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A partnership is a type of business entity where two or more people share ownership and responsibility for a company. Business partners receive profits and are liable for debts based on the terms of a partnership agreement.There are several recognized types of business partnerships, and unlike corporations, they are not taxed separately from
individual partners. Find out more about partnerships, including types, pros and cons, taxes, and how to form one, in this guide. What is a partnership?A partnership is a collaborative relationship between two or more parties aimed at achieving shared goals or mutual benefits. It can take various forms, including business partnerships, strategic
alliances, and joint ventures. To foster trust and accountability among partners and drive growth and innovation, its essential to establish clear roles, responsibilities, and communication strategies.In business, a partnership is a formal business structure where two or more peopleknown as partnersshare company ownership, profits, and liability.
Partners can be individual people, corporations, or other types of business. Not every member in a partnership will hold an equal role. General partners are actively involved in the businesss day-to-day work and contribute labor or knowledge. In contrast, limited partners may be restricted to only contributing capital.There are several types of
business partnerships. Within those arrangements, partners can create agreements to define roles and responsibilities. Agreements govern most partnerships.What goes into a partnership agreement?A partnership agreement can be written or oral, though a written agreement is highly recommended to prevent disputes and clearly define the terms of
the business relationship. It can be modified with the consent of all partners. A robust partnership agreement will likely contain information on:The stake each partner has in the business, including initial capital contributions and ongoing investment requirementsPartner roles and responsibilities within the businesses, outlining daily duties,
management authority, and decision-making processesProfit and loss sharing arrangements, detailing how profits and losses will be allocated among partners, which may not always be equalProvisions for ending the partnership, including conditions for dissolution, winding down business affairs, and distributing remaining assetsProvisions for
modifying the partnership and adding new partners, outlining the process and requirements for making changes to the agreement or bringing in new individuals or entitiesGrounds for removing a partner, specifying conditions under which a partner can be involuntarily removed from the partnership and the process for doing soDispute resolution
methods, such as mediation or arbitration, to address disagreements between partnersBuy-sell provisions, outlining what happens if a partner leaves, retires, or dies, and how their interest in the partnership will be valued and handledTypes of partnershipsIn for-profit business, there are several main categories of partnership structures recognized in
common law jurisdictions like the US and the UK, as well as joint ventures. Deciding which type of partnership is best for your business depends on several factors, including the partners goals, tolerance for liability, involvement in management, and the nature of the business or profession.Specific rules and requirements for forming and operating
these partnership types can vary significantly by state or jurisdiction, so its a good idea to consult with a legal professional in your state to understand the specific laws that apply to your partnership.General partnership (GP)In a general partnership, each partner shares equally in a businesss work, liability, and profits, unless otherwise specified in a
partnership agreement. Its often the simplest way for two or more people to start a business together, and can sometimes form automatically through the actions of the partners without formal registration.General partners are actively involved in daily tasks and can contribute labor and expertise, as well as capital, to the business.However, a
significant characteristic of a general partnership is that partners have unlimited personal liability for all partnership activities and debts, even those theyre not directly part of. This means their personal assets are subject to legal claims against the partnership.Limited partnership (LP)Limited partnerships (LPs) have two distinct types of partners: at
least one general partner with unlimited liability and one or more limited partners with limited liability. Limited liability in an LP means a partners personal assets are generally protected from business debts beyond their initial investment.In this way, LPs are a hybrid between GPs and LLPs. General partners manage the business and are fully liable
for its debts and obligations. Limited partners typically contribute capital but have limited control over the day-to-day operations of the company, as documented by a partnership agreement.One benefit of a limited partnership is that it allows people to invest in your business without becoming personally liable for its debts.Get funding to run your
business with Shopify CapitalShopify Capital makes it easy to get funding quickly and use it for inventory, marketing, and more. Automatically make payments as a percentage of your daily sales. No compounding interest. No schedules. No surprises.Explore Shopify Capital*Shopify Capital loans must be paid in full within a maximum of 18 months,
and two minimum payments apply within the first two six-month periods. The actual duration may be less than 18 months based on sales.Limited liability partnership (LLP)In a limited liability partnership (LLP), partners have limited personal liability for the businesss debts and obligations. A key feature of an LLP is that it typically provides partners
with protection from liabilities arising from the negligence or misconduct of other partners.This level of asset protection is why LLPs (or a state-specific equivalent) are a standard business structure for certain types of professional businesses, such as accountants, lawyers, doctors, and architects.If one business partner in an LLP is sued for
malpractice, for example, the personal assets of other partners are generally protected from that specific claim, even if the partnership defaults.Limited Liability Limited Partnership (LLLP)A limited liability limited partnership (LLLP) is a newer business structure available in some US states. Similar to an LP, an LLLP has both general and limited
partners, but it offers an additional layer of liability protection. In an LLLP, the general partner receives the same limited liability protection as the limited partners, meaning the general partners personal assets are shielded from the partnerships debts and obligations, similar to the protection afforded to partners in an LLP. This structure is not
available to every type of business, and specific regulations vary by state.Joint ventureA joint venture is a business arrangement where two or more parties agree to pool resources and expertise to pursue a specific project or business activity.When a joint venture describes only the sharing of expenses, short-term collaboration, or the pooling of
resources without creating an ongoing shared business for profit, it may not constitute a formal partnership. However, if the arrangement functions like a shared business with mutual interests and profit and loss sharing, it can be legally considered a partnership.The pros and cons of entering a business partnershipSole proprietors often face
challenges surrounding time management, finding resources, and connecting with experts within their industry. Forming a partnership can be an effective way to solve these issues by pooling labor, resources, and experience, potentially increasing the chances of success for a new business.On the other hand, a poorly considered partnership,
especially a general partnership, can leave you personally liable for actions taken by others within your business.Here are some general pros and cons of structuring a business as a partnership:Partnership prosGeneral partnerships are often easy and inexpensive to set up and maintain over time, sometimes requiring no formal state
