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Name: _________________________________


Index No.: ________

Class: Sec ___________

Partnership (Part I)

· Partnership: An Introduction

A partnership is an association of 2 or more persons who operate a business for profits. Every partnership should draw up a Partnership Agreement which spells out the capital contributed by each partner, the profit sharing ratio of each partner, the amount of drawings allowed to each partner, and any other terms necessary to ensure that dispute will not arise subsequently. 

However, if a partnership is formed without a Partnership Agreement, any dispute arose can be settled by referring to the Partnership Act, 1961.

· Main Differences between Partnership & Sole-Proprietorship

	Features
	Partnership
	Sole-Proprietorship

	No. of owners
	2 or more, but less than 20
	1

	Resources
	Funds, skills, and knowledge are pooled
	Contributes all resources needed

	Profits/Losses
	Partners will share the profits
	Owner takes all the profits


· Final Accounts of a Partnership

	Type(s) of Final Accounts
	Partnership

	Trading Account
	*** Same as Sole-Trader ***

	Profit & Loss Account
	*** Same as Sole-Trader ***

Additional items:

· P&L Appropriation Account; 

· Interest on Capital;

· Interest on Drawings;

· Partners’ Salaries

	Balance Sheet
	*** Same as Sole-Trader ***

Additional items:

· Capital Account for each Partner;

· Current Account to record share of profits & drawings


Profit & Loss Account (including Profit & Loss Appropriation Account)

· Profit & Loss Appropriation Account

Net Profit obtained from the Profit & Loss Account is transferred to “Profit & Loss Appropriation Account”. The main purpose of Appropriation Account is to appropriate the net profit among all partners based on the Partnership Agreement.

	Dr
	Profit & Loss Appropriation Account 
	Cr

	
	
	S$
	
	
	S$

	Interest on Capital:
	
	Net Profit b/d
	XX

	Partner A
	XX
	Interest on drawings:
	

	Partner B
	XX
	Partner A
	XX

	
	
	Partner B
	XX

	Salary: Partner A
	XX
	
	

	Salary: Partner B
	XX
	
	

	
	
	
	

	Share of Profits:
	
	
	

	Partner A
	XX
	
	

	Partner B
	XX
	
	

	
	XXX
	
	XXX


· Interest on Capital

In a partnership, partners may not contribute equal amount of capital. Hence, it is reasonable to grant interest on capital contributed as Partner contributing more capital can place the extra amount in other investments.

	Accounting Entries:

	(i)


	Dr

Cr
	Interest on Capital A/C

Current A/C
	(ii)
	Dr

Cr
	P&L Appropriation A/C

Interest on Capital A/C


Example 1A:

David Beckham and Michael Owen are partners of a firm known as Beckham & Owen Trading. Beckham contributes S$30,000 as capital while Owen contributes S$20,000 as capital. The Partnership Agreement provides that (I) Profit & Loss should be distributed equally; (II) Interest on capital @ a rate of 5% per annum. 

At the end of financial year 2001, the partnership earned a profit of S$20,000. Prepare (a) Interest on Capital Accounts, (b) Current Account of each partner, & (c) the Profit & Loss Appropriation Account for the year ended 31 Dec 2001.

	Dr
	Interest on Capital – David Beckham
	Cr

	2001
	
	S$
	2001
	
	S$

	Dec 31
	Current Account
	1,500
	Dec 31
	P&L Appropriation Account
	1,500

	
	
	
	
	
	


	Dr
	Current Account – David Beckham
	Cr

	2001
	
	
	2001
	
	

	Dec 31
	Balance c/d
	10,250
	Dec 31
	Interest on capital
	1,500

	
	
	
	
	Share of Profits
	8,750

	
	
	10,250
	
	
	10,250

	
	
	
	2002
	
	

	
	
	
	Jan 01
	Balance b/d
	10,250

	
	
	
	
	
	


	Dr
	Interest on Capital – Michael Owen
	Cr

	2001
	
	S$
	2001
	
	S$

	Dec 31
	Current Account
	1,000
	Dec 31
	P&L Appropriation Account
	1,000

	
	
	
	
	
	

	Dr
	Current Account – Michael Owen
	Cr

	2001
	
	
	2001
	
	

	Dec 31
	
	9,750
	Dec 31
	Interest on capital
	1,000

	
	
	
	
	Share of Profits
	8,750

	
	
	9.750
	
	
	9,750

	
	
	
	2002
	
	

	
	
	
	Jan 01
	Balance b/d
	9,750

	
	
	
	
	
	


	Dr
	Profit & Loss Appropriation Account for the year ended 31 Dec 2001
	Cr

	
	S$
	S$
	
	S$
	S$

	Interest on Capital
	
	
	Net Profit
	
	20,000

	David Beckham
	1,500
	
	
	
