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The most important aspect to learning about accounting for partnerships lies in understanding that the 
partnership (the business) and the partner (one of the owners) are separate accounting entities. Under the 
accounting entity concept, the financial records of the partnership are kept separate and distinct from the 
financial records of the individual partners. 

The profit is shared equally amongst all partners according to the Partnership Act 1908, regardless of the different 
amounts of capital or time contributed to the partnership by the various partners.

Alternatively, the partners can create a partnership agreement or partnership deed, which specifies the manner in 
which the profit is distributed.

The profit of a partnership can be distributed in three ways, as follows.

A. Expenses for the partnership, reducing the profit of the partnership
• interest on capital
• interest on current account – opening balance credit
• salary to partner
• bonus to partner

B. Income for the partnership, increasing the profit of the partnership
• interest on drawings
• interest on current account – opening balance debit

C. Balance distributed as a share of profit or loss
 The distribution of profit in this manner recognises the various contributions made by the partners and 

provides incentives or discouragement to partners for various actions. This will assist the partnership in 
attaining its goals and future viability.
• The interest on capital is a reward to the partner for contributing capital to the partnership. Capital 

provides funds to the partnership so that the business does not need to borrow extra funds, so reduces 
interest costs, which benefits the partnership. It encourages partners to retain or increase capital 
balances in the partnership rather than to seek alternative investment opportunities. This means the 
partnership would have the funds to invest in more assets and advertising promotions, or to spend in 

Chapter 3
Partnership Statement of Profit Distribution
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other ways that could increase future revenue and profits. This, in turn, would increase the viability of 
the partnership and its potential to continue operations in the future.

• The interest on current account with a credit balance is a reward for maintaining cash within the 
partnership, so the partnership has sufficient working capital with which to operate. This helps to ensure 
that there are funds available for the partnership to pay debts or expenses as they fall due. This benefits 
the partnership as it means the partnership remains solvent, increasing the partnership’s viability and its 
potential to continue operations in the future. It is also a reward for the partner for maintaining funds in 
the partnership.

• A salary is a reward for the time and expertise supplied to a partnership by a partner. It means the 
partner will contribute his or her time, skills and expertise so that the partnership will function more 
efficiently and therefore will be more profitable, which benefits the partnership, increasing the viability of 
the partnership and its potential to continue operations in the future.

• A bonus is a reward to a particular partner for his or her expertise, to encourage that partner to create 
extra sales, so the partnership overall is more profitable, which benefits the partnership, increasing the 
viability of the partnership and its potential to continue operations in the future.

• The interest on drawings, usually above the agreed salary amount, is to discourage excessive 
drawings from the partnership so funds remain within the partnership, to ensure that there are funds 
available for the partnership to pay debts as they fall due. This benefits the partnership as it means the 
partnership remains solvent, increasing the partnership’s viability and its potential to continue operations 
in the future. 

• The interest on current account with a debit balance is a charge to discourage the withdrawal of 
extra funds from the partnership, so the partnership maintains sufficient working capital. By discouraging 
the partner from taking extra drawings, cash is retained in the partnership so that there are funds 
available for the partnership to pay debts or expenses as they fall due. This benefits the partnership as it 
means the partnership remains solvent, increasing the partnership’s viability and its potential to continue 
operations in the future.

• The final residual profit will be shared in an agreed manner (either percentages or a ratio). Usually 
the partner contributing the most capital will receive a greater percentage or ratio of the residual 
profit. That is because that partner has contributed more capital so has a greater risk of losing funds if 
the partnership fails, and of losing personal assets to repay partnership debts if the partnership fails. 
Therefore, the partner who has invested more capital should receive a greater share of the residual 
profit, to discourage her or him from reducing her/his capital in the partnership, so that the partnership 
maintains sufficient capital to operate efficiently and maintain viability.
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Statement of Profit Distribution
The Profit Distribution Statement (or Statement of Profit Distribution) distributes a partnership’s profit according to 
the partnership agreement. This statement always starts with profit for the year.

