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| Partnership is a form of bus
organisation in which WO Of MOre Persons
upto @ maximum of twenty I'.n
business and ten in banking business “ihin

them acting on behalf of the Sther
words, every partner is an implied
other partners and of the firm. Each |

5. Mutual Agency : Partnership |
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Jiable for acts performed by other pe

tagFtpnr 10 undertake some form of business behalf of the firm.
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bas the following characteristics.
a2 FEATURES OF PARTNERSHIP 6. Utmost Good Faith : Patnerst
The essential characteristics of partnership ﬁeﬁmﬁﬁiﬂ \he MI:FI
actsperformed in the normal course

are as follows !
1. Two or More Persons : Partnership is an

association of two or more persons. There must
be at least two persons 10 form & partnership. A
person cannol enter into partnership with
himself. The maximum qumber of persons is 30.
If the number Of partnets exceeds the prescribe

maximum, 1 would become an illegal

association of
7, Agreement :
of an agreement betw

pPersons.
Partnership is the outcome

eenl (WO OF MOre persons.
The relation of partnership qrises from the
formation of a contract and not from status Of

birth, If a proprietor gives a share in profits 10
his employee, it will not be called a paﬂﬂeﬁh‘l:p

unless there js an a

greement of partnership

Therefore, partners have a duty
atmost good faith in business det

must disclose all the information thi

7. Unlimited Liability : BEa
liable to an unlimited extent fi
obligations towards outsiders, This
the firm's assets arc inadequate 10
in full, even the personal property

can be attached 10 satisfy the cle
. Restriction on
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shortcomings of gofe Proprietorship and joint A partnership

a vuluntary
Hindu family business, o, the size of business  two or more PELSOns who agree g amy g

business jointly and share jtg Profits and

The persons Who enter j 3

individuali}* called ‘Partners’ gpq collect

firm’. The pame under which

business is called the ‘firm Name’,
Partnership

d Some popular definitiong of pg u-.-.-'-':;_.:
Proprietorship, given below.
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efits of specialisaion are

jccording

peﬂuﬂs- There is direct relationship between
effort and reward. Every partner is motivated to
work hard and to ensure the success of the firm.

5. Close Supervision : Every partner is

to take personal interest in the affairs

of the business. Different pariners can maintain

personal contacls with employees and

customers. Fear of unlimited liability makes the

partners cautious and avoid reckless dealings.

Management of partnership 1s cheaper when
managers are nol employed.

6. Flexibility of Operations : Partnership
business is free from legal restrictions and
government control. Partners can make changes
in the size of business, capital and managerial
structure without any approval. The activities of
partnership business can be adapted easily 1o
changing conditions in the market.

7. Secrecy : A partnership firm is not
required to publish 1ts annual accounts. Audit of
accounts is not essential and no reports are to be
filed with the governmenl authorities. Therefore,
the affairs of a partnership business caf easily
be kept secret and confidential.

8. Protection of Minority Interest : Manage
ment of partnership 1s democratic. Every pariner
has a right to be consulted and can express his
opinion. All important decisions are taken with
the mutual consent of all the partners. In case &
partner 1s dissatisfied with the majority
decisions. he can retire from the firm of give a
notice for its dissolution.

1. Limited Resources : There is a limit to.
the maximum number of partners in 2 firm.
Therefore, it is not possible to collect huge

financial resources. Borrowing capacity of
partners is also limited. A partnership firm may
not provide the required technical and

administrative skills.

5. Unlimited Liability : Every parinet is
fully liable for the debts of partnership business.
Fear of risk may restrict initiative and growth of
business. Private properties of partners can also
be taken up for business liabilities.

3. Uncertain Life : Partnership business
suffers from instability. Insolvency, insanity,
-stirement and death of a partner may cause an
abrupt end to the busmess. Any partner can give
a notice for dissolution of partnership.

4. Conflicts : Lack of confidence, unity and
harmony among partners may lead to delayed
decisions and inefficiency. Chances of conflict
are high because every parnet has an equal nght
o take part in the management of the firm.
There may be lack ol seCrecy of business affairs.

5. Risk of Implied Agency : Every partner is
an agent of the firm. A dishonest pariner may
cause a great loss to the firm. All the partners
may suffer due to the negligence or dishonesty

of one partner.

