
Definition:

Partnership is a business structure in which two or more individuals share ownership and
responsibilities for running a business.

Partnerships are governed by a partnership agreement that outlines the rights, duties, and
profit-sharing arrangements among the partners.

Basic Concepts

1. Types of Partners:

Partnerships may involve different types of partners, such as:

General Partners: Have unlimited liability and participate in the day-to-day management of the
business.

Limited Partners: Have limited liability and typically contribute capital but do not participate in
management.

2. Profit Sharing:

Profit sharing in partnerships is typically based on the partnership agreement.

Partners may share profits equally, based on their capital contributions, or according to other
predetermined ratios.

Types of Partnerships

1. General Partnership:

In a general partnership, all partners have unlimited liability and share equally in the
management and profits of the business.

2. Limited Partnership:

In a limited partnership, there are both general partners and limited partners.

General partners have unlimited liability and manage the business, while limited partners have
limited liability and contribute capital but do not participate in management.

Calculations in Partnership

1. Distribution of Profits and Losses:



Profits and losses in a partnership are distributed among the partners according to the terms of
the partnership agreement.

The distribution may be based on capital contributions, time and effort invested, or other factors.

2. Accounting for Partners' Capital:

Partners' capital accounts track the contributions and withdrawals of each partner.

Changes in capital accounts are recorded to reflect profits, losses, additional investments, and
withdrawals.

Applications

1. Startups and Small Businesses:

Partnerships are common structures for startups and small businesses, allowing for shared
resources, expertise, and risk.

2. Professional Services Firms:

Partnerships are also prevalent in professional services firms such as law firms, accounting
firms, and medical practices, where partners collaborate and share profits.