There are two items that can be added to the profit for the year, where the partnership is charging the individual 
partner. These are:
• interest on drawings 
• interest on current account (debit balance).

There are several items that can be subtracted from the profit for the year, where the partnership is paying the 
individual partner. These are:
• interest on capital
• interest on current account (credit balance)
• partner’s salary
• partner’s bonus.

The final amount of profit, after the adjustments (called the residual profit), is distributed to the partners 
according to the agreement (this is usually based on capital ratios or a specified percentage/ratio).

If it is a ratio, e.g. 3:1, the method of calculating each partner’s share of the residual profit is to add the ratio 
numbers together, i.e. 3 + 1 = 4. Then one partner receives ¾ while the other partner receives ¼ of the residual 
profit.

The final balance in the profit distribution statement must equal zero. This means that all of the partnership profit 
has been shared between the two partners (or among all the partners if there are more than two).

Example

The P Jones and C Smith partnership has the following terms in its partnership agreement:
• Interest is to be provided on the opening capital balance at 10%.
• Interest is to be provided or charged on the opening current account balance at 12%.
• Each partner is to receive a salary of $5 000 per month.
• Interest on drawings in excess of the partners’ salaries is to be charged at 15%.
• P Jones is to receive a bonus of 25% of sales exceeding $800 000.
• The remaining profit or loss is to be shared in the ratio of their capital accounts.
• The balance date for this partnership is 31 March.
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Information from the Statement of Financial Position as at 1 April 2021

The capital and current account balances, as at 1 April 2021, were:
Capital account balance P Jones: $240 000

Capital account balance C Smith: $160 000

Current account balance P Jones: $15 000 debit balance

Current account balance C Smith: $23 000 credit balance.

The following information relates to the year ended 31 March 2022.

Trial balance (extract)

$ $

Sales 888 000

Profit for the year 205 000

Drawings – P Jones 90 000

Drawings – C Smith 55 000

P Jones and C Smith 
Profit Distribution Statement 

for the Year Ended 31 March 2022

Profit for the year 205 000

Plus Interest on current account – Jones 1 800

Plus Interest on drawings – Jones 4 500

211 300

Less Interest on capital account – Jones 24 000

 – Smith 16 000 40 000

171 300

Less Interest on current account – Smith 2 760

168 540

Less Partners’ salaries – Jones 60 000

 – Smith 60 000 120 000

48 540

Less Bonus – Jones 22 000

26 540

Less Profit share – Jones 15 924

 – Smith 10 616 26 540

NIL
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Interest on drawings calculation:
Smith’s salary is $60 000 and her drawings were $55 000, which is less than her salary, so there is no 
interest on drawings for Smith.
Jones’s salary is $60 000 and his drawings were $90 000, which is $30 000 more than his salary, so 
there is interest on drawings for Jones.
It is calculated as $90 000 – $60 000 = $30 000 × 15% = $4 500 interest on drawings. 
Bonus calculation:
Sales $888 000 minus $800 000 (amount of sales above which attracts bonus) = $88 000.
Extra sales $88 000 × 25% = $22 000 bonus.
Profit share calculation of the residual profit of $26 540:
Jones’s profit share is 60% of $26 540 = $15 924
Smith’s profit share is 40% of $26 540 = $10 616
These two amounts equal the residual profit, $15 924 + $10 616 = $26 540.
If the partnership agreement stated that the profit was to be split in a 3:1 ratio, then, using the above 
residual profit, it would be split in this manner:
The ratio total is 3 + 1 = 4 
So the first partner (Jones) receives ¾ × $26 540 = $19 905.
The second partner (Smith) receives ¼ × $26 540 = $6 635.

These two amounts equal the residual profit, $19 905 + $6 635 = $26 540.

Interest on average monthly capital
The exercises may state that the interest on capital is to be calculated on the average monthly balance of the 
capital. This is to reward partners appropriately if they contribute additional capital during the year.

