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�áǝƏɎ�ǣɀ�Ɏǝƺ��ȵȸȒƬƺƳɖȸƺ�ǔȒȸ�ȸƺǕǣɀɎȸƏɎǣȒȇ�Ȓǔ�ˡȸȅ�ّ�

Ans. Application for registration (section 58): 
(1) The registration of a firm may be effected at any time by 
sending by post or delivering to the REGISTRAR  of the area in 
which any place of business of the firm is situated or proposed 
to be situated, a statement in the prescribed form and accom-
panied by the prescribed fee, stating-
(a) The firm’s name
(b) The place or principal place of business of the firm,
(c) The names of any other places where the firm carries on 
business,
(d) the date when each partner joined the firm,
(e) the names in full and permanent  addresses of the part-
ners, and 
(f) the duration of the firm.

The statement shall be signed by all the partners, or by their 
agents specially authorised in this behalf.
(2) Each person signing the statement shall also verify it in 
the manner prescribed.
(3) A firm name shall not contain any of the following words, 
namely:-

 ‘Crown’, Emperor’, ‘Empress’, ‘Empire’, ‘Imperial’, ‘King’, 
‘Queen’, ‘Royal’, or 
 words expressing or implying the sanction, approval or 
patronage of Government 
 except when the State Government signifies its consent to 
the use of such words as part of the firm-name by order in 
writing.
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ªِא����áǝƺȇ�«ƺǕǣɀɎȸƏȸ�ɀǝƏǼǼ�ǣɀɀɖƺ�Ə�ȸƺǕǣɀɎȸƏɎǣȒȇ�ƬƺȸɎǣˡ-
ƬƏɎƺ�ّ�

Ans. Registration (section 59):
When the Registrar is satisfied that the provisions of section 58  
have been duly complied with, he shall record an entry of the 
statement in a register called the Register of Firms, and shall 
file the statement.
However, registration is deemed to be completed as soon as an 
application in the prescribed form with the prescribed fee and 
necessary details concerning the particulars of partnership is 
delivered to the Registrar. The recording of an entry in the reg-
ister of firms is a routine duty of Registrar.
Registration may also be effected even after a suit has been 
filed by the firm but in that case it is necessary to withdraw the 
suit first and get the firm registered and then file a fresh suit.

ªِב�Xɀ�ǣɎ�ȇƺƬƺɀɀƏȸɵ�ɎȒ�ǕƺɎ�Ɏǝƺ�ˡȸȅ�ȸƺǕǣɀɎƺȸƺƳ�ّ�ɯǝƏɎ�
Əȸƺ�Ɏǝƺ�ƬȒȇɀƺȷɖƺȇƬƺɀ�Ȓǔ�ȇȒȇ�ȸƺǕǣɀɎȸƏɎǣȒȇ�ّ����«�
Áǝƺ�ȇȒȇ�ȸƺǕǣɀɎȸƏɎǣȒȇ�Ȓǔ�Ə�ˡȸȅ�ƏɎɎȸƏƬɎɀ�ƬƺȸɎƏǣȇ�ƳǣɀƏƫǣǼǣ-
Ɏǣƺɀ�ِ�!ȒȅȅƺȇɎِ

Ans. The Indian Partnership Act does not make the registration 
of firms compulsory nor does it impose any penalty for 
non-registration. However, under Section 69, non-registration 
of partnership gives rise to a number of disabilities which are 
as follows: 
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No suit 

 in a civil 
court  

by firm 
or  

other 
co-

The firm or any other person on its 
behalf  

cannot bring an action against the 
third party  

for breach of contract entered into 
by the firm,  

unless the firm is registered and  
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No suit 

 in a civil 
court  

by firm 
or  

other 
co-
partners  

against 
third 
party 

The firm or any other person on its 
behalf  

cannot bring an action against the 
third party  

for breach of contract entered into 
by the firm,  

unless the firm is registered and  

the persons suing are or have been 
shown in the register of firms as 
partners in the firm.  

