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THE INDIAN PARTNERSHIP ACT, 1932 
 

INTRODUCTION  
 

Earlier Law of Partnership was part of Indian Contract Act. It was Chapter XI (Section 239-266) which 

included all about Partnership Laws. Those provisions were found inadequate with the changing time 

and development of trade in India. So, there arise a need of new legislation resulted the present act. 

Although we have a new Act after 1932 for Partnership laws but that doesn’t mean it is complete law.  

❖ Preamble- “An act to define and amend the law relating to Partnership”. 

Clearly suggest it to be not an exhaustive law.  

❖ Sec. 2(e): says expression not defined in act to be read from Indian Contract Act, 1872. 

❖ Sec. 3:- Application of provisions of Act 9 of 1872. 

Which all together leads to conclusion that Indian Partnership Act is not Exhaustive in nature.  

➢ Act was enacted on 8th April, 1932 and came into force on 1st day of October, 1932, except Sec. 69 

which came into force on 1st day of October, 1933. Operation of Sec. 69 was delayed for one year 

so that people can register their firms and become familiar to new law as it was introduced first 

time in India. 

➢ Act applies to whole of India except the State of Jammu and Kashmir. 

➢ Law making power in regard to Partnership is with both Centre and State. As it comes under List 

III, Entry 7 which says- “Contract, including partnership……” 

➢ Act is consiclered to be not retrospective as per language of sec 74 and applies only to anything 

done or suffered after the commencement of the act. So is prospective.   

 

 

******* 

 

 

 

 

 

CHAPTER – 1 

1. Nature of Partnership  
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Definition 

Essentials 

(1) Two or more persons. 

(2) Valid Agreement 

(3) Business. 

(4) Sharing of Profits. 

(5) Mutual Agency.  

2. Modes of Determining the existence of Partnership. 

3. Partnership at will 

4. Particular Partnership. 

5. Some Important points to remember.  

 

THE NATURE OF PARTNERSHIP 

Definition:- Earlier Indian Contract act, 1872, Section 239 defines Partnership as: 

“Partnership is the relation which subsists between persons who have agreed to combine 

their property, labour or skill in some business and to share the profits thereof between them:  

This definition was more of confusing nature and was unable to explain the word Partnership 

in its true spirit and thus various interpretations and definitions given by various jurists were 

analyzed. Some of them are:- 

Xent:- 

 “Partnership is a contract of two or more competent persons to place their money, 

labour and skill or all of them, in lawful commerce or business and divide profits and to bear 

loss in certain proportions.” 

Dixon:- 

 A Partnership is a voluntariary an incorporated association of individuals standing to 

one another in relation of principles for carrying out a joint operation or undertaking for the 

purpose of joint profit.  

But definition given by Pollock leads the basis of Define u/s 4 of present Act.  

SIR Fredrick Pollock:- Partnership is the relation which subsists between persons who have 

agreed to share the profit of a business carried on by all or any of them on behalf of all of 

them.  

Section 4:- Definition of partnership, partner, firm and firm name 

Partnership is the relation between persons who have agreed to share the profits of a 

business carried on by all or any of them acting for all. 
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Persons who have entered into partnership with one another are called individually partners 

and collectively a firm, and the name under which their business is carried on is called the 

firm name. 

As per needs of Indian Society definition of Pollocse was most appropriate. So, in simple words 

as per section 4, if two people agree to share profits of a business carried on by all or any of 

them acting for all.  

Essentials Features:- 

The essential features of partnership as per the definition of partnership are listed below:- 

1. Two or more people 

2. Valid agreement 

3. Created for the purpose of carrying on business 

4. Sharing of profits. 

5. Mutual Agency.  

 

1. Two or more persons 

Minimum two people are needed to create a partnership. The Indian Partnership act, 

1932 does not prescribe any upper limit on the number of people who can be partners. 

However, Section 11 of the Companies Act, 1956 provide that number of partners cannot 

exceed 10 person in case of banking business and 20 in other businesses. If the number 

of partners exceeds the limits, the partnership becomes an illegal association. Similarly, if 

the number falls below two, the partnership is deemed dissolved.  

➢ Partnership includes artificial as well as natural person.  

➢ Partnership firm is not a legal person. As said in case Mahabir Cold Storage v. CIT AIR 

1991 SC 1357, that a partnership firm is merely a collective name for individual 

member of the partnership. A firm as such cannot be a partner in another’s firm 

though its partners may become partners in another firm in their individual capacity. 

