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ABSTRACT 

When a partner retires, he can typically take out his capital balances that are still in the firm account on that date. This can 

also typically include his share of the goodwill that he has worked so hard to accumulate over the years, and which will 

benefit the firm and its surviving partners long after the retiring partner has retired. A partner retires from the firm when 

one or more of the partners leave and the surviving partners go on with the business of the firm. A retiring partner, also 

known as a departing partner, is a partner who has severed their ties to the firm. The initial agreement between the partners 

ends when a partner retires, and the partnership firm is reconfigured. A new deal with the surviving partners may allow the 

business to continue. If all other partners agree, a partner may leave the partnership. In addition, he has the option to retire 

in line with a specific agreement made by the partners or by notifying them of his decision to do so. With the approval of 

all other partners, each partner in a partnership firm has the right to leave the company. This can be accomplished in the 

event of a partnership that was created at will by notifying each other of the change. 
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INTRODUCTION 

Retirement of a partner occurs when a partner leaves the partnership with the approval of the other partners, in accordance 

with the terms of the partnership deed, or by providing notice of retirement. Retiring or outgoing partners are partners who 

have severed their ties to the firm. When a partner retires, the original agreement between the partners ends, and the 

partnership business is reconfigured. With a new arrangement with the surviving partners, the business might go on. A 

partner's share in the company must be accurately calculated and settled upon his retirement. When a partner leaves the 

firm without terminating the ongoing relationships with other partners or with third parties, he retires from the firm. When 

a partner leaves a company by dissolving it, that is known as a dissolution rather than a partner retirement. A partner's 
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retirement from a firm does not cause it to dissolve. A partner may decide to retire or withdraw from the firm due to reasons 

such as his age, his bad health, change in firm’s nature of a business, etc. In case of Partnership at Will, a partner may retire 

at any time. Retirement amounts to a reconstitution of a firm where the number of partners, their capital contribution ratio 

and also the profit sharing ratio changes. The retiring partner is paid his share of capital, goodwill and revaluation profit or 

loss. In a partnership where membership is at-will, a retiring partner may release himself from liability to any third party 

for firm acts completed prior to retirement by signing an agreement with the third party and the partners of the reconstituted 

firm after becoming aware of the retirement. (3) Until public notice of the retirement is given, a partner who has retired 

from a firm and the other partners remain accountable to third parties as partners for any actions taken by any of them that 

would have been the company's actions had they been done earlier. 

RETIREMENT OF A PARTNER 

A retiring partner may, by agreement made with the third party and the partners of the reconstituted firm, be released from 

any liability to the third party for acts of the firm performed prior to his retirement. An implied agreement may also exist 

based on the course of dealings between the third party and the reconstituted firm after the retiring partner became aware 

of the retirement. Even after a partner leaves the company, unless the retirement is announced to the public, he and the 

other partners remain accountable to third parties as partners for any actions taken by any of them that would have qualified 

as a firm action if taken earlier. As long as a retiring partner doesn't incur liability from a third party dealing with the firm 

without his knowledge, he remains a party. Any partner of the reconstituted firm or the retired partner may provide notices 

pursuant to sub-section (3). In the aforementioned section, the phrase "retire" refers only to situations in which one partner 

leaves the company while the other partners carry on with business as usual without ending their partnership. If a partner 

leaves the company by dissolution rather than retirement, it is not covered. According to subsection (2) of the 

aforementioned law, a partner may, prior to his retirement, enter into an agreement with the third party and the partners of 

the reconstituted firm to release him from any liability to them for activities of the firm. 

Furthermore, until public notice of the retirement is given, sub-section (3) stipulates that even when a partner retires, he 

and the other partners remain accountable to third parties for any actions taken by any of them that would have been firm 

actions if taken prior to retirement. Nonetheless, if a third party transacts business with the retired partner without being 

aware that he was a partner, they will not be held responsible. Retirement of a partner occurs when a partner leaves the 

partnership with the approval of the other partners, in accordance with the terms of the partnership deed, or by providing 

notice of retirement. Retiring or outgoing partners are partners who have severed their ties to the firm. A partnership firm 

is reconfigured when one of the partners retires, ending the original partnership arrangement. With a new arrangement with 

the surviving partners, the business might go on. A partner's share in the company must be accurately calculated and settled 

upon his retirement. 