 
No relief 

 to 
partners  

for set-
off  

of claim 

If an action is brought against the 
firm by a third party,  

then neither the firm nor the partner 
can claim any set-off, 

if the suit be valued for more than Rs. 
100  or 

pursue other proceedings to enforce 
the rights arising from any contract. 

 
Aggrieved 
partner  

cannot 
bring 
legal 
action  

against 
other 
partner or 

 the firm 

A partner of an unregistered firm 
(or any other person on his behalf)  

is precluded from bringing legal 
action  

against the firm or any person 
alleged to be or to have been a 
partner in the firm.  

But, such a person may sue for  

dissolution of the firm or for 
accounts and realization of his 
share in the firm’s property where 
the firm is dissolved. 

 



ªِ��0גɮƺȇ�ǣǔ�Ɏǝƺ�ˡȸȅ�ǣɀ�ɖȇȸƺǕǣɀɎƺȸƺƳ�ً�ǣɎ�ƳȒƺɀ�ȇȒɎ�Əǔ-
ǔƺƬɎɀ�ƬƺȸɎƏǣȇ�ȸǣǕǝɎɀ�ّ��«��Áǝƺ�ȇȒȇ�ȸƺǕǣɀɎȸƏɎǣȒȇ�Ȓǔ�Ə�
ˡȸȅ�ƏɎɎȸƏƬɎɀ�ɀȒȅƺ�ƳǣɀƏƫǣǼǣɎɵِ�áǝƏɎ�Əȸƺ�Ɏǝƺ�ƺɴƬƺȵɎǣȒȇɀ�
ɎȒ�Ɏǝƺɀƺ�ƳǣɀƏƫǣǼǣɎǣƺɀ�ّ��

Ans. Exceptions: Non-registration of a firm does not, however 
effect the following rights:
1. The right of third parties to sue the firm or any partner.
2. The right of partners to sue for the dissolution of the firm 
or for the settlement of the accounts of a dissolved firm, or for 
realization of the property of a dissolved firm.
3. The power of an Official Assignees, Receiver of Court to 
release the property of the insolvent partner and to bring an 
action.
4. The right to sue or claim a set-off if the value of suit does 
not exceed  Rs. 100 in value.

ªِד��(ǣɀɎǣȇǕɖǣɀǝ�ƫƺɎɯƺƺȇ�(ǣɀɀȒǼɖɎǣȒȇ�Ȓǔ�ˡȸȅ�ƏȇƳ�(ǣɀ-
ɀȒǼɖɎǣȒȇ�Ȓǔ�¨ƏȸɎȇƺȸɀǝǣȵ�ّ�

Ans. According to Section 39 of the Indian Partnership Act, 
1932, the dissolution of partnership between all partners of a 
firm is called the ‘dissolution of the firm’.
In the case of dissolution of the firm, the whole firm is dis-
solved. The partnership terminates as between each and every 
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Third 
party 
can sue 
the firm 

In case of an unregistered firm,  

an action can be brought against 
the firm by a third party. 

 



partner of the firm.
But when only one or more partners retires or becomes inca-
pacitated from acting as a partner due to death, insolvency or 
insanity, the partnership, i.e. the relationship between such a 
partner and other is dissolved, but the other partner decides to 
continues the business .
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Basis Dissolution of 
Firm 

Dissolution of 
Partnership 

Continuation 
of business 

It involves 
discontinuation 
of business in 
partnership. 

It does  not  
affect  
continuation  of 
business.  
It involves only 
reconstitution of 
the firm. 

Winding up It involves 
winding up of 
the firm and  
requires 
realization of 
assets and 
settlement of 
liabilities. 

It involves only 
reconstitution 
and  
 
requires only 
revaluation of 
assets and 
liabilities of the 
firm. 

Order of 
court 

A firm may be 
dissolved by the 
order of the 
court. 

Dissolution of 
partnership is 
NOT  ordered by 
the court. 

Scope It necessarily 
involves 
dissolution of 
partnership. 

It MAY OR MAY 
NOT  involve 
dissolution of 
firm. 

Final closure 
of books 

It involves final 
closure of books 
of the firm. 

It does NOT  
involve final 
closure of the 
books. 