registration.Partners can pool financial resources and creditworthiness to invest in tools, inventory, and infrastructure, potentially securing more capital than a sole proprietor.Partners can share the workload, responsibilities, and management duties, and bring in prior expertise or complementary skill sets.When correctly established, a limited
partnership or limited liability partnership provides liability protection for partners, shielding personal assets from business debts or the actions of other partners.The prospect of partnership can be an incentive for key employees or future collaborators.Partnership consPartners must share profits, which can result in less individual financial gain
compared to a sole proprietorship.Unresolved differences of opinion, disagreements, or conflicts among partners can threaten the businesss stability and success.A poorly written or non-existent partnership agreement can create disagreements over profit and liability allocations, decision-making authority, and what happens if a partner leaves.In a
general partnership, partners have unlimited personal liability for business debts and the actions of other partners, putting personal assets at risk.Managing an LLP or LP and staying compliant with specific state registration and tax regulations takes additional time and resources compared to a general partnership.Limited partners may feel less
personally motivated about the success of a business.Partnership taxesBusiness partnerships are required to report their income, losses, deductions, and credits to the IRS and relevant state tax authorities. However, partnerships themselves do not file income tax returns or pay federal income tax. This pass-through taxation is a key characteristic that
distinguishes partnerships from corporations.How partnerships are taxedPartnerships operate under a pass-through or flow-through taxation model. This means the businesss profits and losses are not taxed at the partnership level but instead pass through directly to the individual partners. Each partner reports their share of the partnerships income
or loss on their personal income tax return, but a partnership must also file a Form 1065.Partners are responsible for paying income tax on their distributive share of the partnerships taxable income. General partners are typically considered self-employed and are also responsible for paying self-employment taxes (Social Security and Medicare taxes)
on their share of the partnerships earnings. Limited partners generally do not pay self-employment tax on their share of passive income from the partnership.Specific tax rules and requirements can vary based on the type of partnership, the nature of the partners (individuals, corporations, etc.), and state tax laws. Consulting with a tax professional
familiar with partnership taxation in your state is highly recommended.Key tax forms for partnershipsThe IRS has a list of tax forms that may be relevant to your partnership, including:Form 1065Partnerships are required to file an annual information return with the IRS, typically using Form 1065, US Return of Partnership Income. This form reports
the partnerships financial results but is for informational purposes only; no income tax is paid with this form.Schedule K-1Along with Form 1065, the partnership issues a Schedule K-1 (Form 1065) to each partner. The Schedule K-1 reports each partners share of the partnerships income, losses, deductions, credits, and other items. Partners use the
information on their Schedule K-1 to report their share of the partnerships financial results on their individual income tax returns.Schedule SEGeneral partners may also need to file Schedule SE (Form 1040), Self-Employment Tax, to calculate and pay self-employment taxes on their earnings from the partnership.Partnerships may also be required to
make estimated tax payments throughout the year to cover the income and self-employment taxes owed by the partners on their share of the businesss profits. How to form a business partnershipForming a business partnership involves several steps, although the specific requirements can vary significantly depending on the state or jurisdiction
where you establish the business. While general partnerships can sometimes be formed informally through agreement and action, formalizing the partnership is highly recommended to avoid any potential future disputes and clearly define the terms of the business relationship. Consulting with legal and financial professionals familiar with your states
requirements is always a good idea.Here are the general steps involved in forming a business partnership:1. Choose your partners wiselySelecting the right partners is critical, as you will share responsibility, profits, and potentially liabilities. Consider their skills, work ethic, values, and financial stability. This is a foundational step for success in any
partnership. 2. Decide on a business nameSelect a unique name for your partnership. You may need to check for name availability and register the name with the state or local government, especially for LPs, LLPs, and LLLPs.3. Draft a partnership agreementCreate a comprehensive written partnership agreement that outlines the terms of the
partnership, addressing each partners contributions, roles, profit and loss sharing, and decision-making power, as well as processes for dissolution, dispute resolution, buy-sell agreements, and more. Consulting with a legal professional to draft this agreement is highly advisable to ensure its legally sound and covers all potential issues.4. Register your
partnershipDepending on the state and the type of partnership, you may need to file registration documents with your state government, typically the Secretary of States office. General partnerships often do not have this formal state registration requirement, but registering can still offer benefits.5. Get an employer identification number (EIN)A
partnership typically needs an employer identification number (EIN) from the IRS for tax purposes, even if it has no employees. You can apply for an EIN online through the IRS website.6. Obtain licenses and permitsSecure any necessary federal, state, or local business licenses and permits required to operate your business legally. The specific
licenses needed will depend on your industry and location. Partnership in a business context refers to two or more individuals or entities who form a business together with the goal of sharing in its profits and losses. Business partners agree to share the profits, losses, and management of a company, although the specifics of these arrangements are
typically outlined in a partnership agreement. Unless otherwise stated in a written partnership agreement, each partner may have equal interest and shares in the decision-making process, regardless of the amount of money they initially contribute to the partnership. The main types of for-profit business partnerships commonly recognized include:
General partnership (GP): All partners share in managing the business and have unlimited personal liability for its debts.Limited partnership (LP): Has one or more general partners with unlimited liability and one or more limited partners with liability limited to their investment and limited involvement in management.Limited liability partnership
(LLP): Provides partners with limited liability for business debts and protection from the negligence or misconduct of other partners. Often used by professional service firms.Limited liability limited partnership (LLLP): An LP structure available in some states that provides limited liability protection to both general and limited partners. Joint ventures
can also operate as partnerships depending on their structure and purpose. While a partnership must include at least two entities, it can also contain more, including individuals, corporations, or other business entities. Partnerships themselves do not pay federal income tax. Instead, they operate under pass-through taxation, where the partnerships
profits and losses are passed through to the individual partners. Each partner reports their share of the income or loss on their personal tax return and pays taxes at their individual rate. General partners also typically pay self-employment taxes. A primary difference between a partnership and a limited liability company (LLC) is liability protection. In