Same was observed in case Dalichand  v. CIT. 

➢ where two Karta’s of Joint Hindu Family enter into a contract of partnership it will be 

partnership between two kartar only and other members of the family do not ipeso 

fac to become the members of the partnership firm. Case Pichappli Chettiar v. 

Chokalingam Pillai PC 1934. 

2. Valid Agreement: 

The foundation of partnership an agreement the partnership agreement must fulfill all 

the requirements of a valid contract. There should be free consent, competency of the 

parties, lawful consideration and object. the agreement to create partnership may be 

express or implied. The agreement can also inferred from the conduct of the parties.   

➢ Section 5 clearly states that  

“relation of partnership arises from contract and not from status”. 
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Thus, if the Hindu Undivided Family is carrying a family business, it is not a partnership. 

Similarly, a Burmese Buddtist husband and wife carrying business care not partners in 

such business.  

➢ Partnership agreement not necessarily be very formal or writer agreement it can also 

be inferred from conduct of partner. Case Abdul v. Century Wood Industries, AIR 1954 

……33. 

➢ Where there is not written agreement or any other documentary evidence of the 

existence of partnership, it can be concluded b other modes (conduct of persons, by 

letters, by admissions, account books of business) by which facts can be established.  

In this regard Section 6 states that:- 

“in determining whether a group of persons is or is not a firm or whether a group of 

person is or is not a partner in a firm, regard shall be had to the real relation between 

the parties, as shown by all relevant fact taken together.” 

3. Business (Created for the purpose of carrying on Business)  

“Business is defined u/s 2(b):- 

“Business” includes every trade, occupation and profession” 

➢ This definition is criticized by various jurist like under shall & Merella and is interpreted 
as vague and not upto the mark in present scenario. One main reason for criticism is 
it makes many partnership as uncovered. As per “Business is any adventure which on 
being successful gives profit”. 

➢ The partnership must have created to carry on business. It is not necessary that all the 
partners actively participate in the conduct the business. 

➢ Business may be permanent or temporary, trading or non-trading. 

➢ The term business must be taken in a practical sense i.e. in a sense in which men of 

business would rose that term”. Case Smith v. Anderson, James L.J. 

➢ Partnership for a Single Venture:-  

Section 8:- Particular partnership 

A person may become a partner with another person in particular adventures or 

undertakings. 
  

• Case Kotta pally v. Ko Kumance 1983. Held “test is not whether the venture 

consists of a single transaction or most but whether the nature is capable of being 

participated by more than one individual considering its activity”. 

• Lindley on Partnership:- Partnership for a single venture can be when persons who 

are not partners in other business, share the profits and loss, or the profits, of one 

particular transaction or adventure, but not as to anything else.  

• And sections specifically says about particular partnership “A person may become 

a partner with another person in particular adventure or undertakings.   

• In case Ramdas v. Mukutdhari  difference single transaction and carrying on of 

business has been stated as:  
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“A single venture or transaction finishes immediately after purchase sale. There is 

no continuity or carrying of business in the sense that one or more partners 

continue to have responsibility and to apply their discretion in buying, storing, 

selling and keeping charge of money over a length of period. If the length of period 

and the scope of the business are defined with reference to particular reason or 

particular quantities of commodities then use have particular partnership. If in the 

agreement, itself the period and scope are not precisely defined then use may call 

it general partnership.  

4. Sharing of Profits 

All the words of contract are supreme. If contract says no share of losses is a valid contract. 

But if contract says 20:80 share of profit and not mention of losser so it is to be taken that 

losses will also be shared at equal ratio.  

➢ The division of profit is an essential condition of the existence of a partnership in case 

Grace v. Smith (1775) Court said, “Every man who has a share of the profits of a trade, 

ought also to hear his share of the loss.  

• S 13 says that Subject to Contract partners are entitled to share equally in profit 

and shall contribute equally to losser.  

➢ Sharing of profits is a primafacie evidence of the partnership but not the conclusive 

proof.  

5. Mutual Agency 

“On by all or any of them acting for all” refers to mutual agency which is real test for the 

existence of partnership. Thus if persons carrying on the business acts not only for himself 

but for others also, so that they stand in the position of principles and agents, they are 

partners. Case Cox v. Hickman (1860) 

➢ Explanation 1 and 2 of section 6 are theory of Mutual Agency.  