6. Lack of Public Confidence : A partner-
ship does nol enjoy the trust of the public. The
reason for this is that the affairs of a partnership
are not given publicity. No reports are published
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(i) There is less secrecy of business
itffnil'ﬁ as it has to fulfil legal
requirements.
(iii) Credit standing of an LLP is reduced
due to the limited liability of

partners.

3. Partnership at Will : It is a partnership
formed for an indefinite period. The time period
or the purpose of the firm is not mentioned at
the time of its formation. It can continue for any
length of time depending upon the will of the
partners. It can be dissolved by any partner by
giving & notice to the other partners of his desire
to quit the firm.

4. Particular Partnership : It is a
partnership formed for a specific time period or
to achieve a specified objective. It is

automatically dissolved on the expiry of the
specified period or on the completion of the
,"ipl‘l:i.ﬁl}" Fur]}'_';SE fn]' wh]s;h it was hmned.

3.10. TYPES OF PARTNERS

There are four types of partners.

1. Active or Working Partner : Such a
partner contributes capital and also takes aclive
part in the management of the firm. He bears an
unlimited liability for the firm’s debts.

2. Sleeping or Dormant Partner : A
sleeping or silent partner simply contributes
capital. He does not take active part in the
management of the firm. He shares in the profits
or losses of the firm. His liability for the firm’s
debts is unlimited.

3, Secret Partner : This type of partner
contributes capital and takes active part in the

the profits and losses of the firm and his liability
is unlimited. However, his connection with the

firm is not known to the outside world.

4. Limited Partner : The liability of such a
partner is limited to the extent of his share in the
capital expenditure and profits of the firm. He is
not entitled to take active part in the
management of the firm’s business. The firm is
not dissolved in the event of his death, lunacy or
bankruptcy.

5. Partner in Profits Only : He shares in the
profits of the firm but not in the losses. His
liability for the firm’s debts is unlimited but he
does not take part in the management of the firm.

6. Nominal or Ostensible Partner : Such
a partner neither contributes capital nor takes
part in the management of business. He does
not share in the profits or losses of the firm. He
pnly lends his name and reputation for the
benefit of the firm. He represents himself or
knowingly allows himself to be represented as

a partner. He becomes liable to outsiders for the
debts of the firm. A nominal partner can be of

two types.

(a) Partner by Estoppel : A person who by his
words (spoken or wriiten) or conduct
represents himself as a pariner becomes
liable to those who advance money 10 the
firm on the basis of such representation.
He cannot avoid the consequences of his

pre vious act.

Suppose a rich man, Mohan, is not a
partner but he tells Sohan that he is a




" 1. General Partnership : In this type of
Cartnership the liability of every partner is
) pmmﬁipm firm's crt:dim can realise their

test from the personal property of any partner.

Every partner can take active part in the

"mﬁﬁ]tgtm:nt of the firm's business; unless
otherwise agreed upon between the partners.

2. Limited Liability Partnership (LLP) :
Limited partnership is now allowed in
India wnder the Limited Liability
Partnership Act, 2008. The chief
characteristics at a limited liability
partnership are as follows:

(1) A limited liability partnership must

be registered under the Act with a
minimum of two partners. There is

no limit on the maximum number of
partners.

(ii) AnLLPisa body corporate havine a
Separate legal entity and perpcti-lal
succession,

(1ii) In an LLP the liability of partners is
tI;nuﬂ:]eed [[i their agreed contributions
P. No partner would be

liable op dccount of any

actions

unauthorised or inde
nde
of other partners. i

(b) Disadvantages : An LLP s65

with the inteﬂﬁﬁ.*
creditors or any .,~
any fraudulent pumges.
(vi) Thus, LLP 15 a -'.-
business organisationia
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(1) An LLP is separate leg
independent of the partas
capable of owning
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enjoys perpetual exi '-*"_
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financial resources and technical know-how of the State and the private individuals.

QUESTION BANK

.1 Classify commercial org: nisations on the basis of ownership.

18. On the basis of ownership, commercial organisations are classified as follows :
1. Private Sector Enterprises

2. Public Sector Enterprises =
e

3. Joint Sector Enterprises ' ¢ T,
29 49 \
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On this impression, Sohan sells goods

4 worth Rs. 20,000 to the firm. Later on the
firm is unable to pay the amount. Sohan
can recover the amount from Mohan. Here,
Mohan is a partner by estoppel.