	

	Michael Owen
	1,000
	
	
	
	

	
	
	2,500
	
	
	

	Share of Profit
	
	
	
	
	

	David Beckham
	8,750
	
	
	
	

	Michael Owen
	8,750
	
	
	
	

	
	
	17,500
	
	
	

	
	
	20,000
	
	
	20,000

	
	
	
	
	
	

	
	
	
	
	
	


· Partners’ Salaries

Within a partnership business, there are partners who active and others who are less active (or “sleeping”). Hence, it is fair to pay salary to active partners. (Note: No salary should be paid to a Sole-Trader since he is entitled to the entire profits from his business)

(a) When Partner’s salary is paid by cash, the accounting entries are as follows:

	Accounting Entries:

	(i)


	Dr

Cr
	Partner’s Salary A/C

Bank A/C
	(ii)
	Dr

Cr
	P&L Appropriation A/C

Partner’s Salary A/C


(b) When Partner’s salary has NOT been paid, the accounting entries are as follows:

	Accounting Entries:

	(i)


	Dr

Cr
	Partner’s Salary A/C

Current A/C
	(ii)
	Dr

Cr
	P&L Appropriation A/C

Partner’s Salary A/C


(Note: When the partner’s salary is not paid, the Current Account of the partner concerned is credited, showing the amount due to him)

· Interest on Drawings

Partners are entitled to drawings from time to time. To discourage drawings, an interest on drawings is levied. (Note: Interest on drawings will increase the net profit distributable to the partners)

	Accounting Entries:

	(i)


	Dr

Cr
	Current A/C

Interest on Drawings A/C
	(ii)
	Dr

Cr
	Interest on Drawings A/C

Profit & Loss Appropriation A/C


Example 1B:

Using the same example - Beckham & Owen Trading, the Partnership Agreement also provides that (III) Interest on Drawings is to be charged at the rate of 10% per annum.

	Date
	Drawings

	
	David Beckham
	Michael Owen

	01 Jan 2001
	S$2,000
	S$2,000

	01 Jul 2001
	S$1,500
	S$1,000

	Total
	S$3,500
	S$3,000


Calculation of Interest:

	Date
	Duration
	David Beckham
	Michael Owen

	01 Jan 2001
	1 year
	S$2,000 x 10% x 1 = 
	S$200
	S$2,000 x 10% x 1 = 
	S$200

	01 Jun 2001
	0.5 year
	S$1,500 x 10% x 0.5 = 
	S$75
	S$1,000 x 10% x 0.5 = 
	S$50

	
	
	
	S$275
	
	S$250


	Dr
	Interest on Drawings Account
	Cr

	2001
	
	Beckham

S$
	Owen

S$
	2001
	
	Beckham

S$
	Owen

S$

	Dec 31
	P&L Appropriation A/C
	275
	250
	Dec 31
	Current Account
	275
	250

	
	
	
	
	
	
	
	


	Dr
	Current Account
	Cr

	2001
	
	Beckham

S$
	Owen

S$
	
	
	Beckham

S$
	Owen

S$

	Dec 31
	Drawings
	3,500
	3,000
	
	
	
	

	
	Interest on drawings
	275
	250
	
	
	
	

	
	
	
	
	
	
	
	


	Dr
	Profit & Loss Appropriation Account for the year ended 31 Dec 2001
	Cr

	
	
	S$
	S$
	2001
	
	S$
	S$

	
	
	
	
	Dec 31
	Net Profit
	
	20,000

	
	
	
	
	
	Interest on Drawings
	
	

	
	
	
	
	
	Beckham
	275
	

	
	
	
	
	
	Owen
	250
	525

	
	
	
	
	
	
	
	


· Distribution of Profits

Before distribution of profits,

· Interest on capital & Partners’ salaries should be deducted from the net trading profit

· Interest on Drawings should be added to the net trading profit

Balance Sheet

The Capital of individual partners, & details of their Current Accounts are usually presented in the Balance Sheet.

