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Introduction to Contract of Partnership:

Definition: A partnership is an agreement between two or more individuals
(partners) to carry on a business together and share the profits and losses arising

from it.

Regulated by the Indian Partnership Act, 1932.




Essential Features of a Partnership:

Agreement: A partnership arises from a mutual agreement among partners to
carry on a business.

Business: The purpose of the partnership is to carry on a lawful business.

Sharing of Profits and Losses: Partners share the profits and losses of the
business

Mutual Agency: Each partner acts as an agent of the firm and the other
partners.

No Separate Legal Entity: Unlike companies, a partnership does not have a
separate legal entity from its partners.




Kinds of Partnership:

General Partnership: All partners have unlimited liability and equal rights in
management.

Limited Partnership: Combines general and limited partners; limited partners
have limited liability and no active management role.

Particular Partnership: Partnership formed for a specific project or
undertaking.

Joint Venture: Similar to a partnership, but usually formed for a single business
transaction.




Relations of Partners with One
Another:

Rights: Partners have the right to participate in the management, access to books, and a
share of profits.

Liabilities: Partners are personally liable for the debts and obligations of the firm.

Duties: Fiduciary duties such as loyalty, good faith, and disclosure towards the partnership.

Indemnification: Partners are obligated to indemnify the partnership for losses incurred
due to willful misconduct or negligence.

No Remuneration: Partners are not entitled to remuneration for their services unless
specified in the partnership agreement.




Rights of Partners:

Right to Participate: Each partner can participate in the management and
decision-making.

Right to Share Profits: Partners share profits and losses as per the partnership
agreement.

Right to Inspect Books: Every partner has the right to inspect and copy
partnership books.

Right to Be Consulted: Important matters require the consent of all partners.




Liabilities of Partners:

Unlimited Liability: Partners are jointly and severally liable for the firm's debts and
obligations.

Personal Liability: Creditors can sue partners individually or collectively for partnership
debts.

Extent of Liability: Liability extends to the partner's private property and personal assets.




Duties of Partners:

Duty of Good Faith: Partners must act in the best interest of the partnership.
Duty of Loyalty: Partners cannot compete with the partnership business.
Duty to Account: Partners must provide accurate accounts of all partnership transactions.

Duty to Contribute: Partners must contribute capital as agreed upon.




Immunities and Disabilities:

Partners are generally immune from personal liability for acts of the partnership
not involving negligence or wrongful acts.

A partner cannot sue the partnership or co-partner for personal torts
committed within the scope of partnership business.




Firm

Firm: A"firm" refers to the collective entity formed by partners when they
enter into a partnership agreement to carry on a business together.

Firm Name:

Partners can choose a firm name, but it must not contain any words suggesting
government patronage or imply illegal activities.

The name should not be identical or closely resemble an existing firm's name.

Registration of Firm:

Partnerships can be registered under the Indian Partnership Act, 1932, though
registration is optional.

Registration provides advantages like the ability to sue third parties, enforce
rights, and claim set-offs in a dispute.




Partnership Deed:

A written agreement between partners outlining the terms and conditions of the
partnership.

Specifies rights, duties, profit-sharing ratios, capital contributions, etc.

Helps prevent disputes and serves as evidence in case of legal issues.

Change in Partnership:
If there's a change in the partnership (new partner, retirement, etc.), it requires mutual
consent and a new partnership agreement or modification to the existing one.

Minor as a Partner:

A minor (below 18 years) cannot be a full partner but can be admitted to the benefits of
partnership.

Their share in profits is credited to their account and cannot be withdrawn until they attain
majority.




Retirement of a Partner:

A partner can retire with the consent of other partners or as per the partnership
agreement.

The retiring partner's rights and liabilities cease, but they remain liable for partnership
obligations before retirement.

Dissolution of Partnership:
Partnership dissolution can be voluntary (by mutual agreement) or compulsory (due to

certain events).
After dissolution, the firm's affairs are wound up, debts paid, and remaining assets
distributed among partners.

Dissolution vs. Continuation:

Dissolution of a partnership ends the firm's existence.

Continuation of the firm with remaining partners after a partner's departure is called
"reconstitution.”




Settlement of Accounts:
After dissolution, accounts are settled among partners.

Assets and liabilities are adjusted, and any surplus or deficit is distributed according to the
profit-sharing ratio.

Reconstitution of Firm:

Change in the existing partnership due to admission, retirement, or death of a partner.
Requires a new partnership agreement or modification of the existing agreement.

Continuation of Firm's Name:

If the firm's name is retained after a partner's retirement or death, it should indicate that
the partner is no longer a part of the firm.




Conclusion:

The Indian Partnership Act, 1932, defines and regulates partnerships in India.
Partnerships offer a flexible business structure, but partners need to be aware of
their rights, liabilities, and duties to ensure a successful and harmonious business
relationship. Understanding these concepts is essential for both aspiring business
owners and legal professionals dealing with partnership matters.