➢ Mutual Agency is sole of IPA which can be inferred from various sections.  

• Sec 18 says partner to the agent of firm. 

• Sec. 23 talks about effect of admission made by partner is an evidence against the 

firm, if made in ordinary course of business. Sec. 24 talks about effect of notice to 

acting partner notice to a partners, who habitually acts in the business of the firm 

of any matter relating to the affairs of the firm operates a notice to the firm, except 

in case of fraud committed by or with the consent of that partner.  

• And most importantly Sec. 25 Liability of a partner for act of the firm every partner 

is liable, jointly with all the other partners and also severally, for all acts of the firm 

done while he is a partner.  

Modes of determining the existence of partnership 

Section 6:-  
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a) Mode of determining extence of partnership -  In determining whether a group of persons 

is or is not a firm, or whether a person is or is not partner in a firm, regard shall be had to the 

real relation between the parties, as shown by all relevant facts taken together.  

 Explanation- 1. The sharing of profits or of gross returns arising from property by persons 

holding a joint or common interest in that property does not of itself make such persons 

partners.  

 Explanation-  2  The receipt by a person of a share of the profits of a business, or of a payment 

contingent upon the earning of profits or varying with the profits earned by a business, does 

not of itself make him a partner with the persons carrying on the business ;  and i, particular, 

the receipt of such share or payment -    a) by a lender of money to persons engaged or about 

to  engage in any business.  

b) by a servant or agent as remuneration.  

c) by the widow or child of a deceased partner, as annuity, or  

d) by a previous owner or part owner of the business , as consideration for the sale of the 

goodwill or share thereof does not of itself make the receiver a partner with the persons 

carrying on the business.  

There is no doubt that the mere participation in profits inter se affords cogent evidence of 

partnership. But it is now settled by the cases of Cox v. Hicleman, Mollow March & Co. v. 

Court of words, that although a right to participate in profits is a strongest test of partnership, 

and there may be cases  where upon a simple participation in profits there is a presumption, 

not of law, but of fact, that there is a partnership. This was observed by Jessel, MR in Ross v. 

Parkyns, 1875 and section 6 reiterated this. This section also indicates the manner in which 

the general principle is to be applied to particular circumstances.  

The instances given in explanation are of:-  

1. Money-lender  

Case Cox v. Hickman, 1860 

Fact:- Smith and son carried on business of iron merchants. They got into financial 

difficulties as a consequence of which they executed a deed of arrangement with the 

creditors. According to the arrangement give representatives of the creditors were 

appointed as five trustees. They included Cox and Wheat croft. The net income of the 

business was to be distributed by these twisters amongst the general creditors of Simith 

& son. After all the creditors had been paid off the business was to be returned to smith 

& Son. While the business was being managed by the trustees, the plaintiff, Hickman, 

Supplied goods to the firm. One of the trusts accepted bills of exchange drawn by Hichman 

undertaking to pay the price of the goods supplied by him.  

Held: by house of Lords.  

That although he creditors were sharing the profits and the business was being managed 

by the trustees, still the relationship between Smith and Son on the one Land and the 
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creditors (including trustees) on the others hand was that of debtor and creditor and not 

that of partners and therefore Cox and Wheat croft could not be made liabel.  

2. Servant or Agent sharing the profits 

Case Walker v. Hirsch, 1884 

Fact:- The plaintiff, who was a clerk in defendant’s firm, was to be paid fixed salary and 

also 1/8th of the profits. He agreed to advance $ 1500 to the firms’s business. By an 

agreement this relationship could be terminated by 4 months notice for either said. He 

performed the duties of a clerk only and lad no say in the conduct of the business. He was 

given notice by the defendants terminating his services. He contended that he was a 

partner and claimed dissolution of the firm and accounts. 

Hend: that though he shared the profit, eh was having the capacity of a servant only. He 

was not a partner and could not seek dissolution of the firm.  

3.  Widow or Child of a decreased partner sharing profit:- 

Case Holme v. Hammord 

Fact:- 5 persons entered into partnership for 7 years and agreed to share the profits and 

losses equally. They further agreed that if any one of them died before the expiry of the 

said period of 7 years, the others would continue the business and pay the share of the 

profits of the deceased to the executors, on the death of one of the partners the survivors 

continued the business. The exactors of the deceased who did not actually taken any part 

in the management of the business, were paid 1/5th share of profits made since the death 

of the deceased. The plaintiff sued the exactors of the deceased to make them liable in 

respect of a contract entered into by the surviving partners after the death of the 

deceased partner.  