(b) Partner by Holding Out : When a person 1s
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:fjm" m.l ‘?-'-fﬂ.ﬂﬂﬂ to Shipra Enterprises on debts of the firm trom the d"tm[Ed gy 3. Distingl
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the «!‘.'_“,'un:lptrulls:r and Auditor G
to discussion in the parliament
| 3. Joint Sector Enterprises { J
ship, control and management is
the public ai fargc.r;‘

Indian Oil Corporation,
sector unde

. The annual audit of these
cneral of India, Moreover, th
or the State legislature,

oint sector consists of business underta
shared jointly by the

eir annual reports are subject

‘ kings wherein the owner-
Government, the private entreprencurs and

. | Cochin Refineries and Gujarat
rtakings in our country. -

v-The main features

State Fertilisers are examples of joint

of joint sector enterprises are as follows -

. L) Mixed Ownership :(The government, private entrepreneurs and the

Ixed O invest Ic 0
OWn a jomnt sector cnterprise, B o

_At) Com hm_ﬂd management : T'he management and control of g Joint sector enterprise lies with
the nominees or representatives of the Government, private businessmen and the public
) hhifl‘l.! Capital : The shares of the Government private businesimen and the public in the
capital are 26 per cent, 25 per cent and 49 per cent, respectively. The aim is to pool the
financial resources and technical know-how of the State and the private individuals

4.1 Classily commercial organisations on the basis of ownership.

Ans. On the basis ol ownership, commercial organisations are classified as follows :

1. Private Sector Enterprises

2. Public Sector Enlerprises

J. Joint Sector Enterprises
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MMMHH is to earn money. These may be fjnmcd Ib}' one or more individya|g :.._:_.
i of commercial organisations e.g. industrial, trading, transportation, warehoysg

insurance, advertising and others. Commercial organisations may be micro, small. atey
4-1 CLASSIFICATION OF COMMERCIAL ORGANISATIONS ON THE BAS|S OF : f“E mthbi!;
Commercial organisations can be classified as private sector, public sector and joipg g 10 disce
§ § 3. Joint Sec
: L. Private Sector Enterprises :(Ihesr: undertakings are owned, control
private businessmen. There is

led and fingpeed ship, control an
No government participation in them.

T'he main motiy

& of g the public at lar
sector undertakings is to earmn pmﬁtz)Their main features are as under : ) Indian il (
”Lﬁj*]’rivnre Ownership and Control : A private sector undertaking js fully owded ] seaturl_mdmitakn
cummi[h_:d by the private entrepreneurs. It may be owned by one individual or by 4 gy A mm iy
of individuals Jointly. When owned by one person, it js called Sole Pmprictnrshjp.ﬁi -  J&) Mixed
P{.FEI'S'EIIIS may jointly own the firm in the torm of joint Hindy family business, partnerstt B
JOIt stock company or cooperatiye society. . ‘ _b) Combi
‘_I«bj Prnl?t Motive : The main ntlnjemiw: of private sector undert akings is carning profits. Prof the no
Mﬁm:dc the reward for the risk assumed and the required return on capital _AC) Share
0 Sate Participati - i TR g 7 - ital
the o hi ool There % 0 participation by the Central or State (overnments @ P
? w"m P and contro] of 4 private sector una:ff-rrakmg | financi
. (47 Private Finapce ¥The capita] of 5 | | .
sole tr ; PIIvate sector undertaking i« ... d by i !
ader contribyes the capita] of 4 sol | & 15 arranged by its owners, 1€
nvested by the Partners. A joint sgock v P “OPrietorship. In case of partnership, capifil#
debentures, A Private sector undo:rl&kinmmpﬂw r:m.;h- capital by the issue of shﬂrﬁ_,_ —_
short-term needs for funds_- S €an also rajse loans to meet its long-term 4% g
(€) Independeng Managemen; e ' Ans. On the
ate g Ll
case of sgle Pmll'ﬂﬂlurship and pa_nn:ﬂ :hmr Llndfﬂ?;t]-.”]g 1S ”'ll”]ilglfd b}" its Dwm_ 1. P.'l'i
" enagement of g jojng Stock cnm!}ﬂn}'{':?elpf the owners directly manage the firm: H8 % 1
representat; S M | acted
Plesentatives of ghe Shareho]deps p M the hands o directors who are the i 3. Jo
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