 

restrict the (maximum) number of partners to 10 for carrying on banking business and 20 for other kind of 
business. 

 Partnership comes into existence by an agreement (either written or oral) among the partners. The written 
agreement among the partners is called Partnership Deed. 

 A Partnership can formed for the purpose of carrying at sharing the profits or losses of the business 
 An agreement between the partners must be aimed at sharing the profits or losses of the business. 
 A partnership can be carried on by all or any one of them acting for all.  
 

PARTNERSHIP DEED: The partnership deed is a written agreement among the partners which contains the terms of 
agreement. A partnership deed should contain the following points: 

 Name and address of the firm. 
 Name and addresses of the partners. 
 Nature of the business 
 Terms of Partnership 
 Capital contribution by each partner. 
 Interest on capital 
 Drawings and interest on drawings. 
 Profit sharing ratio 
 Interest on loan. 
 Partner's Salary/commission etc. 
 Method for valuation of goodwill 
 Accounting period of the firm 
 Rights and duties of partners. 

 

Benefits of Partnership deed  

 Helps to avoid dispute in future 
 It is an evidence in the court 
 Facilitates functioning of business by avoiding misunderstanding 

 

RULES APPLICABLE IN THE ABSENCE OF PARTNERSHIP DEED 
 

TRANSACTIONS RULES 
Profit sharing Ratio Equally 

Interest on Capital Not Allowed 

Interest on Drawings                       Not Allowed  
Salary or commission to a Partner                                   Not Allowed 

Interest on loan by a Partner      Interest is allowed @6% per annum 
 

PROFIT AND LOSS APPROPRIATION ACCOUNT:  

A Profit and Loss Appropriation Account is an extension of the Profit and Loss Account. The purpose  of this 

account is to show how Net Profit is appropriated and distributed among the partners. It is prepared to show the 

distribution of profits among partners as per the provision of Partnership Deed (or as per the provision of Indian 

Partnership Act, 1932). It is nominal account. It is credited with Net Profit and interest on drawings. It is debited with 

interest on capitals, salary or commission to partners as per the terms of Partnership Deed. Its balance is  transferred 

to  the Partners’ Capital (or Current) Accounts in their agreed p r o f i t -sharing ratio (Or equally if there is no 

agreed profit-sharing ratio). 
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 Salary or Commission to a Partner:  Salary or Commission to a partner i s  allowed if the Partnership 

Deed provides for it. 

A: Commission as a percentage of the Net Profit before charging such commission 

= Net Profit before Commission ×   Rate of Commission 

                                                                           100 

B: Commission as a percentage of Net Profit after charging such commission 

= Net Profit before Commission ×       Rate of Commission   

                                                                   100 + Rate of Commission 

Salary or commission to a partner be ing  an appropriation of profits is transferred to  the debit of the Profit and 

Loss Appropriation Account and not to the debit of the Profit and Loss Account. 

 Interest on Capital: Interest on capital is calculated on time basis, taking into consideration any additional 

capital introduced or any existing capital withdrawn. 

 Interest on Current Account: Interest on Current Account is allowed (in case of Credit Balance) and 

charged (in case of debit balance) on Opening Balance. It is allowed or charged if  instructed in the 

question. 

 Interest on Drawings: If the Partnership Deed so provides, interest on drawings is charged from the 

partners. The interest so charged is credited to the Profit and Loss Appropriation Account and debited 

to the Partners’ Capital or Current Accounts. 

 If the date of Drawings is not given, the Interest on total Drawings is calculated for 6 months. 

 Interest @ 10% without the word ‘per annum’ means interest is calculated without any reference to time 

period. 

 Interest on Partner’s Loan to the Firm: If a partner gives a loan to the firm, he is entitled to  interest on 

such loan at an agreed rate of interest. If there  is no agreement as to the  rate  of interest  on loan, 

the  partner  is entitled  to interest  on loan @ 6% p.a. Interest on partner’s loan is a ‘charge’ against  

the profit and is credited  to his/her  Loan Account. 

 Interest on  Loan by the  Firm to  a Partner: Firm is entitled  to  receive  interest  on  loan  given  to  a 

partner. However, the  firm will charge  interest  on loan advanced  to a partner  only, if it is provided  

in the Partnership  Deed or is agreed  to charge interest  along with the rate of interest  among  the 

partners. It is a gain to the firm and is credited to Profit and Loss A/c. 

 
SPECIMEN OF PROFIT AND LOSS APPROPRIATION ACCOUNT 

 
  