MODES OF RETIREMENT 

A partner may retire from a partnership with the approval of all other partners, as per Section 32 (1) 6. In line with the 

partnership agreement's explicit retirement provisions, whereby any partner may terminate the partnership at any time by 

notifying the other partners in writing of his decision to do so. In any of the three situations listed above, a partner may 

decide to retire. Even after retiring, a partner like this will still be accountable to third parties for the firm's actions until 
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they give public notice of their retirement, as required by section 72, either through their own actions or those of another 

partner. 

CLAUSE (A) - CONSENT OF ALL THE OTHER PARTNERS 

According to this condition, the approval of every partner is crucial if a partner wishes to retire from the company. It is 

necessary to take his retirement into consideration. He or she may retire based on an agreement struck with the other 

partners when consent has been obtained. This consent may be expressed explicitly in an agreement or may be assumed 

based on the facts of each individual situation. If a partner is in a position to dissolve the firm, that is the only way he can 

retire without the other partners' approval. 

Retirement and dissolution are not the same thing, according to the Madras High Court. A partnership does not dissolve; 

rather, it continues as such after a partner quits from the company. The Delhi High Court ruled in a well-known Indian case 

11 that retirement is not the same as dissolution and that it separates a partner's interest from the partnership business rather 

than determining the partnership as a whole. The court also held that the partnership is a partnership at will and that section 

44 of the Indian Partnership Act governs dissolution requests. 

CLAUSE (B) – EXPRESS PROVISIONS OR AGREEMENT WITH THE OTHERPARTNERS 

A partner may retire at any moment, as stated in second clause 13; however, all other partners must have approved the 

agreement. If such a contract is in place, the partner in question is free to retire whenever they choose, even if the other 

partners disagree. The way the partnership deed is constructed may also suggest a partner's retirement. Nonetheless, in 

most circumstances, a partnership's custom regarding a partner's retirement is that it requires an explicit agreement with 

the other partners in order for the partner to resign at any time. 

The defendants joined a partnership, and the partnership agreement specified that the only way to disband it would be with 

mutual consent. The plaintiff attempted to dissolve the partnership, but it was decided that one partner could not do so 

without the other's approval. As a result, a review of the Article using case law demonstrates that the partner's ability to 

resign is somewhat limited and that one partner cannot decide the partnership's terms. 

CLAUSE (C) - RETIREMENT AFTER GIVING NOTICE 

A partner may only retire in accordance with clause 16 after notifying the other partners of his decision. In the event that a 

partner has no claims against the firm or believes his claims will be amicably resolved without winding up, this permits 

the partner to resign without the firm having to dissolve. This section is comparable to English Partnership Act Section 26. 

A retiring partner must notify several classes of people who might do business with the partnership firm of his impending 

retirement. A partner must give notice before retiring. If he complies, his rights will be honored in cases where retirement 

is agreed upon by both parties. This phrase primarily pertains to businesses that are "Partnerships-at-will." 

Liability of a Retiring Partner 

Section 32(2) of the Indian Partnership Act, 1932 states that each partner is responsible for the firm's actions throughout 

their time as a partner.14.In the event that a person's retirement does not terminate any liability that arose during their time 

as a partner, they will still be responsible for any debts incurred before to their retirement. A retiring partner may, by 

agreement made with the third party and the partners of the reconstituted firm, be released from any liability to the third 
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party for acts of the firm performed prior to his retirement. An implied agreement may also exist based on the course of 

dealings between the third party and the reconstituted firm after the retiring partner became aware of the retirement. 