The most important aspect to work out is whether the balance of the capital supplied is from the start or from the 
end of the financial year. This means you can calculate whether you need to add or subtract the additional capital.

Example

The Jones and Smith Partnership profit agreement has been adjusted to state that the interest on capital 
of 10% is to be provided on the average monthly capital balance.
The capital balances on 1 April 2021 were:
– Jones $240 000
– Smith $160 000
During the year, Smith contributed an extra $40 000 capital – on 1 January 2022.
The interest on capital would be calculated as follows:
– Jones’s capital has remained as $240 000 throughout the whole year, so the interest on capital is 

$240 000 × 10% = $24 000.
– However, Smith’s capital increased by $40 000 during the year to $200 000 by the end of the year.
Smith’s interest on capital is calculated as:

 $160 000 × 10% × 9⁄12 = $12 000, plus 

 $200 000 × 10% × 3⁄12 = $ 5 000 

giving a total interest on capital for Smith of $17 000.
The 9⁄12 is used as Smith had $160 000 capital from 1 April until 31 December, a total of 9 months.

The 3⁄12 is used as Smith had $200 000 capital from 1 January until 31 March, a total of 3 months.
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Activity 3A
1. Calculate the interest on drawings for the following situations.

a. Nataliah and Augustina were in a partnership with the following clause:
 ‘Interest on drawings is charged at 10% on any drawings greater than a partner’s salary.’
 Their salaries were $55 000 and $60 000 respectively. Their drawings were $75 000 for Nataliah and 

$90 000 for Augustina.
 Calculate the interest on drawings for:

i. Nataliah 

ii. Augustina 

b. Priya and Michael were in a partnership with the following clause:
 ‘Interest on drawings is charged at 8% on any drawings greater than a partner’s salary.’
 Their salaries were $90 000 (Priya) and $80 000 (Michael). Their drawings were $85 000 (Priya) and 

$87 000 (Michael).
 Calculate the interest on drawings for:

i. Priya 

ii. Michael 

c. Ashley and Shikofa were in a partnership with the following clause:
 ‘Interest on drawings is charged at 12% on any drawings greater than a partner’s salary.’
 Ashley’s salary was $65 000 and Shikofa’s salary was $60 000. Their drawings were $100 000 (Ashley) 

and $62 000 (Shikofa).
 Calculate the interest on drawings for:

i. Ashley 

Answers
p.  58
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ii. Shikofa 

d. Jamie and Manuel were in a partnership with the following clause:
 ‘Interest on drawings is charged at 8% on any drawings.’
 Jamie’s salary was $50 000 and Manuel’s salary was $50 000. Their drawings were $80 000 (Jamie) and 

$50 000 (Manuel).
 Calculate the interest on drawings for:

i. Jamie 

ii. Manuel 

2. Calculate the bonus for the following situations.
a. Nataliah and Augustina were in a partnership with the following clause:
 ‘Augustina is to receive a bonus of 5% on any sales greater than $500 000.’
 The year’s sales were $525 000.
 Calculate Augustina’s bonus.

b. Priya and Michael were in a partnership with the following clause:
 ‘Priya is to receive a bonus of 8% on any sales greater than $1 000 000.’
 The year’s sales were $1 350 000.
 Calculate Priya’s bonus.

c. Ashley and Shikofa were in a partnership with the following clause:
 ‘Shikofa is to receive a bonus of 10% on any residual profit greater than $100 000.’
 The year’s residual profit was $108 000.
 Calculate Shikofa’s bonus:
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d. Jamie and Manuel were in a partnership with the following clause:
 ‘Manuel is to receive a bonus of 15% on any residual profit greater than $250 000.’
 The year’s residual profit was $262 000.
 Calculate Manuel’s bonus:

