Important points regarding partnership
It is an association of persons to share profit (positive or negative) of a business carryon by all or any of them on behalf of all.

· Relation between persons. It is not define under partnership Act regarding maximum number of partners. It is define under companies act
· Agreement. It is formed by contract or agreement and not by status like in case of HUF

· Business. It is formed only for the purpose of business. Non business association is not partnership.

· Share profit. May be positive or negative.

· Carried on by all or any one of them acting for all.
PARTNERSHIP DEED is a written agreement.

Interest on capital allowed only when there is profit unless and otherwise agreed. In case of insufficient profit, profit is divided in capital ratio as an interest on capital.
Before to reach at net profit, profit of personal nature which is eared by use of firm asset or transaction or competing business should be added. And provide for interest on advances by partners.
Where partner of a firm is declared as insolvent by date of such declaration he ceases to be partner.

Dissolution of firm means dissolution of partnership among partner.
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In case of fixed capital account method interest is given on fixed capital and not on current account.

Interest on partner’s advances is debited to profit and loss account and the other payment to partners like salary, interst on capital, commission, interest on drawing is debited or credited to profit and loss appropriation account.

GOODWILL

Goodwill is: “value of expected future income in excess of normal return on the                                       


         Investment.”

It is a value of extraordinary earning capacity.
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Factors affecting of goodwill should be of non personnel and transferable.

Goodwill has value only in case of profit making firm and not of loss making, it is nill.

Value of firm is also affected by capital structure, trade mark, patent right.

RECONSTITUTION OF PARTNESHIP

Reconstitution includes following:
· Change in profit sharing ration of existing partners.

· Admission of a partner.

· Retirement of partner.

· Death of a partner.

In above all cases following problems arises:

· Calculation of scarifying /gaining ration and new profit sharing ratio

· Revaluation of assets and liabilities

· Distribution of reserves, accumulated profit or loss

· Treatment of goodwill

· Adjustment of capital accounts of partners of the reconstituted firm

1. Calculation of sacrificing /gaining ration and new profit sharing ratio

· If nothing is said about new ratio of old partners than they will share in there old profit sharing ration.

· In case about distribution of sacrifices made by them if nothing is said that that will share in old profit sharing ration.

Incase of change in profit sharing ratio revaluation of assets and liabilities will be made.
Sometime effect of revaluation not gives, MEMORANDUM ACCOUNT is prepared.

2.  Adjustment of capital accounts of partners of the reconstituted firm

To calculate capital of firm there is two methods:
· On the basis of incoming partners capital

· On the basis of capital of existing partner

Retirement of partner:
At the time of retirement, final balance calculated after taking into account the following:

· Net balance of his capital account on the date of retirement after adjustment for drawing current account blance, etc.

· His share of profit or loss on revaluation of assets and liabilities on the date of retirement.

· His share of accumulated profit or losses and reserves on the date of retirement

· His share of goodwill of the firm, subject to adjustment of goodwill, already appearing in the books,

· His share in the surrender value of the join life policy/individual life Insurance policies, subject to adjustment for the value, already appearing in the balance sheet.[image: image3.png]
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