 



ªِה����áǝƏɎ�Əȸƺ�Ɏǝƺ�ȅȒƳƺɀ�Ȓǔ�ƳǣɀɀȒǼɖɎǣȒȇ�Ȓǔ�ˡȸȅ�ّ��

Ans. The following are the modes of dissolution of firm ? 
I. Dissolution without the order of court.
II. Dissolution by the order of the court .

Xِ� (ǣɀɀȒǼɖɎǣȒȇ�ɯǣɎǝȒɖɎ�Ɏǝƺ�ȒȸƳƺȸ�Ȓǔ�ƬȒɖȸɎ�Ȓȸ�àȒǼɖȇɎƏȸɵ�Ƴǣɀ-
ɀȒǼɖɎǣȒȇي��XɎ�ƬȒȇɀǣɀɎɀ�Ȓǔ�ǔȒǼǼȒɯǣȇǕ�ǔȒɖȸ�Ɏɵȵƺɀي
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Scope It necessarily 
involves 
dissolution of 
partnership. 

It MAY OR MAY 
NOT  involve 
dissolution of 
firm. 

Final closure 
of books 

It involves final 
closure of books 
of the firm. 

It does NOT  
involve final 
closure of the 
books. 

 

Dissolution 
by 
agreement 
(Section 40) 
 

Section 40 gives rights to the  
partners to dissolve the firm with 
the consent of all the partners or  
in accordance with a contract 
between the partners.  
Contract between the partners’ 
means a contract already made. 

Compulsory 
dissolution 
(Section 41) 
 

A firm is compulsorily dissolved  
by the happening of any event  
which makes it unlawful for the 
business of the firm  
to be carried on or for the partners 
to carry it on in partnership: 

Provided that,  
when more than one separate 
adventure or undertaking is carried 
on by the firm,  
the illegality of one or more shall 
not of itself  
cause the dissolution of the firm in 
respect of its lawful adventures and 
undertakings. 
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when more than one separate 
adventure or undertaking is carried 
on by the firm,  
the illegality of one or more shall 
not of itself  
cause the dissolution of the firm in 
respect of its lawful adventures and 
undertakings. 

 
Dissolution 
on the 
happening of 
certain 
contingencies 
(Section 42) 
 

Subject to contract between the 
partners, a firm can be dissolved 
on the happening of any of the 
following contingencies :  

where the firm is constituted 
for a fixed term, on the expiry 
of that term 

where the firm is constituted 
to carry out one or more 
adventures or undertaking, 
then by completion thereof 

by the death of a partner, and 

by the adjudication of a 
partner as an insolvent 

 Dissolution 
by notice of 
partnership 
at will 
(Section 
43) 
 

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. 

If the date is mentioned ,  

the firm is dissolved as from the 
date mentioned in the notice as 
the date of dissolution, or  

if no date is so mentioned, as  
from the date of the commun-  of 

the notice. 
 

cation of



ªِו����áǝƏɎ�Əȸƺ�Ɏǝƺ�ȅȒƳƺɀ�Ȓǔ�ƳǣɀɀȒǼɖɎǣȒȇ�Ȓǔ�ˡȸȅ��ƫɵ�
Ɏǝƺ�ȒȸƳƺȸ�Ȓǔ�!ȒɖȸɎ�ّ���Ȓȸ
��Xȇ�ɯǝǣƬǝ�ƬǣȸƬɖȅɀɎƏȇƬƺɀ�ً�Ɏǝƺ�ƬȒɖȸɎ�ɯǣǼǼ�ȒȸƳƺȸ�ǔȒȸ�Ƴǣɀ-
ɀȒǼɖɎǣȒȇ�Ȓǔ�ˡȸȅ�ّ�

�ȇɀِ�(ǣɀɀȒǼɖɎǣȒȇ�ƫɵ�Ɏǝƺ�ƬȒɖȸɎ�٢�ɀƺƬɎǣȒȇ٣גג��
The Court may, at the suit of the partner, dissolve a firm on 
any of the following ground:
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Insanity/ 
ɖnsoɖnƳ 
ȅinƳ 

Where a partner (not a sleeping 
partner)  

has ƫecoȅe of ɖnsoɖnƳ ȅinƳ,   

the coɖrt ȅay Ƴissolve the ˡrȅ 

on a sɖit of the other partners or ƫy 
the neɴt frienƳ of the insane 
partner.  