3. Calculate the share of residual profit for the following situations:
a. Nataliah and Augustina were in a partnership with the following clause:
 ‘Residual profit is to be shared in the ratio of 1:1.’
 The residual profit was $32 456. Calculate the share of residual profit for:

i. Nataliah 

ii. Augustina 

b. Priya and Michael were in a partnership with the following clause:
 ‘Residual profit is to be shared in the ratio of 2:1.’
 The residual profit was $18 468. Calculate the share of residual profit for:

i. Priya 

ii. Michael 

c. Ashley and Shikofa were in a partnership with the following clause:
 ‘Residual profit is to be shared in the ratio of 65% and 35%.’
 The residual profit after paying the bonus was $107 200. Calculate the share of residual profit for:

i. Ashley 
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Answersanswers

Activity 2A – Partnership formation (page 6)

1. Date Particulars Debit Credit

May 1 Bank 50 000

 Capital – John Smith 50 000

(Record John Smith’s capital contribution)

May 1 Bank 50 000

 Capital – Jane Doe 50 000

(Record Jane Doe’s capital contribution)

2. Date Particulars Debit Credit

Jul 1 Bank 100 000

 Capital – Keith Kidman 100 000

(Record Keith Kidman’s capital contribution)

Jul 1 Vehicle 40 000

Equipment 30 000

Bank 130 000

 Capital – Nicole Urban 200 000

(Record Nicole Urban’s capital contribution)

Activity 2B –  Contributing an existing business to form 
a partnership (page 7)

1. a. Date Particulars Debit Credit

Apr 1 Inventory 32 000

Accounts receivable 13 250

Vehicles 30 000

Machinery 75 000

Goodwill 32 500

 Allowance for doubtful debts 1 250

 Bank 24 000

 Accounts payable 7 500

 Capital – B Wise 150 000

(Record B Wise’s capital contribution)

Apr 1 Bank 75 000

 Capital – B Ant 75 000

(Record B Ant’s capital contribution)

 b.  B Wise’s Statement of Financial Position showed that the business 
had a large bank overdraft, so B Wise may have taken on a partner 
to obtain a cash injection into the business, improving the liquidity 
position of the business. It could also be to provide a cash injection 
into the business, in order to expand the business.

 c.  The $90 000 value of machinery in B Wise’s Statement of Financial 
Position represents the carrying amount of the machinery for B Wise. 
It is the future economic benefit of the machinery to his business. The 
value of $75 000 of the machinery for the partnership is the agreed 
value of the machinery. This represents the current market value 
of the machinery, because essentially the partnership is buying the 
machinery from B Wise at current market value and the amount of 
$75 000 becomes the historical cost of the machinery for the new 
partnership.

2. a. Date Particulars Debit Credit

Jun 1 Accounts receivable 10 000

Inventory 3 000

Machinery 8 000

Patent 2 500

Goodwill 4 250

 Allowance for doubtful debts 750

 Accounts payable 5 000

 Capital – U Know 22 000

(Record U Know’s capital 
contribution)

Jun 1 Bank 22 000

 Capital – I See 22 000

(Record I See’s capital contribution)

 b.  The accounts receivable is recorded at the full value of $10 000, as 
this is to the total amount that customers owe U Know. U Know and 
the new partnership are entitled to recover this amount from these 
customers. The allowance for doubtful debts is adjusted to $750 
so that the net amount of $9 250 equals the agreed value of the 
accounts receivable, which represents the amount of future economic 
benefit or cash expected to be received from these customers.

 c.  Goodwill is the difference between the agreed value of the existing 
business, being contributed as a going concern ($22 000), and the 
agreed value of the net assets being contributed to the partnership 
($17 750), meaning goodwill is $22 000 – $17 750 = $4 250. The 
goodwill represents the value to the partnership of the location, 
reputation and customer base of the existing business. It means that 
the new partnership is likely to generate future sales from having this 
location and existing customers, who will probably continue to buy 
goods from the partnership. The goodwill is the value of the future 
economic benefit of these intangible assets provided to the new 
partnership by U Know.
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