a general partnership, partners have unlimited personal liability for business debts. In contrast, an LLC provides its owners (members) with limited liability protection, shielding their personal assets from business debts and lawsuits. LL.Cs can also offer more flexibility in management structure and taxation options compared to the default rules for
partnerships. Starting a partnership typically involves choosing a name; drafting a comprehensive partnership agreement outlining roles, responsibilities, and profit sharing; and registering the partnership with the state, if required (common for LPs, LLPs, and LLLPs). Obtaining an employer identification number (EIN) from the IRS is also usually
necessary for tax purposes. Its advisable to consult with legal and tax professionals when forming a partnership.This article is about business partnerships. For other uses, see Partnership (disambiguation)."Senior Partner" redirects here. For the portable computer, see Panasonic Senior Partner.A partnership is an agreement where parties agree to
cooperate to advance their mutual interests. The partners in a partnership may be individuals, businesses, interest-based organizations, schools, governments or combinations. Organizations may partner to increase the likelihood of each achieving their mission and to amplify their reach. A partnership may result in issuing and holding equity or may
be only governed by a contract.Partnerships have a long history; they were already in use in medieval times in Europe and in the Middle East. According to a 2006 article, the first partnership was implemented in 1383 by Francesco di Marco Datini, a merchant of Prato and Florence. The Covoni company (133640) and the Del Buono-Bencivenni
company (133640) have also been referred to as early partnerships, but they were not formal partnerships.[1]In Europe, the partnerships contributed to the Commercial Revolution which started in the 13th century. In the 15th century the cities of the Hanseatic League would mutually strengthen each other; a ship from Hamburg to Gdansk would not
only carry its own cargo but was also commissioned to transport freight for other members of the league. This practice not only saved time and money, but also constituted a first step toward partnership. This capacity to join forces in reciprocal services became a distinctive feature, and a long lasting success factor, of the Hanseatic team spirit.[2]A
close examination of medieval trade in Europe shows that numerous significant credit based trades were not bearing interest. Hence, pragmatism and common sense called for a fair compensation for the risk of lending money, and a compensation for the opportunity cost of lending money without using it for other fruitful purposes. To circumvent the
usury laws edicted by the Church, other forms of reward were created, in particular through the widespread form of partnership called commenda, very popular with Italian merchant bankers.[3] Florentine merchant banks were almost sure to make a positive return on their loans, but this would be before taking into account solvency risks.In the
Middle East, the girad and mudarabas institutions developed when trade with the Levant, namely the Ottoman Empire and the Muslim Near East, flourished and when early trading companies, contracts, bills of exchange and long-distance international trade were established.[4] After the fall of the Roman Empire, the Levant trade revived from the
10th to 11th century in Byzantine Italy. The eastern and western Mediterranean formed part of a single commercial civilization in the Middle Ages, and the two regions were economically interdependent through trade (in varying degrees).[5]The Mongols adopted and developed the concepts of liability in relation to investments and loans in
Mongolortoq partnerships, promoting trade and investment to facilitate the commercial integration of the Mongol Empire. The contractual features of a Mongol-ortoq partnership closely resembled that of girad and commenda arrangements; however, Mongol investors used metal coins, paper money, gold and silver ingots and tradable goods for
partnership investments and primarily financed money-lending and trade activities.[6] Moreover, Mongol elites formed trade partnerships with merchants from Central and Western Asia and Europe, including Marco Polo's family.[7]To come into being, every partnership necessarily involves a partnership agreement, even if it has not been reduced to
writing. In common law jurisdictions, a written partnership agreement is not legally required, but partners may benefit from a partnership agreement that articulates the important terms of their relationship.[8]In business, two or more companies join forces in a joint venture,[9] a buyersupplier relationship, a strategic alliance or a consortium to i)
work on a project (e.g. industrial or research project) which would be too heavy or too risky for a single entity, ii) join forces to have a stronger position on the market, iii) comply with specific regulation (e.g. in some emerging countries, foreigners can only invest in the form of partnerships with local entrepreneurs).[10] In this case, the alliance may
be structured in a process comparable to a mergers and acquisitions transaction. A large literature in business and management has paid attention to forming and managing partnership agreements.[11] It has, in particular, shown the role of contracts and relational mechanisms to organize business partnerships.[12]Partnerships present the involved
parties with complex negotiations and special challenges that must be navigated to agreement. Overarching goals, levels of give-and-take, areas of responsibility, lines of authority and succession, how success is evaluated and distributed, and often a variety of other factors must all be negotiated. Once an agreement is reached, the partnership is
typically enforceable by civil law, especially if well documented. Partners who wish to make their agreement affirmatively explicit and enforceable typically draw up articles of partnership. Trust and pragmatism are also essential as it cannot be expected that everything can be written in the initial partnership agreement, therefore quality
governance[13] and clear communication are critical success factors in the long run. It is common for information about formally partnered entities to be made public, such as through a press release, a newspaper ad, or public records laws.Partner compensation will often be defined by the terms of a partnership agreement. Partners who work for the
partnership may receive compensation for their labor before any division of profits between partners.[14]In certain partnerships of individuals, particularly law firms and accounting firms, equity partners are distinguished from salaried partners (or contract or income partners). The degree of control which each type of partner exerts over the
partnership depends on the relevant partnership agreement.[15]An equity partner is a part-owner of the business, and is entitled to a proportion of the distributable profits of the partnership.A salaried partner who is paid a salary but does not have any underlying ownership interest in the business and will not share in the distributions of the
partnership (although it is quite common for salaried partners to receive a bonus based on the firm's profitability).Although individuals in both categories are described as partners, equity partners and salaried partners have little in common other than joint and several liability. In many legal systems, salaried partners are not technically "partners" at
all in the eyes of the law. However, if their firm holds them out as partners, they are nonetheless subject to joint and several liabilities.In their most basic form, equity partners enjoy a fixed share of the partnership (usually, but not always an equal share with the other partners) and, upon distribution of profits, receive a portion of the partnership's
profits proportionate to that share. In more sophisticated partnerships, different models exist for determining either ownership interest, profit distribution, or both. Two common alternate approaches to distribution of profit are "lockstep" and "source of origination" compensation (sometimes referred to, more graphically, as "eat what you kill").