Teȅporary sickness is no groɖnƳ 
for Ƴissolɖtion of l rȅ. 

Perȅanent 
incapacity 

When a partner, other than the 
partner sɖing,  

has ƫecoȅe in any way 
perȅanently incapaƫle  

of perforȅing his Ƴɖties as partner, 

then the coɖrt ȅay Ƴissolve the 
ˡrȅ.  

Sɖch perȅanent incapacity ȅay 
resɖlt froȅ physical Ƴisaƫility or 
illness etc. 

 



BUSINESS LAWS | CA FOUNDATION

UNIT 3  REGISTRATION AND
DISSOLUTION OF FIRM

BY CA CHETAN MANTRI

MisconƳɖct Where a partner, other than the 
partner sɖing,  

is gɖilty of conƳɖct which is likely 
to affect  

prejɖƳicially the carrying on of 
ƫɖsiness, 

the coɖrt ȅay orƳer for 
Ƴissolɖtion of the ˡrȅ, ƫy giving 
regarƳ to the natɖre of ƫɖsiness. . 

It is not necessary that 
ȅisconƳɖct ȅɖst relate to the 
conƳɖct of the ƫɖsiness. 

The iȅportant point is the aƳverse 
effect of ȅisconƳɖct on the 
ƫɖsiness. In each case natɖre of 
ƫɖsiness will ƳeciƳe whether an 
act is ȅisconƳɖct or not. 

Persistent 
ƫreach of 
agreeȅent 

Where a partner other than the 
partner sɖing,  

wilfɖlly or persistently coȅȅits 
ƫreach of agreeȅents  

relating to the ȅanageȅent of the 
affairs of the ˡrȅ or  the conƳɖct 
of its ƫɖsiness, or  

otherwise so conƳɖct hiȅself in 
ȅatters relating to the ƫɖsiness 
that 

it is not reasonaƫly practicaƫle for 
other partners to carry on the 
ƫɖsiness in partnership with hiȅ, 
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Transfer of 
interest 

Where a partner other than the 
partner sɖing,  

has transferreƳ the whole of his 
interest in the ˡrȅ to a thirƳ party 
or  

has alloweƳ his share to ƫe chargeƳ 
or solƳ ƫy the coɖrt, in the recovery 
of arrears of lanƳ revenɖe,  

the coɖrt ȅay Ƴissolve the ˡrȅ at 
the instance of any other partner. 

Continɖoɖs/ 
Perpetɖal 
losses 

Where the ƫɖsiness of the ˡrȅ 
cannot ƫe carrieƳ on  

EXCEPT at a loss in fɖtɖre also, 

 the coɖrt ȅay orƳer for its 
Ƴissolɖtion. 

Jɖst anƳ 
eqɖitaƫle 
groɖnƳs 

Where the coɖrt consiƳers any 
other groɖnƳ  
to ƫe jɖst anƳ eqɖitaƫle for the 
Ƴissolɖtion of the ˡrȅ, 
it ȅay Ƴissolve a ˡrȅ. The following 
are the cases for the jɖst anƳ 
eqɖitaƫle groɖnƳs :  

(i) DeaƳlock in the 
ȅanageȅent. 

(ii) Where the partners are not 
in talking terȅs ƫetween 
theȅ. 

(iii) Loss of sɖƫstratɖȅ. 
(iv) Gaȅƫling ƫy a partner on a 



ªِז�����áǝƏɎ�Əȸƺ�Ɏǝƺ�ȸǣǕǝɎɀ�ƏȇƳ�ǼǣƏƫǣǼǣɎǣƺɀ�ƬȒȇɀƺȷɖƺȇɎ�ɎȒ�
ƳǣɀɀȒǼɖɎǣȒȇ�Ȓǔ�ˡȸȅ�ّ��

Ans. 
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On a stock exchange

Liability for 
acts of 
partners 
done after 
dissolution 
(Section 
45) 

Notwithstanding the 
dissolution of a firm,  

the partners continue to be 
liable as such to third parties 

for any act done by any of 
them  

which would have been an act 
of the firm if done before the 
dissolution,  

UNTILL public notice is given of 
the dissolution. 