	Dr
	Balance Sheet as at 31 Dec 2001
	Cr

	
	S$
	S$
	S$
	
	S$
	S$
	S$

	Fixed Assets
	
	
	
	Owners’ Equity
	
	
	

	Office Equipment
	
	XX
	
	Capital
	
	
	

	Premises
	
	XX
	
	Partner A
	
	XX
	

	Machinery
	
	XX
	
	Partner B
	
	XX
	

	Motor Vehicle
	
	XX
	
	
	
	
	XX

	
	
	
	XX
	Current Account
	
	
	

	
	
	
	
	Partner A:
	
	
	

	
	
	
	
	Balance b/d
	XX
	
	

	Current Assets
	
	
	
	Interest on capital
	XX
	
	

	Closing Stock
	
	XX
	
	Partner’s Salary
	XX
	
	

	Trade Debtors
	
	XX
	
	Share of Profit
	XX
	
	

	Cash at Bank
	
	XX
	
	
	XX
	
	

	Cash in hand
	
	XX
	
	Less: Drawings
	XX
	
	

	
	
	
	XX
	         Interest on

         drawings
	XX
	
	

	
	
	
	
	
	
	XX
	

	
	
	
	
	Partner B:
	
	
	

	
	
	
	
	Balance b/d
	XX
	
	

	
	
	
	
	Interest on capital
	XX
	
	

	
	
	
	
	Partner’s Salary
	XX
	
	

	
	
	
	
	Share of Profit
	XX
	
	

	
	
	
	
	
	XX
	
	

	
	
	
	
	Less: Drawings
	XX
	
	

	
	
	
	
	         Interest on

         drawings
	XX
	
	

	
	
	
	
	
	
	XX
	

	
	
	
	
	
	
	
	XX

	
	
	
	
	
	
	
	XX

	
	
	
	
	Long-term Liabilities
	
	
	

	
	
	
	
	Bank Loan
	
	
	XX

	
	
	
	
	
	
	
	

	
	
	
	
	Current Liabilities
	
	
	

	
	
	
	
	Trade Creditors
	
	XX
	

	
	
	
	
	Bank Overdraft
	
	XX
	

	
	
	
	
	
	
	
	XX

	
	
	
	XXX
	
	
	
	XXX

	
	
	
	
	
	
	
	


· Loans from Partners

Loans from partners are treated in the same manner as loans from external source.

· Interest on Loans

Occasionally, a partner may give a loan to the partnership during times of financial difficulty. This loan cannot be treated as capital contribution but should be treated as a loan to the partnership business. Hence, an interest should be paid on the loans lent to the partnership business. (Note: At year-end, the Interest on Loans Account is closed, and the total is transferred to Profit & Loss Account)

(a) When interest on loan is paid by cash, the accounting entries are as follows:

	Accounting Entries:

	(i)


	Dr

Cr
	Interest on Loan A/C

Bank A/C
	(ii)
	Dr

Cr
	P&L A/C

Interest on Loan A/C


(b) When interest on loan has NOT been paid, the accounting entries are as follows:

	Accounting Entries:

	(i)


	Dr

Cr
	Interest on Loan A/C

Current A/C
	(ii)
	Dr

Cr
	P&L A/C

Interest on Loan A/C


Example 1C:

David Beckham gives a loan of S$5,000 to the partnership business on Jan 01. The Partnership Agreement provides that (IV) Interest on Loan is to be at the rate of 10% per annum. On Dec 31, a partial payment of S$200 for interest on loan was paid to Beckham. 

Prepare (a) Interest on Loan Accounts, (b) Current Account, & (c) the Profit & Loss Account for the year ended 31 Dec 2001.

	Dr
	Bank Account
	Cr

	
	
	
	2001
	
	S$

	
	
	
	Dec 31
	Interest on loan
	200

	
	
	
	
	
	


	Dr
	Interest on Loan Account
	Cr

	2001
	
	S$
	2001
	
	S$

	Dec 31
	Bank A/C
	200
	Dec 31
	P&L A/C
	500

	
	Current A/C
	300
	
	
	

	
	
	500
	
	
	500

	
	
	
	
	
	


	Dr
	Current Account – David Beckham
	Cr

	
	
	
	2001
	
	S$

	
	
	
	Dec 31
	Interest on loan
	300

	
	
	
	
	
	


	Dr
	Profit & Loss Account for the year ended 31 Dec 2001
	Cr

	
	
	S$
	
	
	

	Interest on loan
	500
	
	
	

	
	
	
	
	
	


· Current Account

Separate Current Accounts are opened for each partner with a view to record the day-to-day transactions affecting the partners. 

· Credit entries in the Current Account include interest on capital, accrued partner’s salary & share of profit

· Debit entries in the Current Account include drawings & interest on drawings

	Dr
	Current Account – Name of Partner
	Cr

	
	
	S$
	
	
	S$

	Whatever the Partner has TAKEN
	
	Whatever the Partner has EARNED
	

	
	
	
	



	Dr
	Current Account – Name of Partner
	Cr

	
	
	S$
	
	
	S$

	Drawings
	XX
	Interest on capital
	XX

	Interest on drawings
	XX
	Partner’s salary (unpaid)
	XX

	Balance c/d
	XX
	Share of Profits
	XX

	
	
	Interest on loan (unpaid)
	XX

	
	XXX
	
	XXX

	
	
	
	












































































































































































































