[16]Lockstep involves new partners joining the partnership with a certain number of "points". As time passes, they accrue additional points, until they reach a set maximum sometimes referred to as a plateau. The length of time it takes to reach the maximum is often used to describe the firm (so, for example, one could say that one firm has a "seven-
year lockstep"” and another has a "ten-year lockstep" depending on the length of time it takes to reach maximum equity).Source of origination involves the compensation of profits according to a formula that takes into consideration the amount of revenue and profit generated by each partner, such that partners who generate more revenue receive a
greater share of the partnership's distributed profit.The source of origination compensation is rarely seen outside of law firms. The principle is simply that each partner receives a share of the partnership profits up to a certain amount, with any additional profits being distributed to the partner who was responsible for the "origination" of the work that
generated the profits.[16]British law firms tend to use the lockstep principle, whereas American firms are more accustomed to source of origination. When British firm Clifford Chance merged with American firm Rogers & Wells, many of the difficulties associated with that merger were blamed on the difficulties of merging a lockstep culture with a
source of origination culture.[17]Partnerships recognized by a government body may enjoy special benefits from taxation policy. Among developed countries, for example, business partnerships are often favored over corporations in taxation policy, since dividend taxes only occur on profit before they are distributed to the partners. However,
depending on the partnership structure and the jurisdiction in which it operates, owners of a partnership may be exposed to greater personal liability than they would as shareholders of a corporation. In such countries, partnerships are often regulated via antitrust laws, so as to inhibit monopolistic practices and foster free market competition.
Enforcement of the laws, however, varies considerably. Domestic partnerships recognized by governments typically enjoy tax benefits, as well. At common law, members of a business partnership are personally liable for the debts and obligations of the partnership. Forms of partnership have evolved that may limit a partner's liability.[18]The general
partnership, in which all partners manage the business and are personally liable for its debts, developed under common law. General partners have an obligation of strict liability to third parties injured by the Partnership. General partners may have joint liability or joint and several liability depending upon circumstances.The limited partnership (LP)
is a partnership in which general partners manage the partnership's operations, and limited partners forego the right to manage the business in exchange for limited liability for the partnership debts. The liability of limited partners is limited to their investment in the partnership. This form of partnership was developed in the 19th century, the U.K.
where it was imparted by charter,[19] and in the U.S. where it was created by statute.[18][19]More recently, additional forms of partnership have been recognized:limited liability partnership (LLP): a form of partnership in which all partners may have some degree of limited liability.limited liability limited partnership (LLLP): a form of limited
partnership in which general partners have limited liability for the debts and obligations of the limited partnership.A silent partner or sleeping partner is one who still shares in the profits and losses of the business, but who is not involved in its management.[20] Sometimes the silent partner's interest in the business will not be publicly known. A silent
partner is often an investor in the partnership, who is entitled to a share of the partnership's profits. Silent partners may prefer to invest in limited partnerships in order to insulate their personal assets from the debts or liabilities of the partnership.Main article: Partnership (Australia)Summarising s. 5 of the Partnership Act 1958 (Vic), for a
partnership in Australia to exist, four main criteria must be satisfied. They are:Valid Agreement between the parties;To carry on a business this is defined in s. 3 as "any trade, occupation or profession";In Common meaning there must be some mutuality of rights, interests and obligations;View to Profit thus charitable organizations cannot be
partnerships (charities are typically incorporated associations under Associations Incorporations Act 1981 (Vic))Partners share profits and losses. A partnership is basically a settlement between two or more groups or firms in which profit and loss are equally dividedIn Bangladesh, the relevant law for regulating partnership is the Partnership Act
1932.[21] A partnership is defined as 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.[22] The law does not require written partnership agreement between the partners to form a partnership. A partnership is not required to be registered, but a partnership is considered as
a separate legal identity from its owners only if the partnership is registered. There must be a minimum of 2 partners and maximum of 20 partners.[23]According to section 4 of the Partnership Act of 1932,"Partnership is defined as the relation between two or more persons who have agreed to share the profits of a business carried on by all or any
one of them acting for all". This definition superseded the previous definition given in section 239 of Indian Contract Act 1872 as "Partnership is the relation which subsists between persons who have agreed to combine their property, labor, skill in some business, and to share the profits thereof between them". The 1932 definition added the concept
of mutual agency. The Indian Partnerships have the following common characteristics:1) A partnership firm is not a legal entity apart from the partners constituting it. It has limited identity for the purpose of tax law as per section 4 of the Partnership Act of 1932.[24]2) Partnership is a concurrent subject. Contracts of partnerships are included in the
Entry no.7 of List III of The Constitution of India (the list constitutes the subjects on which both the State government and Central (National) Government can legislate i.e. pass laws on).[24]3) Unlimited Liability. The major disadvantage of partnership is the unlimited liability of partners for the debts and liabilities of the firm. Any partner can bind the
firm and the firm is liable for all liabilities incurred by any firm on behalf of the firm. If property of partnership firm is insufficient to meet liabilities, personal property of any partner can be attached to pay the debts of the firm.[24]4) Partners are Mutual Agents. The business of firm can be carried on by all or any of them acting for all. Any partner has
authority to bind the firm. Act of any one partner is binding on all the partners. Thus, each partner is 'agent' of all the remaining partners. Hence, partners are 'mutual agents'. Section 18 of the Partnership Act, 1932 says "Subject to the provisions of this Act, a partner is the agent of the firm for the purpose of the business of the firm"[24]5) Oral or
Written Agreements. The Partnership Act, 1932 nowhere mentions that the Partnership Agreement is to be in written or oral format. Thus the general rule of the Contract Act applies that the contract can be 'oral' or 'written' as long as it satisfies the basic conditions of being a contract i.e. the agreement between partners is legally enforceable. A
written agreement is advisable to establish existence of partnership and to prove rights and liabilities of each partner, as it is difficult to prove an oral agreement.[24]6) Number of Partners is minimum 2 and maximum 50 in any kind of business activities. Since partnership is 'agreement' there must be minimum two partners. The Partnership Act does
not put any restrictions on maximum number of partners. However, section 464 of Companies Act 2013, and Rule 10 of Companies (Miscellaneous) Rules, 2014 prohibits partnership consisting of more than 50 for any businesses, unless it is registered as a company under Companies Act, 2013 or formed in pursuance of some other law. Some other law