Held: The executors, though sharing the profits, had not become partners and, therefore, 

they could not be made liable.  

4. Seller of good will sharing the profits 

Case Pratt v. Strick 

Fact: A doctor sold the goodwill of medical practice and entered into an agreement with 

the buyer of the goodwill that he would help such buyer to introduce patients for 3 

months and he would be entitled to half the share of profits and insure half the expenses.  

Held: that the doctor had not become a partner with the person to whom the good will 

was sold.  

Some other Important points to remember:- 

➢ H.UF as a partner:- 

Case Chandrakant Manilal Shah v. Commissioner of Income Tax, 1992, SC, it has been held 

by Supreme Court that the undivided members of a HUF can enter into a contract and 

form partnership with Karta. It is possible that the coparcener may enter into partnership 

with Karta by contributing only his skill and labor, rather than contributing money or 

assets.  
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➢ Partnership Firm as a partner 

Case Commissioner of income tax, Bombay v. Jadavji Narsidas & co, 1963, SC, Supreme 

Court says partnership can arise between persons. A partnership firm is not a legal person 

and, therefore a firm as such is not capable of entering into partnership with another firm 

or individuals. The partners of a firm can, however enter into partnership in their 

individual capacity with another individual.  

➢ Partnership at will (Section 7) 

As per the above section, two conditions are to be complied with before partnership can 

be regarded as a partnership at will:- 

1. There should be no provision in the contract between the partners for the duration of 

their partnership.  

2. There should be no provision in their contract for the determination (i.e. ending) of 

their partnership. 

If either of these provisions exists, it is not a partnership at will. If the duration of 

partnership has been fixed but the partnership is made to continue thereafter without 

specifying any fixed duration for the same, then subsequently it becomes a partnership at 

will. 

Since in partnership at will duration of partnership is not fixed, nor is there any provision 

as regards its determination, the partners are not legally bound to continue in partnership 

for any specified period, etchant the partnership can be ended at the sweet will of the 

partners. The following expression of partnership act in this regard may be noted:  

a. Where a partnership is at will, a partner may retire by giving a notice to all the other 

partners of his intention to retire (Section 32(1)(c) 

b. Where the partnership is at will, the firm may be dissolved by any partner giving notice 

in writing to all the other partners of his intention to dissolve the firm. The firm is 

dissolved as from the date mentioned in the notice as to the date of dissolution or, if 

no date is so mentioned, as from the date of the communication of the notice (Sec. 

43(2)). 

Case Abott v. Abott, 1936. 

Fact:- The partnership agreement between a father and his 5 sons interalia provided 

that the death or retirement of any partner shall not terminate the partnership, and 

if any partner shall do or suffer any act which would be ground for the dissolution of 

the partnership by the court, then he shall be considered as having retired. One of 

them contended that since no duration has been mentioned, it was a partnership at 

will and sough the dissolution of the same through a notice.  

Held:- that the single partner could not determine the partnership by a notice, 

although he could retire or cease to be a partner allowing the partnership firm to 

continue thereafter, and hence it was not a partnership at will and could not be 

dissolved by a notice by any one partner.  
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➢ Particular Partnership Mention section 8 

The section was inserted to meet cases where persons enter into an agreement 

constituting a partnership limited to a joint trading adventure and goods are purchased 

ostensibly by an individual adventure but truly and substantially for the purpose of the 

joint adventure, the adventures are liable as partners. Thus this section intended to show 

that even a single adventure may constitute a “business”, as defined under section 2(b), 

for the purpose of a partnership business.  

 

******* 
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CHAPTER -2 
1. Introduction. A-B 

2. General Right and Duties. 

3. Right and Duties which are Subject to Contract 

4. Right and Duties of partners after Change in the firm  

INTRODUCTION 

Section 11 Determination of rights and duties of partners by contract between the 

parties:-  

This is a general section which contains general rule that mutual rights and duties of the 

partners are to be determined by their mutual agreement. It also contain a clause related to 

“Agreement in restraints of trade”, which is most important to be understood. This section 

incorporates the principle that except in cases where the at maker an mandatory provision, 

the parties are entitled to agree to any terms and provide for their mutual rights and 

obligations.  

