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FORMATS OF PARTNERSHIP

PQR COMPANY LIMITED
Partnership Appropriation Account
For the year ended, December 31, 2009 .

. $ $
Net prifit XXX
ADD: | INTEFEST ON DRAWINGS o
| MnP N XXX
Mr. Q oo _XEX X
| LESS: | INTEREST ON CAPITAL: e
LM P bl - XX) |
_[Mr.Q I (OO | (XX%)
LESS: | SALARIES: e - - o
Mr. P - - (XXX) !
mwo (AXxX) s SN
LESS: | BONUS/COMMISSION: o n i |
Mr. P R X0y 1
Mr. Q e . (X¥X) (XXX
Remaining profit to be apprcoriated KXX |
Mr. P_profit_(Remaining profit X P/L share) X¥X
Mr. Q profit_(Remaining profit X P/L share) XXX XXX
PQR COMPANY LIMITED
Partnership Current Account
For the year ended, December 31, 2009
Mr.P@) [Mra@) | | [ M P($) | Mr.Q($)
Opening Balance . XXX XXX O | Cpening XXX XXX
g5 R | Balance
Drawings XXX XXX interest on XXX AXX
capital
Interest on XXX XXX Salaries XXX XXX
drawings I B
Bonus/comm XXX XXX
- || Profit share XXX XXX
Balance c/d XXX XXX O | Balance c/d XXX XXX
R
Totals XXX XXX | Totals XXX XXX
Balance b/d XXX XXX Balance b/d XXX XXX

If current accounts are not maintained by the company, then we record all the entries in capital
account, in the same way as we do in current account, using the opening balances of capital
account.

o il
Principle of Accounts — 7110
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NOTE: Balance sheet can be prepared in two ways, first we can prepare the current account
separately and use the balances in balance sheet, and example is given below and the second

FORMAT OF BALANCE SHEET

method is to prepare the current account in the balance sheet as shown below.

Till capital employed there is no change in the format, so the relevant portiori is given.

EXTRACTED BALANCE SHEET

(If we use only the balarices of current account)

EXTRACTED BALANCE SHEET

$ $ $
Mr. P Mr.Q | Total |
FINANCED BY:
Capital at start XXX XXX XXX
Add: | Credit balance of current a/c XXX XXX XXX
OR
Less: | Dehit balance of current a/c (XXX) (XXX) | (XXX
Capital at an end L XXX
OR

(When we show the current account in the balance sheet)

B B - $ $ $
Mr. P Mr.Q | Total
FINANCED BY: = i
Capital at start XXX | XXX XXX
Add: | Opening Cr balance of current a/c XXX XXX
Inter2st on capital XXX XXX
| Salavies XXX XXX
Profit share XXX XXX
Bonus/commission XXX XXX | XXX |
_ XXX
Less: | Debit balance of current a/c (XXX) (XXX)
Drawings (XXX) (XXX)
Interast on drawings (XXX) (XXX) | (XXX)
Capital at an end - XXX

Add all credit items and subtract all debit items of current account in cagital balance.

Principle of Aczounts — 7110
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PARTNERSHIP ACCOUNTS
AND
AMALGAMATION
& GOODWILL

This chapter includes past papers in the foilowing order:

Year Yearly Question No. Page No. f
May / June 2015 — Paper 22 5 365 |
Oct/ Nov 2014 — Paper 22 - s N
May / June 2014 — Paper 21 5 N
Qct / Nov 2013 — Paper 22 5 B
Oct / Nov 2013 — Paper 21 iD 5 | 3gs
May / June 2012 5 S
May / June 20?1 o ‘g_ i 396T -
May / June 2010 B 3 401
Oct / Nov 2009 \ 5 404
;r May / June 2003 4 408
May / June 2003 5 411
Oct / Nov 2007 6 415
May / June 2005 s 418
May / June 2005 2 421
May / June 2004 5 424
MCQs Section 427
Answers ___ 434

Principle of Atcounts -- 7110
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PARTNERSHIP:

Two or more individuals, or parties work together to make profits it would be classiiied as*

partnership. In partnership maximum partners would be 20 for ail businesses except banks,
where it cannot be more than 10 partners.

PARTNERSHIP AGREEMENT:

Agreement in writing is not necessary. However it is better if a written agreement is drawn to
avoid future dispules. Partnership agreement could be in as much detail as all the partners
agreed upon.

Partnership agreement generally includes the following.

Names of ali the partners.

Capital contribution by each partner.