means companies and corporations formed via some other law passed by Parliament of India.7) Mutual agency is the real test. The real test of 'partnership firm' is 'mutual agency' set by the Courts of India, i.e. whether a partner can bind the firm by his act, i.e. whether he can act as agent of all other partners.[24]Statutory regulation of partnerships
in Canada fall under provincial jurisdiction. A partnership is not a separate legal entity and partnership income is taxed at the rate of the partner receiving the income. It can be deemed to exist regardless of the intention of the partners. Common elements considered by courts in determining the existence of a partnership are that two or more legal
persons:are carrying on a business,in common,with a view to profit.[25]Main article: Partnership taxation in the United StatesUnder U.S. law a partnership is a business association of two or more individuals, through which partners share the profits and responsibility for the liabilities of their venture.[26] U.S. states recognize forms of limited
partnership that may allow a partner who does not participate in the business venture to avoid liability for the partnership's debts and obligations. Partnerships typically pay less taxes than corporations in fields like fund management.[27][28]The federal government of the United States does not have specific statutory law governing the establishment
of partnerships. Instead, every U.S. state and the District of Columbia has its own statutes and common law that govern partnerships. The National Conference of Commissioners on Uniform State Laws has issued non-binding model laws (called uniform act) in which to encourage the adoption of uniformity of partnership law into the states by their
respective legislatures. Model laws include the Uniform Partnership Act and the Uniform Limited Partnership Act. Most U.S. states have adopted a form of the Uniform Partnership Act, which includes provisions regulating general partnerships, limited partnerships and limited liability partnerships.Although the federal government does not have
specific statutory law for establishing partnerships, it has an extensive statutory and regulatory scheme for the taxation of partnerships, set forth in the Internal Revenue Code (IRC) and Code of Federal Regulations.[29] The IRC defines federal tax obligations for partnership operations[30] that effectively serve as federal regulation of some aspects of
partnerships.This section is an excerpt from Partnership (China).[edit]A partnership in the People's Republic of China is a business entity governed by the Partnership Enterprise Law[31] passed by the Standing Committee of the National People's Congress to authorize and govern partnership enterprises. A partnership is a type of business entity in
which partners share with each other the profits or losses of the business undertaking in which all have invested.Main article: Partnership (Hong Kong)A partnership in Hong Kong is a business entity formed by the Hong Kong Partnerships Ordinance,[32] which defines a partnership as "the relation between persons carrying on a business in common
with a view of profit" and is not a joint stock company or an incorporated company.[33] If the business entity registers with the Registrar of Companies it takes the form of a limited partnership defined in the Limited Partnerships Ordinance.[34][35] However, if this business entity fails to register with the Registrar of Companies, then it becomes a
general partnership as a default.[35]Main article: United Kingdom partnership lawA limited partnership in the United Kingdom consists of:One or more people called general partners, who are liable for all debts and obligations of the firm; andOne or of the firm beyond the amount contributed.Limited partners may not:Draw out or receive back any
part of their contributions to the partnership during its lifetime; orTake part in the management of the business or have power to bind the firm.If they do, they become liable for all the debts and obligations of the firm up to the amount drawn out or received back or incurred while taking part in the management, as the case may be.Business and
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operation of the business, the distribution of profits and losses, and the settlement of disputes. A partnership does not have a separate legal identity from its owners, which means that partners are personally liable for the businesss debts and obligations. Partnerships can be formed for short or long periods of business purposes as well as simple or
complex agreements representing business structures. All the partners need to understand their respective roles and responsibilities as they may lead to conflict. Different kinds of partnerships serve various business needs. Understanding the types of partnerships will help you choose the best structure for your business. In a general partnership, all
partners will share the burden of undertaking the management of the business and equally be held liable for any debts or obligations that arise with the business. It is the most common type of partnership whereby an equal say in the operation will be shared in matters of profit and losses as agreed upon in the partnership. A limited partnership
consists of two types of partners: general partners and limited partners. The general partners have complete control over the business and are liable for the debts personally, while the limited partners contribute finances but do not participate in the day-to-day operations. Their liability is limited to the amount they have invested. An LLP is a
combination of a general partnership and a corporation. In an LLP, all the partners have limited liability, where they are not liable individually for the debts of the business. This is to their advantage because their property will not be seized due to losses or lawsuits faced by the business. A joint venture is the temporary partnership formed for a
specific project or business goal. Unlike other types of partnerships, joint ventures are usually short term and dissolve once the project or objective has been completed. The partners involved usually share the resources, risks, and rewards proportionally. The Partnership Act is a law that has provisions for the regulation of partnership rights, duties,
and obligations. The act provides legal direction for how partnerships should be created, managed, and terminated. It has provisions covering profit and loss sharing among the partners, the roles the partners have towards each other, and the settlement of disputes among partners. In most countries, the Partnership Act governs the default rules for
partnerships. But partners are at liberty to draft a partnership deed that overrides certain aspects of the act, depending on their agreement. The Partnership Act ensures that there is clarity and transparency in the partnership structure. It also serves to protect the interests of both partners and third parties by clearly defining the business operations
and the obligations of each partner. A partnership deed is essentially a legal document that expresses the terms and conditions under which the partners have formed the partnership. Such an agreement is important since it sets out the role of every partner, sharing of profit and loss, duration, and how to dissolve in case of a split. A partnership deed
is necessary for the administration of disputes and to avoid misunderstandings. It is a proof of the agreement between partners and may be presented in court in case legal action is needed. The deed may have terms about ownership of assets, contribution of capital, decision-making processes, and other important operational details. Although not
compulsory in some cases, a partnership deed is highly recommended as it prevents future conflicts. If the business faces legal or financial issues, it will protect the partners. Partnerships offer several benefits but also come with their share of challenges. Below are some of the advantages and disadvantages that you should consider when entering