Adjustments/Accounting treatment required at the time of retirement of a partner 

1. Calculation of new profit-sharing ratio and gaining ratio 

 2. Treatment of goodwill  

3. Treatment of accumulated profit and losses 

 4.Revaluation of assets and liabilities  

5.Ascertainment of profit and loss up to the date of retirement 

 6. Calculation of total amount due to the retiring partner 

 7. Settlement of total amount due to the retiring partner  

8.Adjustment of capitals of the continuing partners 

Accounting issues dealt with at the time of retirement 

At the time of retirement the following accounting issues are dealt with: 

(a)  New profit-sharing ratio and gaining ratio. 

(b)  Goodwill. 

(c)  Adjustment of changes in the value of Assets and liabilities. 

(d)  Treatment of reserve and accumulated profits. 

(e) Settlement of retiring partners dues.  

(f) Interest on Capital 

But, the following deductions are made from the balance in his/her Capital Account on account : 

(a) His/her share in the Loss on Revaluation; 

(b) His/her Drawings and Interest on Drawings up to the date of retirement; 

(c) His/her share of any accumulated losses and 

(d) Loan taken from the firm. 
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The total amount so calculated is the claim of the retiring partner. He/she is interested in receiving the amount 

at the earliest. Total payment may be made immediately after his/her retirement. However, the resources of the 

firm may not be adequate to make the payment to the retiring partner in lumpsum. The firm makes payment to 

retiring partner in instalments 

Accounting treatment required at the time of retirement of a partner  

Calculation New profit-sharing and gain-sharing ratio  

When one of the partners retires, the other partners carry on the firm. 

New Ratio 

The new profit sharing ratio is the amount that the remaining partners agree to divide any future gains and losses. 

Ratio of Gaining 

Gaining ratio is the ratio in which the remaining partners purchase the outgoing partner's share. The reason it's dubbed a 

"gaining ratio" is that the retiring partner's profit share will benefit the remaining partners. 

Gaining Ratio = New Share – Old Share 

 

Difference between sacrificing and Gaining Ratio 

Bases of Difference  Sacrificing Ratio  Gaining Ratio  

Meaning The percentage that the previous 

partners give up from their profit-

sharing to the new partner 

Gaining ratio is the ratio in which the 

remaining partners purchase the 

outgoing partner's portion. 

When to calculate It is determined when a partner is 

admitted and adjusts the profit-

sharing ratio. 

It is determined when a partner retires 

or passes away, and the profit-sharing 

ratio is adjusted. 

Purpose It is computed to determine the 

amount that each partner must give 

up for the new spouse. 

It is computed to determine how much 

more each partner will get upon 

retirement or death of a partner. 

Objective It is utilized to divide the goodwill 

that a new partner's cash 

contribution brought to the 

previous partners. 

The amount of compensation owed by 

the continuing partners to the retiring is 

calculated using the gain ratio. 

Calculation 

 

Old ratio - New ratio New ratio - Old ratio 

Effect on Capital Accounts for Old Partners Capital 

are credited in the ratio of sacrifice. 

Remaining partners capital accounts are 

debited in gaining ratio 
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Various cases of new ratio and gaining ratio are  follows: 

(i) Distribution of Retiring Partner's Share in the Current Ratio 

In this instance, the remaining partners split the retiring partner's share according to the current ratio. The remaining 

partners keep splitting profits and losses according to the current ratio. 

EXAMPLE 

As partners, X, Y, and Z split profits and losses in a ratio of 4:3:2. When "A" retires, the surviving partners agree to accept 

"A's" share in the current ratio, which is 3: 2. Determine the new "Y" to "Z" ratio. 

Existing Ratio between ‘Y’ and ‘Z’ = 3/9 and 2/9 

‘X’s Share (retiring partner) = 4/9 

‘X’s share taken by the ‘Y’ and ‘Z’ in the ratio of 3 : 2 

‘Y’s Gain = 4/9 × 3/5 = 12/45 

‘Y’s New Share = 3/9 + 12/45 = 27/45 

‘Z’s Gain = 4/9 × 2/5 = 8/45 

‘Z’s New Share = 2/9 + 8/45 = 18/45 

New ratio of ‘Y’ and ‘Z’ is 27/45 : 18/45 = 27 : 18 = 3 : 2. 