Provisions of sections 9 and 10 – not subject to contract. 

Provisions of sections 12 to 17, 20 and 42 – subject to contract. 

Principles laid down in section 11, 18, 19 – Subject to provision of this act. 

Case Hardutt Singh v. Mukha Singh, AIR 1973 

Is a leading case on Agreement against dissolution by Court. In this case it was observed as 

follow- 

It must be noted that the contract contemplated in section 11 of the act cannot be contrary 

to the provisions of this Act as Sec. 11 makes this clear by enacting “subject to provisions of 

this Act”. So it is not open to parties to the contract to take away by contract the right of 

dissolution conferred on him by Sec. 44 of the Act.  

According to sec. 27, Indian Contract Act 1872, agreement in restraint of trade is void but such 

an agreement entered into between the partners is absolutely valid. So,  

Relations of partners = 

Rights + Duties + Other. 

 Introduction  A 

Right and Duties of partners as between themselves is explained in Chapter III (Section 9 to 

17) of Indian Partnership Act, 1932. Section 9 and 10 contain certain duties which cannot be 

negative by a contract and all partners are bound to them. on the other hand Sec. 12 to 17 

contain various other rights and duties which are subject to contract between the partner.  

2.1 General Rights nod Duties (Absolute) 

As per section 9 and 10 certain duties of the partners are incorporated which have to 

be adhered to by all the partners and they are not subject to contract between the 

partner.  
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2.1.1 Section 9:- GENERAL DUTIES OF PARTNERS. Partners are bound to carry on the 

business of the firm to greatest common advantage, to be just and faithful to each 

other, and to render true accounts and full information of all things affecting the 

firm to any partner, his heir or legal representative. 

The duties in general are: 

1. Duty to carry on the business to the greatest common advantage. The fundamental 

principles of partnership is good faith. So, it is necessary that no partner should gain 

any personal advantage at cost of other. This duty is to be read with Sec. 16 according 

to which if a partner make a personal profit, he has to account for it to the firm, Thus 

if a partner makes any secret profit out of any transaction of the firm would be acting 

not to the greatest common advantage.  

Case Bentley v. Craven  

A firm which had been established for refining sugar consisted of four partners. One 

of the partner was authorized to purchase sugar for the firm. This authorized partner 

instead of purchasing sugar form market supplied their sugar which he had purchased 

earlier. He did not tell this fact to other partners and breached the element of good 

faith. It was held that the firm was entitled to recover the profit thus made by the 

partner.  

2. To be just and faithful to each other:  

This duty demands “uberrimae fidei (write in Italic) amongst the partners. There is 

mutual agency between partners and every partner is the agent of all others and he 

combined them to an unlimited extent. If a partner betrays confidence reposed in him 

and gains any personal advantage at the cost of other partner, he is accountable for 

the same.  

Case Abbott v. Creemp (1870) In case partner is guilty of conduct which destroys 

mutual confidence, e.g. One partner commits adultery with other partner’s wife, that 

can be a ground on which the court may order dissolution of the firm.  

Section 33 also provides that the power given to majority of partners to expel another 

partner or a working partner must be exercised in good faith.  

3. Duty to render true accounts:  

A partner making secret profits has to account for the same to the firm. This is to be 

read with Section 15 and 16 which talks about application of property of the firm and 

personal profits earned by partners respectively. A partner must make accounts 

available to the other partners because every partner has a right to have accuse to 

and to inspect and copy any of the books, including account books of the firm.  

Case Moung The v. Man Thaein, 1901 

In order to render their accounts, a partner has to keep accounts and voucher relating 

to the partnership dealings and moneys. If he fails to do so and mixes up with his 

private affairs or moneys, he has to account for the same.   
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4. Render full information 

Section 9 make it incemsent on every partner to pass on full information of all things 

attecting the firm to his other follow partner. Thus if a partner sells a partnership 

property to a third party and then repurchases it for himself, calceling material facts 

from his partners, he has violated his duty under this section and has to account for 

the profit under section 16. (Gardon v. Holland 1913) 

Case Kuhlirz v. Lambert Bro. Ltde. (1913) 

If a partner sells his ocon goods to the firm at a Higher price without disclosure of his 

prior purchase, he will have to account for the profits.  