into a partnership. Shared Responsibility and Resources: One of the biggest advantages of partnerships is that partners share the responsibility of running a business. This ensures one partner doesnt have to bear the entire burden. Hence there is better management and efficiency. Pooling of Skills and Expertise: Each partner brings diverse skills and
knowledge into the business. Partners working together in a business often complement their strengths to ensure better decision-making and problem-solving. Formation Ease: The formation of a partnership is relatively easier than establishing a corporation. There are fewer legal requirements and less bureaucracy, which makes the process more
informal and efficient. Flexibility: Partnership allows more flexibility in terms of decision-making, management, and division of profits. Partners have the freedom to structure the business to suit their needs and preferences. Tax Benefits: Partnerships are generally offered favorable tax treatment. The business itself is not taxed, but rather, the profits
or losses are split among partners who report their portion on their tax returns.Download Partnerships PDFUnlimited Liability: In a general partnership, all partners have unlimited liability. That is, personal assets may be used to settle business debts or legal obligations, putting the partners wealth at risk. Potential for Disputes: In any business with
more than one person, there is always the possibility of disagreements or disputes. These can be over decisions, profit-sharing, or other operational issues. Lack of Stability: A partnership may dissolve if one of the partners decides to leave or dies. This lack of continuity can be very disturbing to the business and its operations. Limited Capital: A
partnership may have less access to capital than a corporation. Since the business is funded by the partners themselves, raising funds becomes more difficult. While both partnerships and companies are forms of business organizations, they differ in several key aspects. Here is a brief comparison of the two: Partnership Formed by two or more
individuals or entities. Partners share management responsibilities and are personally liable for debts. The business does not have a separate legal identity from its owners. More flexible and simpler to set up compared to a company. Profits and losses are directly passed to the partners for tax purposes. Company A separate legal entity from its
shareholders. Shareholders own the company, while directors manage it. Limited liability for shareholders; personal assets are protected. More complex and costly to set up and maintain. Companies are subject to corporate taxes and other legal regulations. FeaturePartnershipCompanyLegal EntityNot a separate legal entitySeparate legal
entityLiabilityUnlimited liability for partnersLimited liability for shareholdersFormationEasy to formComplex formation processCapital RaisingLimited capitalEasier to raise capitalTaxationPass-through taxationCorporate taxationDecision MakingPartners share controlDirectors manage the companyProfit DistributionShared among partnersDistributed
to shareholders Download What is Partnership PDF What is the main advantage of a partnership?The main advantage of a partnership is the ability to pool resources, skills, and expertise. This collaboration can lead to more effective management, better decision-making, and shared responsibilities, making it easier to run the business. What is a
partnership deed?A partnership deed is a legal document that outlines the roles, responsibilities, profit-sharing, and terms for operating a partnership. It acts as an official agreement to avoid disputes and clarify expectations between partners. What is the difference between a partnership and a company?A partnership involves shared management
and unlimited liability for its owners, whereas a company is a separate legal entity with limited liability for its shareholders. Companies also face more complex formation processes and regulatory requirements than partnerships. What are the types of partnerships?The main types of partnerships include general partnerships, limited partnerships,
limited liability partnerships (LLP), and joint ventures. Each type offers different levels of responsibility, liability, and involvement in business operations. What is the Partnership Act?The Partnership Act is the legal framework that governs partnerships. It outlines the rights, duties, and liabilities of partners and serves as a guide for resolving disputes
and managing business operations. Is a partnership right for your business? What's required to form a partnership? Do you need to sign a partnership agreement? How are partnerships taxed? You'll find answers to these and other questions here.Nolo can help you create a partnership. For a complete list of Nolo's small business books, forms, and
online applications, see the Small Business Products page. A partnership is the relationship between two or more people to do trade or business. Each person contributes money, property, labor or skill, and shares in the profits and losses of the business. Publication 541, Partnerships, has information on how to: Reporting partnership income A
partnership must file an annual information return to report the income, deductions, gains, losses, etc., from its operations, but it does not pay income tax. Instead, it "passes through" profits or losses to its partners. Each partner reports their share of the partnership's income or loss on their personal tax return. Partners are not employees and
shouldn't be issued a Form W-2. The partnership must furnish copies of Schedule K-1 (Form 1065) to the partner. For deadlines, see About Form 1065, U.S. Return of Partnership Income. Forms for partnerships The partnership, as an entity, may need to file the forms below. Annual return of income Form 1065, U.S. Return of Partnership Income
Employment taxes Employment taxes may include Social Security and Medicare taxes and income tax withholding. About Form 1099-NEC, Nonemployee Compensation Information about Form 1099-NEC, Nonemployee Compensation, including recent updates, related forms, and instructions on how to file. E-file information returns with IRIS E-file
Form 1099 with the Information Returns Intake System (IRIS) for tax year 2022 and later. Excise taxes Refer toexcise taxfor more information. Forms for individuals in partnerships If you are an individual in a partnership, you may need to file the forms below. Income tax Self-employment tax Estimated tax Form 1040-ES, Estimated Tax for
Individuals International tax Partnerships frequently asked questions (FAQs) Page Last Reviewed or Updated: 10-Jun-2025 A partnership is a formal arrangement by two or more parties to manage and operate a business and share its profits. There are several types of partnership arrangements. In a general partnership, all partners share liabilities
and profits equally. In other types of partnerships, profits may be shared in different percentages or some partners may have limited liability. Partnerships may also have a "silent partner," in which one party is not involved in the day-to-day operations of the business. The type of partnership that business partners choose will depend on how they want
to manage day-to-day operations, who is willing to be financially liable for the business, and how they want to pay taxes. A partnership is an arrangement between two or more people to oversee business operations and share its profits and liabilities.In a general partnership company, all members share both profits and liabilities.In other partnership
structures, some partners may share a smaller percentage of the profits but not assume any liability for the business.Professionals like doctors and lawyers often form a limited liability partnership.There may be tax benefits to forming a partnership instead of a corporation. Investopedia / Matthew Collins In a broad sense, a partnership can be any
endeavor undertaken jointly by multiple parties. The parties may be governments, nonprofits enterprises, businesses, or private individuals. The goals of a partnership also vary widely. Within the narrow sense of a for-profit business undertaken by two or more individuals, there are three main categories of partnership: general partnership, limited
