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ACCOUNTANCY

CHAPTER-FUNDAMENTALSOFPARTNERSHIP

Hopeyouhavecompletedtherequiredquestionsandillustrationsfrom thechapterasper

thelastclassdiscussion.

Pleasegothroughthefollowingforaneffectivesession

STEP1:REVISETHECONCEPTOFPROFITANDLOSSAPPROPRIATIONACCOUNT

(DISCUSSEDINPREVIOUSCLASS)THROUGHTHEFOLLOWINGPOINTS.

 Apartnershipfirm preparesProfitandLossAppropriationAccounttowhichnetprofitor

netlossaspertheProfitandLossAccountistransferredtoappropriateitasperthe

agreementamongpartners.

 Thisaccount,isanextensionoftheProfitandLossAccount,andiscreditedwiththe

amountofNetProfitordebitedwiththeamountofNetLoss(transferredfrom Profitand

LossAccount).

 Itiscreditedwiththeamountofinterestondrawingsofthepartners(whichislosstothe

partnersbutanincomeforthefirm)anddebitedwithinterestonthecapitalsofthe

partners,partners’salariesandcommissions,etc.,(whicharelossesforthefirm and

incomesforthepartners).Ifthepartnersdecide,anamountistransferredtoReserveand

thebalanceprofit(DivisibleProfit)isdistributedbetween/amongthepartnersintheir

profit-sharingratio.

STEP2:READTHETYPICALCASE-WHENAPPROPRIATIONSAREMORETHAN

AVAILABLEPROFIT

(pageno.2.19)

ItisalsoapossibilitythattotalamountofappropriationaspertheDeedismorethanthe

amountofprofitavailableforappropriation.Inthissituation,profitavailablefordistribution

amongpartnersisdistributedintheratioofappropriationtobemade.

Trytosolve:illustration11

STEP3:READTHEPROVISIONSRELATINGTOINTERESTONCAPITAL(pageno.2.30)

1.WhenthePartnershipDeeddoesnotexistorPartnershipDeeddoesnotprovidefor

interestoncapital.

 Interestoncapitalisnotallowed.

2.WhenthePartnershipDeedprovidesforinterestoncapitalbutissilentonthefact

whetherinterestisachargeoranappropriation.

 Interestoncapitalisaccountedasappropriationofprofit.Therearethreepossible

situationsasfollows:



 Situation1:Loss—Interestoncapitalisnotallowed.

 Situation2:AdequateProfit—Interestoncapitalisallowed.

 Situation3:InadequateProfit—Interestisallowedonlytotheextentofprofit.

3.WhenthePartnershipDeedprovidesforInterestoncapitalascharge.

 Interestisallowedwhetherthefirm hasearnedprofitorincurredloss

Followthegivenyoutubelinktounderstandtheconceptbetter:

https://youtu.be/Z2DN1-kBGe0

Trytosolve:illustrationno.15,16and17andquestionno.29

STEP4:READTHECONCEPT-REMUNERATION(SALARY,COMMISSIONETC.)PAYABLE

TOPARTNERS(pageno.2.28)

 SalaryorcommissiontopartnersisallowedonlyifthePartnershipDeedallowsitand

alsoifthefirm earnsprofitduringtheyear.

 Salaryorcommissiontoapartnerisanappropriationofprofit,andnotachargeagainst

profit.

 Salarypayabletoeachpartnerisnormallystatedasanamount.

 Commissionpayabletoapartnerisstatedaspercentageofprofit,whichmaybeallowed

tothepartnerseither:

(i)asapercentageofnetprofitordistributableprofitbeforechargingcommission

Commission=NetProfitorDistributableProfit(beforeCommission)×Rateof

Commission/100

Or

(ii)asapercentageofnetprofitordistributableprofitafterchargingcommission.

Commission=NetProfitorDistributableProfit(beforeCommission)×Rateof

Commission/(100+Rate)

Followthegivenyoutubelinkstounderstandtheconceptbetter:

https://www.youtube.com/watch?v=vm3l777eraY

Trytosolve:illustrationno.14andquestionno.31,32,33,34,35


