
Accountancy 

Chapter -2 

Basics of Partnership  

Or 

Accounting for Partnership Firm -fundamentals 

1. What is meant by ‘Partners’, firm and firm’s name? 

The persons who have entered into partnership with another are individually called 

‘Partners’ and collectively a firm. The name under which the business is carried is called 

‘firm’s name’. 

 

2. Does partnership firm has a separate legal entity? Give reason in support of your answer. 

 

No, a partnership firm does not have a separate legal entity from its partners.  

Reason:- Private assets of the partners can be used to meet the liabilities of the firm in case 

firm’s assets are not adequate to meet its liabilities. 

 

3. What is the maximum number of partners that a partnership firm can have ? Name the act 

that provides for the maximum numbers of partners in a partnership firm. 

The maximum number of Partners in a firm can be 50 as per section 464 of the companies 

act 2013 read along with rule 10 of the companies(miscellaneous) rules,2014. 

 

4. Gupta and Sharma were partners in a firm. They wanted to admit two more members in the 

firm . List the categories of individuals other than minors who cannot be admitted by them. 

 

Apart from minor the following individuals cannot be admitted as partners : 

i. People of unsound mind (eg. Lunatic or insane). 

ii. People disqualified by law (eg:  alien enemies, insolvents) 

5. What is meant by fixed capital of a partner? 

Fixed capital of a partner means that the capital remains unchanged, unless additional 

capital is introduced or withdrawal is made from the existing capital. 

 

6. What is meant by ‘Fluctuating capital of a partner’? 

It is a method of maintaining capital accounts of partners under which all transactions 

related to a partner ( such as his shared of profit or loss, drawings , interest on capital , 

interest on drawings , salary etc) are recorded in his capital account. 

 

7. What are the provisions in the absence of Partnership deed? 

Following provisions are applicable in the absence of partnership deed;- 

i. No partner is entitled to interest on capital.  (section 13(c)) 

ii. No interest on drawing is to be charged by the firm. (section 13) 

iii. Partners are entitled to share the profits equally (section 13(b)). 

iv. No one partner is entitled to get renumeration or salary and commission for taking 

part in the carrying of firms business. (section 13(a)) 

v. Interest on partners loan will be paid @ 6%p.a. whether firm is in profit or loss. 

(section 13(d)) 



8. Difference between Fixed capital account and fluctuating capital account. 

Basis Fixed capital account Fluctuating capital account 
No of accounts  Two accounts are 

maintained for each partner 
i.e. fixed capital account and 
current account. 

Only one account (i.e. 
capital account) is 
maintained for each 
partner. 

Balance  It always shows credit 
balance in capital account 

Fluctuating capital account 
can also show debit 
balance. 

Frequency of change  Balance in fixed capital 
account does not change 
except when further capital 
is introduced or capital is 
withdrawn. 

The balance changes with 
every transaction of the 
partner with the firm. 

 

9. Format of partners capital account when capitals are fixed. 

              

                                                         Partner’s capital account  

Particulars  Rs  Particulars Rs 
To cash /Bank 
account (withdrawal 
of capital 
permanently) 

…………………… By balance b/d 
(opening capital) 

……… 

To balance c/d 
(balancing figure) 

 By bank /cash a/c 
(additional capital 
introduced during 
the year) 

……….. 

  

                                                        Partner’s current accounts 

Particulars 
 

Rs Particulars Rs 

To balance b/d(in 
case of debit opening 
balance) 

 By balance b/d(in 
case of credit 
opening balance) 

 

To drawings   By interest on capital   
To interest on 
drawings a/c 

 By commission a/c  

To profit and loss 
a/c(loss) 

 By partners salary 
a/c 

 

To balance 
c/d(balancing figure) 

 By profit and loss a/c 
profit  

 

 

 

Note:- The balance be on the opposite (credit)side also. 

 

 

When capital is fluctuating: - 

 

 

 



 

Partner’s capital accounts  

Particulars Rs  Particulars Rs 

To balance b/d (in 
case of debit opening 
balance) 

 By balance b/d (in 
case of credit 
opening balance) 

 

To cash /bank 
a/c(drawings against 
capital) 

 By cash /bank a/c 
(additional capital) 

 

To drawings a/c 
(drawings against 
profit) 

 By interest on capital  

To interest on 
drawings a/c (loss) 

 By commission a/c  

To balance c/d  By Partner’s salary   

  By P/L appropriation 
a/c(profit) 

 

 