partnership, and limited liability partnership. In a general partnership, all parties share legal and financial liability equally. The individuals are personally responsible for the debts the partnership takes on. Profits are also shared equally. The specifics of profit sharing should be laid out in writing in a partnership agreement. When drafting a
partnership agreement, an expulsion clause should be included, detailing what events are grounds for expelling a partner. Limited liability partnerships (LLPs) are a common structure for professionals, such as accountants, lawyers, and architects. This arrangement limits partners' personal liability so that, for example, if one partner is sued for
malpractice, the assets of other partners are not at risk. Some law and accounting firms make a further distinction between equity partners and salaried partners. The latter is more senior than associates but does not have an ownership stake. They are generally paid bonuses based on the firm's profits. Limited partnerships are a hybrid of general
partnerships and limited liability partnerships. At least one partner must be a general partner, with full personal liability for the partnership's debts. At least one other is a silent partner whose liability is limited to the amount invested. This silent partner generally does not participate in the management or day-to-day operation of the partnership. A
limited liability limited partnership is a limited partnership that provides a greater shield from liability for its general partners. This is not a common type of partnership. There is no federal statute defining partnerships, but the Internal Revenue Code (Chapter 1, Subchapter K) includes detailed rules on their federal tax treatment. Partnerships are
pass-through businesses, meaning the partnership itself does not pay income tax. The tax responsibility passes through to the individual partners, who are not considered employees for tax purposes. Individuals in partnerships may receive more favorable tax treatment than if they founded a corporation. This is because corporate profits are taxed, as



are the dividends paid to owners or shareholders. The profits from a partnership, on the other hand, are not double-taxedin this way. Like any business structure, a partnership comes with both benefits and drawbacks. Most sole proprietors do not have the time or resources to run a successful business alone, and the startup stage can be the most
time-consuming. A successful partnership can increase the chances that a business will launch successfully by allowing partners to pool their resources and abilities. Creating a partnership can also make the day-to-day operations of a business more manageable than they would be if only one person were running things. Partners to benefit from one
another's labor, time, and expertise. Moreover, a shrewd partner can also provide additional perspectives and insights that can help the business grow. There is, however, risk in joining a partnership. In addition to sharing profits, the partners may also assume responsibility for any losses or debts from the other partners. There is also a higher chance
of conflict or mismanagement. When the time comes to exit, it may be harder to reach an agreement about selling the business. The basic varieties of partnerships can be found throughout common law jurisdictions, such as the United States, the U.K., and the Commonwealth nations. There are, however, differences in the laws governing them in each
jurisdiction. The U.S. has no federal statute that defines the various forms of partnership. However, every state except Louisiana has adopted one form or another of the Uniform Partnership Act, creating laws that are similar from state to state. The standard version of the act defines the partnership as a separate legal entity from its partners, which is
a departure from the previous legal treatment of partnerships. The Uniform Partnership Act only applies to general andlimited liability partnerships(LLPs). It does not apply tolimited partnerships(LPs). Other common law jurisdictions, including England, do not consider partnerships to be independent legal entities. A partnership is a business
structure that involves two or more individuals who agree to a set distribution of ownership, responsibilities, and profits and losses. Unlike the owners of LLCs or corporations, partners are personally held liable for any business debts of the partnership, which means that creditors or other claimants can go after the partners' personal assets. Because
of this, individuals who wish to form a partnership should be selective when choosing partners. Partnerships have several benefits. They are often easier to set up than LLCs or corporations and do not involve a formal incorporation process through a government. This has the added benefit of not being subject to the same rules and regulations that
apply to corporations and LLCs. Partnerships also tend to be more tax-friendly. In limited partnerships (LPs), general partners manage operations of the firm and have full liability. Limited (silent) partners are not involved in day-to-day operations and enjoy limited liability. A limited liability partnership (LLP) is different from an LP. In an LLP, partners
are not exempt from liability for the debts of the partnership, but they may be exempt from liability for the actions of other partners.A limited liability limited partnership (LLLP) combines aspects of LPs and LLPs. A partnership itself does not pay business taxes. Instead, taxes are passed through to the individual partners to file on their own tax
returns, often via a Schedule K. Partnerships are often best for a group of professionals in the same line of work where each partner has an active role in running the business. These often include medical professionals, lawyers, accountants, consultants, finance & investing, and architects. A partnership is a legal arrangement that allows two or more
people to share responsibility for a business. Those partners share the ownership and profits, but they also share the work, responsibility, and potential losses. Partnerships are often seen as having more favorable tax treatment than corporations. A successful partnership can give a new business more opportunities to succeed, but a poorly-thought
out one can cause mismanagement and disagreements. By Bethany K. Laurence, Attorney UC Law San Francisco Updated by Amanda Hayes, Attorney University of North Carolina School of Law Updated 3/23/2023 A partnership is a business with more than one owner that hasn't filed papers with the state to become a corporation or limited liability
company (LLC). The partnership is the simplest and least expensive co-owned business structure to create and maintain.You can form three basic types of partnerships. However, this article focuses on general partnerships, the more common structure in which every partner has a hand in managing the business. (For answers to specific questions, see
our FAQ on partnerships.)What Are the Types of Partnerships?There are three common types of partnerships:General partnership. You form a general partnership by agreeing to do business with one or more other people. In this type of partnership, you don't file any paperwork with the state. You and your partner(s) simply agreeusually with a
written partnership agreementto co-manage the business and take personal responsibility for the business's actions and debts.Limited partnership. This type of partnership consists of at least one general partner who manages the business and one or more limited partners who usually only finance the business. You register a limited partnership with
the state. General partners are personally liable for the business's debts. Limited partners are usually only responsible for the amount they contributed to the business.Limited liability partnership (LLP). This type of partnership is a mix of a general partnership and a limited partnership. The partners co-manage the business and participate in the
partnership's day-to-day activities. But partners are only liable for their own debts and wrongdoings, and not for their partners' actions. An LLP is a newer form of partnership that's recognized by most states. But some states only allow certain professionals (like lawyers, doctors, and accountants) to form an LLP.Should You Form a General
