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FORMS OF BUSINESS ORGANISATION
Types of Partners
A partnership firm can have different types of partners with different roles and liabilities. An
understanding of these types is important for a clear understanding of their rights and
responsibilities. These are described as follows:
(i) Active partner: An active partner is one who contributes capital, participates in the
management of the firm, shares its profits and losses, and is liable to an unlimited extent to the
creditors of the firm. These partners take actual part in carrying out business of the firm on
behalf of other partners.
(ii) Sleeping or dormant partner: Partners who do not take part in the day to day activities of the
business are called sleeping partners. A sleeping partner, however, contributes capital to the
firm, shares its profits and losses, and has unlimited liability.
(iii) Secret partner: A secret partner is one whose association with the firm is unknown to the
general public. Other than this distinct feature, in all other aspects he is like the rest of the
partners. He contributes to the capital of the firm, takes part in the management, shares its
profits and losses, and has unlimited liability towards the creditors.
(iv) Nominal partner: A nominal partner is one who allows the use of his/her name by a firm,
but does not contribute to its capital. He/she does not take active part in managing the firm,
does not share its profit or losses but is liable, like other partners, to the third parties, for the
repayments of the firm’s debts.
(v) Partner by estoppel: A person is considered a partner by estoppel if, through his/her own
initiative, conduct or behaviour, he/she gives an impression to others that he/she is a partner
of the firm. Such partners are held liable for the debts of the firm because in the eyes of the
third party they are considered partners, even though they do not contribute capital or take
part in its management. Suppose Rani is a friend of Seema whois a partner in a software firm —
Simplex Solutions. On Seema’s request, Rani accompanies her to a business meeting with
Mohan Softwares and actively participates in the negotiation process for a business deal and
gives the impression that she

is also a partner in Simplex Solutions. If credit is extended to Simplex Solutions on the basis of
these negotiations, Rani would also be liable for repayment of such debt, as if she is a partner
of the firm.
(vi) Partner by holding out: A partner by ‘holding out’ is a person who though is not a partner in
a firm but knowingly allows himself/herself to be represented as a partner in a firm. Such a
person becomes liable to outside creditors for repayment of any debts which have been
extended to the firm on the basis of such representation. In case he is not really a partner and
wants to save himself from such a liability, he should immediately issue a denial, clarifying his
position that he is not a partner in the firm. If he does not do so, he will be responsible to the
third party for any such debts.
Types of Partnerships
Partnerships can be classified on the basis of two factors, viz., duration and liability. On the basis
of duration, there can be two types of partnerships : ‘partnership at will’ and ‘particular
partnership’. On the basis of liability, the two types of partnership include: one ‘with limited

liability’ and the other one ‘with unlimited liability’. These types are described in the following
sections.
Classification on the basis of duration
(i)

Partnership at will: This type of partnership exists at the will of the partners. It can
continue as long as the partners want and is terminated when any partner gives a
notice of withdrawal from partnership to the firm.

(ii)

Particular partnership: Partnership formed for the accomplishment of a particular
project say construction of a building or an activity to be carried on for a specified time
period is called particular partnership. It dissolves automatically when the purpose for
which it was formed is fulfilled or when the time duration expires.
Classification on the basis of liability

(i) General Partnership: In general partnership, the liability of partners is unlimited and joint.
The partners enjoy the right to participate in the management of the firm and their acts are
binding on each other as well as on the firm. Registration of the firm is optional. The existence
of the firm is affected by the death, lunacy, insolvency or retirement of the partners.
(ii) Limited Partnership: In limited partnership, the liability of at least one partner is unlimited
whereas the rest may have limited liability. Such a partnership does not get terminated with
the death, lunacy or insolvency of the limited partners. The limited partners do not enjoy the
right of management and their acts do not bind the firm or the other partners. Registration
of such partnership is compulsory.
This form of partnership was not permitted in India earlier. The permission to form
partnership firms with limited liability has been granted after introduction of New Small.
Enterprise Policy in 1991. The idea behind such a move has been to enable the partnership
firms to attract equity capital from friends and relatives of small scale entrepreneurs who
were earlier reluctant to help, due to the existence of unlimited liability clause in the
partnership form of business.