Profit and loss sharing ratio.

Rate of interest on capital and drawing.

Salaries of partners.

Limitation on drawing.

Admission and retirement procedure of a partner etc etc.

Nooh i =

LOAN FROM PARTNERS:

A partnership may borrow money from onz of the partners if extra finance is required. Loans
from partners are not part of the capital o’ the business and are treated in the same way as
any other loan.

In absence of partnership agreement/dispute a fix rate of interest 5% is allowed to
partner, on loan.

CAPITAL ACCOUNT:
Capital account in partnership is similar to sole trader capital account: it records the investment
of each pariner. A capital has a credit balarice as the business owes this to partners.

if current account are not maintained by the partnership then we us2 capital account for the
recording of current account transactions.

CURRENT ACCOUNT:

Current account records the income and expenses of each partner. Debit side records
expenses and credit side records incornes. Normal balance of current account comes on the
credit side.

If current accounts are not maintained then we use capital account.

Debit balance of current account reduces tre capital, and subtracted from capital in B.sheet.
Credit balance of current accouht increases the capital, and added in the capital in B.sheat.
APPROPRIATION ACCOUNT:

Apprepriation account started after income statement, because we need net profit to start with.
It shows how the net profit is shared among the partners.

Principle of Accounts - 7110
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ANALGAMATION:

When two or more sole traders agree to merge their businesses, it would be known as
amalgamation. When businesses are amalgamated or when a new partner admitted GOOD
WILL may be considered. )

GGOD WILL: :
Good will is defined as “The vaiues »f & business over and above the value of its
recorded assets”.
Geocawill is an intangible non current assel; we record goodwill in the baiance sheel under non
culrent assets.
Goodwilt may be recorced if it is purchased {For example when a businese is taken over by
another business) but should not be recorded it t has been built up by the business itself.

OR
Good will is excess amount paid over and abovi the net agsels taken over.

Geod Will = Purchase consideration — Net assels laken over
Purchase consideration = Businese purchase pree paid by the buyer.
Net assets taken over = Assets taken over — liakilities taken over.

Geodwill is an INVAMGIBLE ASSET it can only exist if the business was purchased and the
amount paid was greater than the value of the nat assets taken over. Good wiil has a monetary
value but no physical existence.

RE.CORDING OF GOODWILL:

Te Creation of goodwill.
Entry:
Debit Goodwill XXX
Credit Capital XXX

(Goodwili split in the old profitlloss sharing ratio)

2. Writing oft gocdwiil.

Entry:
Debit Capital KXXX
Credit Goodwill XXX

(Goodwiil spiit i1 the new profit/icss sharing ratio)

STATE TWO ACCOUNTING PRINCIPLES WHICH SUPPORTS GOODWILL NOT BEING
INCLUDED IN THE BA_ANCE SHEET:

Goodwill not being reco-ded is supported by

12 Money measurement concept
Goodwill has no specific value and cannct be measured accurately.

2 Prudence concept
Goodwill is the estimated value and not confirmed whether realizid or not.

o— B -@

Princiole of Ac:ounts — 7110
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Q. What do we record in partnership appropriation account?

A. Appropriation account is the extension of Income statement. It records the distribution of
profit. Appropriation account records interest on drawings, interest on capital, salaries of
partners, bonus; or Commission and at ast profit share accordirg to the ratios given.

Q. What is the rate of interest allowed 1o a partner’s loan, pravided by a partner 1o a
partnership? In the absence of partnership agreement.

A. If a partner provided a loan to a partnership, he would be allowed fix rate of 5% interest
in the absence of partnership agreement. 3 .

Q. what is the difference between partnarship and companies?

A.

PARTMERSHIP COMPANIES

*  Minimum two and maximum twenty | % Minimum tweniy and no limits on

parthers maximum.

% Less legal requirements as compare to | < Needs to accomplish complex legal

companies. requirements.

*+ Unlimited liability on the partners. % Limited liability.

*  Admission/death and retirement cari| * Operations cannot be affected due to

Cease partnership operations. admission/death and retirement.

Q.

- SRR |

What is the difference between companies’ appropriation and partnership
appropriation account?

Appropriation account is an extension of Income statement. It racords the distribution of
profit. Companies appropriation shows the distribution of profits as dividend together
with the reserves and retained profit. But in partnership appropriation account net profit
would be divided among/between the partners. Basic purpose of the appropriation is; to
distribute the profit in its partners/share holders.

Principle of Accounts — 7110