Partnership?Whether you should form a general partnership depends on how you want to run your business. Running a partnership comes with both its advantages and disadvantages. You should consider these factors before deciding on your business structure.Advantages of a PartnershipGeneral partnerships are usually formed by business owners
who want to be personally involved in a business's activities and don't want to take on the added obligations of registering a business with the state.Partnerships Are Easy to FormPartnerships are easy to form and don't require filing any documents with the state. Because your business isn't registered with the state, you don't need to file annual
reports or pay any fees.Partnerships Are Only Taxed OnceA partnership isn't a separate tax entity from its owners. Instead, the IRS categorizes a partnership as a "pass-through entity." A pass-through entity means that the partnership itself doesn't pay any income taxes on profits.Business income simply "passes through" the business to the partners,
who report their share of profits (or losses) on their individual income tax returns. Each partner must make quarterly estimated tax payments to the IRS each year.Pass-through tax deduction. As owners of a pass-through business entity, partners might be able to take advantage of a 20% pass-through deduction. With this deductionestablished under
the Tax Cuts and Jobs Actyou could be taxed on only 80% of your income.Paying partnership taxes. While the partnership itself doesn't pay taxes, it must file IRS Form 1065, an informational return, each year. This form sets out each partner's share of the partnership's profits or losses, which the IRS reviews to make sure the partners are reporting
their income correctly. (For more information on reporting and paying partnership taxes, read our article on how partnerships are taxed.)Disadvantages of a PartnershipWhile a partnership might be simple, it does come with its disadvantages.Personal Liability for All OwnersGeneral partners are personally liable for all business debts and obligations,
including court judgments. So, if the business itself can't pay a creditor (such as a supplier, lender, or landlord), the creditor can legally come after any partner's personal assets, such as their house, car, or other possessions.For example, suppose Johnny and Mark run a flower shop as partners in a general partnership. Business slows and the
partnership falls behind on rent. The landlord, Lisa, demands the partnership pay $3,000, the money owed in rent. Lisa learns that the partnership doesn't have any money to pay her back so she sues Johnny and Mark personally for the rent owed. Because Johnny and Mark are personally liable for the partnership's debts, they'll have to pay Lisa the
$3,000 out of their own pockets.Joint Liability for Business DebtsEach individual partner can be sued forand required to paythe full amount of any business debt. For instance, suppose Wanda and Pietro start a moving company. During one move, an employee of the partnership accidentally ruins a customer's bedroom set worth $12,000. The owner of
the bedroom set, Ulysses, sues Wanda individually for the damaged furniture. Because Wanda is a general partner, the court could order Wanda to pay Ulysses the full $12,000 for the damaged furniture.If one partner is sued and forced to pay the entirety of a business debt, that partner might be able to sue the other partners for their shares of the
debt. Your partnership agreement can determine how the partners share in the business's debts and liabilities. For instance, your partnership agreement might say that the partners must share equally in the business's debts.Using our previous example, suppose Wanda and Pietro have a partnership agreement that says that each of them is
responsible for 50% of the partnership's debts and liabilities. If the court ordered Wanda to pay Ulysses $12,000, Wanda could then sue Pietro for $6,000, or half of the $12,000 court judgment.If you don't have a partnership agreement or your agreement is silent on debt allocation, then you should follow your state's partnership laws.Joint Authority of
General PartnersAny individual partner can usually bind the whole business to a contract or other business deal. For instance, if your partner signs a year-long contract with a supplier to buy inventory at a price your business can't afford, your partnership is bound to that contract and price point. So, you can be held personally responsible for the
money owed under the contract even though your partnerand not yousigned the contract on behalf of the partnership.There are just a few limits on a partner's ability to commit the partnership to a deal. For instance, one partner can't usually bind the partnership to a sale of all of the partnership's assets. But generallyunless the other party of the
contract has reason to know that the signing partner doesn't have the authority to bind the partnershipany partner can bind the other partners to a deal.Because of the combination of personal liability for all partnership debt and the authority of each partner to bind the partnership, it's critical that you trust the people with whom you start your
business.How Do You Form a Partnership?You don't have to file any paperwork to establish an ordinary partnershipjust agreeing to go into business with another person is enough.But you'll need to meet the same requirements as any new business as they apply to you. You might be required to take the following steps: Draft a partnership agreement.
While the owners of a partnership aren't legally required to have a written partnership agreement, it makes good sense to put the details of ownership, including the partners' rights and responsibilities and their share of profits, into a written agreement.Draft a buyout agreement. You'll want to have a plan for what will happen when one partner
retires, dies, becomes disabled, or leaves the partnership to pursue other interests. While some partnerships end when a partner withdraws, others continue. A partnership buyout agreementalso called a "buy-sell agreement"can detail when and how you can buy a partner's share of the business.For more information on the steps you should take, read
our article on how to form a partnership.How Do You End a Partnership?A partnership can end (or "dissolve") for various reasons, such as:one partner decides to leave the partnershipthe partners vote to dissolve the partnershipone partner dies or becomes unable to serve as a partneran event in the partnership agreement triggers the end of the
partnership, orthe partnership becomes insolvent.When the partners decide to end a partnership, you'll need to take care of a few matters before your business can officially close, including paying off debts and dividing any remaining assets among the partners. For more information on the steps to take to end a partnership, see our article on
dissolving a partnership.For Further Guidance on PartnershipsMany business owners form, run, and end their partnerships themselves by relying on their own experience or self-help resources. But some owners find it helpful to reach out to a small business attorney to help them create or dissolve their partnership, particularly when there's a dispute
over business assets or a list of debts. A lawyer can help you draft a partnership agreement, including the buyout provisions. They can also help you negotiate with creditors and assess your personal liability for the partnership's debts.If you're looking to educate yourself further about partnership formation, check out Form a Partnership: The
Complete Legal Guide, by Ralph Warner and Denis Clifford (Nolo). If you want to learn more about buyout agreements, including what a sample buyout agreement looks like, see Business Buyout Agreements: A Step-by-Step Guide for Co-Owners, by Bethany Laurence and Anthony Mancuso (Nolo).

What is included in a deed of partnership. (c) answer in one sentence only (1) why is partnership deed necessary. What is a deed of partnership. What is partnership deed definition. What is partnership deed
explain its contents. What is partnership deed necessary answer in one sentence. What is partnership deed answer in one sentence only.
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