Gain of a Partner = New Share – Existing Share 

(ii) Distribution of the retiring partner's share in a predetermined ratio  

Occasionally, the surviving partners buy the retiring partner's share in a predetermined ratio. The new ratio is calculated 

by adding their newly acquired share to their previous share. 

EXAMPLE 

As partners in the company, A, B, and C split profits at a ratio of 3:2:1. When B retired, A and C each received an equal 

portion of his estate. Determine A and C's new profit-sharing ratio. 

B’s Share = 2/6 

B’s share is divided between A and C in the ratio of 1 : 1. 

A’s Gain 1/2 of 2/6 = 2/6 × 1/2 = 1/6 

A’s New Share = 3/6 + 1/6 = 4/6 

C’s Gain 1/2 of 2/6 = 2/6 × 1/2 = 1/6 

C’s New share = 1/6+1/6 = 2/6 

Thus new, ratio of A and C will be 2 : 1 
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(iii) One of the partners takes the retiring partner's share. 

One of the surviving partners assumes the retiring partner's portion. In this instance, the share of the departing partner is 

added to the share of the current partner. Only their portion is altered. The current ratio of profit sharing is maintained with 

the other partners. Below is an example that demonstrates this point: 

 

EXAMPLE 

The profit-sharing ratio between A, Babu, and Rani is 5:4: 2. When "B" retires, "C" inherits his portion. As a result, "C's 

share is 2/11 + 4/11 = 6/11, whereas "A's" portion, or 5/11, will not change. Consequently, "A" and "C" now have a profit 

sharing ratio of 5: 6. 

 

Treatment of Goodwill 

Since goodwill is the product of the efforts of all partners, including the departing one, it is entitled to the retiring partner's 

share at the time of retirement. The retiring partner receives payment for the goodwill they have contributed. Accounting 

Standard 10 (AS-10) states that goodwill is only recognized in the books when a monetary payment is made for it. As a 

result, goodwill cannot be raised on its own; rather, it is only documented in the books at the time of purchase. 

Consequently, a partner's capital accounts are used to adjust goodwill in the event of a partner's retirement. The capital 

account of the retiring partner is credited with. Their gaining ratio debits his/her share of goodwill and the remaining capital 

account of the partner. 

When the Goodwill Account already appears in the Books 

Usually, the firm's books do not reflect the goodwill. If goodwill is recorded on the company's balance sheet upon a partner's 

retirement or death, it will be written off by crediting the goodwill account and debiting each partner's capital account 

according to their current profit-sharing arrangement. 

Revaluation the worth of the assets and the liabilities 

The firm's liabilities are reevaluated and its assets are revalued when a partner retires. The Revaluation Account is created 

in the same manner as a partner's admittance. When a partner retires or passes away, this is done to account for changes in 

the value of their assets and liabilities. 

Treatment of accumulated reserves and undistributed profit 

Every partner, including the retiring or deceased partner, receives their share of the firm's accumulated reserves, funds, and 

undistributed profit or loss as shown on the balance sheet on the date of retirement or death. 

CONCLUSION 

The researcher's goal in undertaking this project is to highlight the different facets related to a partner's retirement from a 

partnership business under Section 32. This research project examines different retirement arrangements, retiring partner 

responsibilities, and scenarios including retiring partner liability to third parties. The primary regulations pertaining to a 
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partner's retirement are essentially covered by Section 32. The comparison of Indian and English legislation revealed 

similarities and differences between the two, particularly with relation to notification of a partner's retirement. The Indian 

Partnership Act's Section 32 is upheld. The retired partner may benefit from the decisions. A partnership, or group of two 

or more people with a shared business agreement, might exist within the company. One of the partners may choose to leave 

the company at some point for personal reasons, old age, poor health, or insolvency. All other current partners must get 

notification from the retiring partner prior to their retirement. As agreed upon by the other partners, the retiring partner will 

receive goodwill treatment. He will get his cut of the profits from the revaluations of the assets and liabilities in his capital 

account as well as his portion of the income. After one team member retires, the other current partners' profit-sharing ratio 

will alter. The existing partners' gain ratio is represented by this shift in the profit sharing ratio. 
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