Case Law v. Law (1905) 

In a transaction between partners for the sale and purchase of a share in business, if 

one of them is better acquainted with the accounts than the other, it is his duty to 

disclose all material fact, but the party entitled to such disclosure may elect at any 

stage to waive his right to further information, even if he knows that there has been 

some concealment of facts which he has since discovered, and believes that others 

facts are still concealed.    

2.1.2 Duty to indemnify for loss caused by fraud:- 

Section 10:- Duty to indemnify for loss caused by fraud 

Every partner shall indemnify the firm for any loss caused to it by his fraud in the conduct of 

the business of the firm. 

Section 10 entitles the firm to recover indemnity form the partner guilty of fraud because of 

which the firm had to suffer the loss. The duty mentioned in this section is not subject to that 

of the contract. So, it is not possible for a partner to negative his liability towards the firm for 

any loss caused to the firm due to his fraud. 
  

Case Thomas v. Artherton (1878) 

The innocent partners of a firm are liable to third parties for the fraud of one of them, but 

under this Section they are entitled to proceed against the partner who has committed the 

fraud.  

2.1.3 Determination of right and duties of partner by contract between the partners.  

2.2 Rights Duties which are Subject to contract:- as per section 12 to 17 certain Rights 

and Duties of the partners are incorporated which have to be adhered to by all the 

partners & they are subject to contract between parties.  

➢ Duties of Partners: 

1. Duty to attend:- 

Section 12 (b):- every partner is bound to attend diligently to his duties in the conduct 

of the business 

Every partner is under an obligation to attend diligently to his duties in the contract of 

the partnership business unless partnership provides that he need to attend. A partner 
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has to use his knowledge and skill in the conduct of the partnership business very 

diligently. Refusal and neglect on the part of any one partner to perform his duties 

gives to the other partner, on whom the whole contract of the business is thrown, a 

right to compensation. (Krishnamachariaiar . Shankara Shah, 1920, Bomb) 

Section 13 (f):- a partner shall indemnify the firm for any loss caused to it by his wilful 

neglect in the conduct of the business of the firm. 

The expression “willful neglect” means act done intentionally and deliberately rather 

than by a accident. So, it has been provided in Section 13(f) that if the firm suffers any 

loss by the willful neglect of a partner, he shall indemnify the firm for the same.  

Case Cragg v. Ford, 1842 a partner who was made in charge for winding up the 

business of the firm made some delay in disposing of some bales of cotton, ignoring 

the suggestion of fellow partner. The price of cotton fell considerably and loss was 

caused due to the delayed sale.  

Held Defendant was not liabel for the loss as there was no willful neglect on the part 

of the partner concerned because he was acting bonafide and did not anticipate the 

sudden fall in the prices.  

2. Duty to property use the firms property:-This duty has been explained in section 

14 and 15. In this section 14 widely explains the “firm Property” and the “application 

of the firm property” is explained in Section 15.  

Section 14:- The property of the firm 

Subject to contract between the partners, the property of the firm includes all property and 

rights and interests in property originally brought into the stock of the firm, or acquired, by 

purchase or otherwise, by or for the firm, or for the purposes and in the course of business of 

the firm, and includes also the goodwill of the business. Unless the contrary intention appears, 

property and rights and interests in property acquired with money belonging to the firm are 

deemed to have been acquired for the firm. 

Supreme Court in Mohd. Laiquiddin v. Kamala Devi Misra, 2010, 2 SCC 407 observed:  

Section 14 defines what a property of firm is it is subject to the contract between the parties. 

According to this section, the property of firm includes all properties and rights and interests 

in property originally brought into the stook of the firm or acquired by purchase or otherwise 

by or for the firm or for the purposes and in the course of the business of the firm and includes 

also the goodwill of the business. The general rule laid down in section “subject to contract 

between the parties” makes it clear that the partners may agree between themselves to 

charge the general rule and such an agreement may be expressed or implied.  

Case Sudhan Sukanta, AIR 1965 Pat 144,  it was observed, even movable property can be 

thrown into partnership stock without any formal document and registration for transferring 

the property to partnership is not necessary.  

Section 15:- Application of the property of the firm 
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Subject to contract between the partners, the property of the firm shall be held and used by 

the partners exclusively for the purposes of the business. 

The words “Shall be held and used exclusively for the purpose of business “indicate that the 

partnership property must be used exclusively for the partnership business. The word 

“exclusively” would indicate that the property of the firm has got be used exclusively for the 

purpose of the business of the firm. If any partner derives any profit or personal advantage 

by the use of property of the firm, he has to account that profit and pay the same to the firm.  