10. Format of profit and loss appropriation account. 

Particulars Rs Particulars Rs 

To interest on capital 
a/c 
A-> xxx 
B-> xxx 
C-> xxx 

xxx By profit and loss, 
a/c (profit) 

xxx 

To partner’s salary xxx By interest on 
drawings  
A->xxx 
B->xxx 
C->xxx 

xxx 

To partner’s 
commission  

xxx   

To transfer to 
reserve 

xxx   

To profit transferred 
to A’s capital 
/current a/c 

xxx   

B’s capital /current 
a/c 

xxx   

C’s capital /current 
a/c 

xxx   

  

For example: A and B started business in partnership on 1st January 2018 with capitals on Rs 

50000 and Rs 40000. According to partnership deed, A is entitled to a salary of Rs 500 per 

month and interest to be allowed on partners capitals @10% per annum. Profit is to be 

distributed between a and B in 3:2 ratio. For the year ended 31st December 2018, firm made 

a profit of Rs 70000 before allowing A’s salary and interest on capitals. Prepare profit and 

loss appropriation account showing distributions of profit. 

 

Profit and loss appropriation account  



Particulars Rs Particulars Rs 
To interest on capital  

A- 5000 
B- 4000 

9000 By profit b/d 70000 

To A’s salary 
(500*12) 

6000   

To profit transferred 
to A’s capital a/c 

33000   

B’s capital a/c 22000   

 70000  70000 

 

When appropriations are more than the profits. 

Example:  

Manoj and Billu are partners sharing profits and losses in the ratio of 1:1 . Manoj is non-

working partner and contributes Rs 60000 as his capital. Billu is a working partner and 

agreed to work for the firm. The partnership deed provides for interest on capital @10% p.a. 

and salary to every working partner @Rs 3000 p.a. The profit of the firm before charging 

anything was Rs 6000. Prepare profit and loss appropriation account. 

Profit and loss appropriation account  

Particulars Rs Particulars Rs 

To interest on capital 
Manoj 

4000 By profit b/d 6000 

To salary(Billu) 
 

2000   

 6000  6000 

 

Note: Interest payable to Manoj = Rs 6000 

           Salary payable to Billu        = Rs 3000 

                                                              Rs 9000  

But the profit is only 6000, so this Rs 6000 will not be distributed in the following ratio: 

calculate ratio of amount due i.e. Rs 6000:3000=2:1. Now distribute profit Rs 6000 in the 

ratio of 2:1. 

Therefore, Manoj will get = Rs 6000*2/3=Rs 4000s 

                   Billu will get      = Rs 6000*1/3=Rs 2000 

 

Preparation of fixed and fluctuating account  

 

Example : A and B partners of a firm sharing profit and loss in the ratio of 3:2 .their capital 

were rs 60000 and rs 40000 as on 1st January 2009. Net profit during the year before 

charging interest and salary is Rs 30000. According to the partnership deed both the 

partners are entitled to Rs 1000 per month as salaries and 5% interest on their capitals. They 

are to be charged interests @ 5% (fixed) on their drawings which is Rs 12000 for A and Rs 

8000 for B. Prepare profit and loss appropriation account. Partner’s capital account when:- 

a. Capitals are Fixed  

b. Capitals are fluctuating  

 

Profit and loss appropriation account  

Particulars Rs particulars Rs 



To partners salaries  
A- Rs 1000*12 
B- Rs 1000*12 

 
12000 
12000 

By Profit and loss 
(profit) 

30000 

     To interest on 
capital : 
A – 3000 
B -  2000 

 
 
5000 

By interest on 
drawings  

A- 600 
B- 400 

1000 

To profit  transferred 
to  
A’s capital a/c-1200 
B’s capital a/c -800  

 
 
2000 

  

 31000  31000 

 

a. When capitals are fixed :- 

                                     Partner’s capital account  

Particulars A B Particulars A B 

To balance 
c/d(balancing 
figure) 

60000 40000 By balace 
b/d 

60000 40000 

 60000 40000  60000 40000 

 

                                   Partner’s Current account 

Particulars  A B Particulars A B 
To 
drawings  

12000 8000 By salaries 12000 12000 

To interest 
on 
drawings  

600 400 By Interest 
on capital  

3000 2000 

To balance 
c/d 

3600 6400 By P/L app. 
a/c 

1200 800 

 16200 14800  16200 14800 

 

b. When capitals are fluctuating : 

Particulars  A B Particulars A B 

To drawings 
a/c  

12000 8000 By balance 
b/d 

60000 40000 

To interest 
on drawings 
a/c  

600 400 By salaries 
a/c 

12000 12000 

To balance 
c/d 

63600 46400 By interest 
on capital 
a/c 

3000 2000 

   By P/L app. 
a/c 

1200 800 

 76200 54800  76200 54800 

 

Example : On 1st April 2013 Brij and Nandan entered into partnership to construct 

toilets in thr govt. girls schools in the remote areas of Uttarakhand. They contributed 

capitals of Rs 10,00,000 and  15,00,000 respectively. Their profit sharing ratio was 

2:3 and interest  allowed on capital as provided in the partnership deed  was 12% 



per annum . During the year ended 31st march 2014 the firm earned a profit of Rs 

2,00,000. Prepare profit and loss appropriation account of Brij and Nandan for the 

year ended 31st march 2014.  

 

                 Profit and loss appropriation account for the year ended 31st march 2014 

Particulars rs Particulars Rs 
To interest on 
capital a/cs; 
Brij – 80000 
Nandan - 120000 

 
 
 
200000 

By profit and loss 
a/c 
Net profit 

 
 
200000 

 200000  200000 

 

Note :  

1. Interest on Brij’s capital (Rs 10,00,000 *12/100)=  Rs 120000 

                                                  Nandan’s capital (Rs1500000*12/100)   =   Rs 180000 

                                                                                                                               Rs 300000 

2. Total interest due to Brij and Nandan is Rs 300000. However total distributable 

profit is just Rs 200000 . So total profit of Rs 200000 will be distributed between 

Brij and Nandan in the ratio of their due interest on capitals i.e. Rs 

120000:180000 or 2:3. Thus  

Interest allowed to Brij = 200000*2/5=Rs 80000 

                            Nandan= 200000*3/5=Rs 120000 

 

Assignment : 

1. What is meant by fixed capital of a partner. 

2. Distinguish between ’Fixed capital account  and fluctuating capital account ‘ 

on the basis of credit balance . 

3. Give two items which may appear on the debit side of partner’s current 

account. 

4. Where would you record ‘interest on drawings’ when capital is fixed. 

5. Saloni, Bhavika and Namita are partners with no partnership deed. Their 

fixed capitals were 300000,Rs 200000 and Rs 100000 respectively. Saloni 

and Bhavika both desire that the profits should be divideds in the ratio of 

capital contribution . Namita does not agree to this. How will the dispute 

settle ? 

6. MCQs  

i. When partnership deed is silent regarding interest on capital and 

drawings , it will be given as follows : 

a. 6% p.a. on capital and drawings 

b. 10% p.a. on capital and 6% on drawings  

c. No interest on capital and drawings  

d. None of these  

ii. In the absence of partnership deed , profit sharing ratio will be :- 

a. Capital ratio 

b. Senior partner will get more profit. 

c. Profit will not be distributed 



d. Equal ratio irrespective of capitals  

iii. Capital withdrawn by the partner permanently is known as ………… 

iv. If partners’ capital are fixed where will you record additional capital 

contributed by a partner ? 

a. Credit side of partner’s capital a/c 

b. Credit side of partner’s current account  

c. Debit side of partner’s capital a/c 

d. Debit side of partner’s current a/c 

v. Which of the following is not applicable in the absence of 

partnership deed? 

a. No interest on capitals and drawings  

b. Interest on partner’s Loan 6% p.a. 

c. No salary /renumeration to partners 

d. Profits are shared in capital ratio. 

7. A and B started a partnership business on 1st April 2017. Their capital 

contribution were Rs 400000 and Rs 300000 respectively. The partnership 

deed provides: 

1) Transfer 10% profits to the reserve  

2) A will get a salary of Rs 500 p.m. and B Rs 1000 p.m. 

3) Interest on capital at 10% p.a. 

The profit for the year ended 31st march 2018 before making 

above appropriations were Rs 200000. Interest on drawings 

amounted to Rs 7000 and  Rs 5000 is to be charged from A. 

Profits are to be shared equally. Prepare profit and loss 

appropriation account. 

8. Lalan and Balan were  partners in a firm sharing profits in the ratio 5:3. Their 

fixed capitals as on 1-4-2011 were Lalan Rs 100000 and Balan Rs 200000. 

They agreed to allow interest on capital @12% p.a. and on drawings @15% 

p.a. The profit of the firm for the year ended 31st march 2012 before all 

above adjustments were Rs 30000. The drawings made by Lalan were Rs 

3000 and by Balan Rs 5000 respectively during the year. Prepare profit and 

loss appropriation account . The interest on capital will be allowed even if 

the firm incurs loss. 

 

 