Case Smt. Vraj Kuwar Bai v. Kunjbinari Lal, 1971 MP it was observed, a mortgage of 

partnership property by a partner for his own benefit is invalid.  

As contract of partnership is uberrimae tidei Citalic. So, if a partner uses property of firm for 

his own purpose, eh will be liable to account to the firm for the profit so made.  

In Addanki Narayanappa v. Bhaskara Krishnappa (1966), SC explained the nature of the rights 

of the partners as follow: 

“Whatever may be the character of the property which is brought in by the partners when 

the partnership is formed or which may be acquired in the course of business of the 

partnership, it becomes the property, and upon dissolution of the partnership to a share in 

the money representing that value of property. No doubt, since a firm has no legal existence, 

the partnership property will vest in all the partners and in that sense every partner has an 

interest in the property of the partnership”. 

3. Duty not to earn personal profits: 

Section 16:- Personal profits named by partners –  

Subject to contract between the partners –  

a) If a partner derives any profit for himself from any transaction of the firm or from the use 

of the property or business connection of the firm or the firm name, he shall account for that 

profit and pay it to the firm  

b) If a partner carries on any business of the same nature as and competing with that of the 

firm, he shall account for and pay to the firm all profits made by him in that business. 

The rule laid down in this section flow as consequence of the main and dominant principle 

viz. a partner is an agent of other partners, underlying the Partnership Act.  

In Ahmad Musa Ji v. Hashim Ebrahim Privy Council directed the partner to account for the 

assets together with interest thereon. Where a partner had retained the assets of a firm in 

his hands without any settlement of accounts and he had applied the assets in continuing the 

business for his own benefit.  

Section 16(a) makes every partner accountable to the firm for any personal profit made by 

him:  

a. From any transaction of the firm. 

b. From the use of the property or business connection of the firm 

c. From the use of the firm name.  
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So, if a partner, without the knowledge the other co partner, directly or indirectly, himself 

purchases the property of the firm and thereby gains some benefit, he has to account for 

the benefit to the firm. As was in Gordon v. Holland, 1913, a partner sold the land 

belonging to the firm to a bonafide purchaser & then repurchased that land himself.  

Held:- that all the benefits made by this partner on re-purchase of the land had to be given 

to the firm.  

Section 16 (b) rule enunciated in clause (b) will not apply if the business carried on by a 

partner is not of the same nature or competing with that of the partnership business nor 

it is totally independent business not within the scope of the partnership business. 

(Trimble v. Goldberg 1906) 

In Aas v. Benham, 1891 defendant, a partner of firm of ship brokers, assisted in the 

formation of limited company for the purpose of building ships and in so doing availed 

himself of information as a member of firm and occasionally used the name and office 

papers of the firm in his correspondence on that subject and he received remuneration 

for his services in the formation of company in ship building  

Held:- as the business of new company was beyond the scope of and did not compete 

with the partnership business so not liable.  In Rattan Lal v. Jai Janinder Prasad, AIR 1976 

P & H 200,  it was held that knowledge and information derived by a partner form 

partnership was not regarded as partnership property.  

Rights of the Partners: 

1. Right of partner to attend the business: 

Section 12(a):- Every partner has a right to take part in the conduct of the business. 

This sub-section provides for a partner’s right to take part in conduct of the partnership 

business. It is quite common in practice to provide by express agreement that this or that 

partner need not, and sometimes even that he may not, take an active part in the business, 

and also for the payment of salary to a managing or acting partner. Any such salary will of 

course rank, in taking accounts as between the partners, as a debt form the firm. This right 

cannot be taken away except by contract. So, if the right to manage the business has been 

conferred on only some of the partners, they alone will be entitled to this right. But if such 

right given is wrong fully denied to a partner, he can seek the enforcement of right through 

court of law.  

2.  Right to express opinion (Power of majority) 

Section 12(c):- any difference arising as to ordinary matters connected with the business may 

be decided by a majority of the partners, and every partner shall have the right to express his 

opinion before the matter is decided, but no change may be made in the nature of the 

business without any consent of all the partners and 

Section 12(c) is more a democratic principle. The majority partners cannot bind other partners 

with regard to matter of vital importance and decision with regard to the same must be with 
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the consent of all the partners. This clause, so added is intended for effective directions in the 

management and conduct of the partnership business.  

The power given, though not in itself of a judicial kind, is subject to the rule of natural justice 

which governs quasi-judicial popwers of private persons and bodies in general. Every partner 

must have an opportunity of being heard and the decision must be made in good faith with a 

view to the collective interest of the firm. (Const v. Harris 1823) 

The difference of opinion may be either  

i. As to ordinary matters connected with the business or  

ii. Matters which are of fundamental importance.  

3. Right to access to books 

Section 12 (d):- every partner has a right to have access to and to inspect and copy any of the 

books of the firm. 

This right is not only in respect of books of accounts but in respect of any books of the firm. A 

partner may inspect the books of the firm and make extract there form. This, however, does 

not give him any privilege to use those extracts for purposes hostile or injurious to the firm 

after he has caused to be a partner.  

A partner may employ an agent, who is not objectionable, to inspect books on his behalf 

(Bevan v. Webb 1901)  

4. Right to share profits and losses  

Section 13 (b):- The partners are entitled to share equally in the profits earned, and shall 

contribute equally to the losses sustained by the firm. 

Every partner has a right to share the profits. AS this subsection lays down a presumption in 

the case of partners as to equality of shares, the burden of proof lies on the party who sets 

up a contract to the contrary. The contract may provide that the profit or loss of two partners 

is joint.  

In M. Govindu & Co. v. CIT, 1975, Supreme Court observed that two presumptions are 

clubbed by section 13 (1)(b)  

1. If no specific contract is proved, the shares of partners must be presumed to be equal. 

So where there is un equal shares, the first presumption has no application.  

2. Where partners are to participate in profits in certain cases, they should also 

participate in losses in similar shares.  

Hence if profits are shared in unequal shares, that applies equally to losses. 

5. Right to interest on capital and advances  

Section 13 (c) & (d):-  

(c) Where a partner is entitled to interest on the capital subscribed by him such interest shall 
be payable only out of profits.  
 d) a partner making, for the purposes of the business, any payment or advance beyond the 
amount of capital he has agreed to subscribe, is entitled to interest thereon at the rate of six 
per cent, per annum 
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Where a partner is entitled to interest on the capital, he will be paid interest only if there are 
profits. If, however, he advances money to the firm, he will be entitled to interest at six 
percent from the firm where there are profits or not, but he is not entitled to interest after 
the date of dissolution.  
6. Right to indemnify and contribution:  
Section 13 (e):- The firm shall indemnify a partner in respect of payments made and liabilities 
incurred by him.  
 i) In the ordinary and proper conduct of the business, and  
 ii) In doing such act, in an emergency, for the purpose of protecting the firm from loss as 
would be done by a person of ordinary prudence, in his own case, under similar circumstances 
and 
Money payments to satisfy debts of the firm are the commonest example under this head. A 
partner while acting on behalf of the firm may make certain payments and also incur some 
liabilities. According to sub-section he is entitled to claim indemnity for the same. The 
indemnity can be claimed for the acts done by a partner in the ordinary and proper conduct 
of the business.  
In Mining Co’s Case (1853) it was observed there is no rule whereby the measure of the 
amount, which can be allowed as proper, is limited to the nominal capital of the concern. 
In Lindley on Partnership, 9th edu:- “The question whether a given act can or cannot be said 
to be done in carrying on a business in the way in which it is usually carried on must evidently 
be determined by the nature of the business and by the practice of persons engaged in it. 
Evidence on both of these points is therefore necessarily admissible 
Right and duties of Partners after a change in the firm.  
Section 17:- Subject to contract (Between the partners -  
 a) after a change in the firm -  Where a change occurs in the constitution of a firm, the mutual 
rights and duties of the partners in the reconstituted firm remain the same as they were 
immediately before the change, as far as may be,  
 b) after the expiry of the term of the firm -  Where a firm constituted for a fixed term 
continues to carry on business after the expiry of that term, the mutual rights and duties of 
the partners remain the same as they were before the expiry, so far as they may be consistent 
with the incidents of partnership at will' and  
 c) where additional undertakings are carried out.- Where a firm constituted to carry out one 
or more adventures or undertakings carries out other adventures or undertakings, the mutual 
rights and duties of the partners in respect of the other adventures or undertakings are the 
same as those in respect of the original adventures or undertaking.  
Inspite of these changes, the mutual rights and duties of the partners continue to be the same 

as they were existing earlier.  

******* 

 

 