 
Therefore Section 45 has two fold 
objectives- 

1. It seeks to protect third parties 
dealing with the firm who had 
no notice of prior dissolution and 

2. It also seeks to protect 
partners of a dissolved firm 
from liability towards third 
parties 

However, there are exceptions to 
the Section 45 i.e.  where notice of 
dissolution has NOT been given, 
there will be NO liability for 



dissolution has NOT been given, there 
will be NO liability for subsequent acts 
in the case of:
(a) the estate of a deceased partner,
(b) an insolvent partner, or
(c) a dormant partner, i.e., a partner, 
who was not known as a partner to 
the person dealing with the firm.

 (2) Notices under sub-section (1) may 
be given by any partner.

party 
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Right of 
partners to 
have 
business 
wound up 
after 
dissolution 
(Section 
46) 

On the dissolution of a  firm  

every partner or his 
representative is entitled,  

as AGAINST  all the other 
partners or their 
representative, 

to have the property of the 
firm APPLIED  in payment of 
the debts and liabilities of the 
firm, and  

to have the SURPLUS 
distributed among the 
partners or their 
representatives according to 
their rights. 

 
Continuing 
authority 
of partners 
for 
purposes 
of winding 
up 
(Section 

EVEN after the dissolution of 
a firm 

the authority of each partner 
to bind the firm, and the 
other mutual rights and 
obligations of the partners,  

CONTINUES  ,  



ªِח�����RȒɯ�ƏƬƬȒɖȇɎɀ�Ȓǔ�ȵƏȸɎȇƺȸɀǝǣȵ�ˡȸȅ�ǣɀ�ɀƺɎɎǼƺƳ�
ƏǔɎƺȸ�ƳǣɀɀȒǼɖɎǣȒȇ�ّ��

Ans. . Settlement of partnership accounts (Section 48): In set-
tling the accounts of a firm after dissolution, prima facie, ac-
counts between the partners shall be settled in the manner 
prescribed by partnership agreement.

However the following rules shall, subject to agreement by the 
partners, be observed:- 
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Continuing 
authority 
of partners 
for 
purposes 
of winding 
up 
(Section 
47) 

EVEN after the dissolution of 
a firm 

the authority of each partner 
to bind the firm, and the 
other mutual rights and 
obligations of the partners,  

CONTINUES  ,  

so far as may be necessary 
to wind up the affairs of the 
firm and to complete 
transactions begun but 
unfinished at the time of the 
dissolution, but not 
otherwise: 

Provided that the firm is in no 
case bound by the acts of a 
partner who has been 
adjudicated insolvent;  
However this proviso does not 
affect the liability of any person 
who has after the adjudication 
represented himself or 
knowingly permitted himself 
to be represented as a partner 
of the insolvent. 

 



ªِ׎׏�RȒɯ�Ɏǝƺ�ˡȸȅټɀ�ȵȸȒȵƺȸɎɵ�ƏȇƳ�ɀƺȵƏȸƏɎƺ�ȵȸȒȵƺȸɎɵ�Ȓǔ�
Ə�ȵƏȸɎȇƺȸ�ɀǝƏǼǼ�ƫƺ�ƏȵȵǼǣƺƳ�ǔȒȸ�Ɏǝƺ�ȵƏɵȅƺȇɎɀ�Ȓǔ�Ɏǝƺ�
ƳƺƫɎɀ�Ȓǔ�Ɏǝƺ�ˡȸȅ�ƏȇƳ�ƳƺƫɎɀ�Ȓǔ��ƺƏƬǝ�ȵƏȸɎȇƺȸ�ّ����

Ans. .   Payment of firm debts and of separate debts (Section 
49):
 Where there JOINT DEBTS  due from the firm and also SEPA-
RATE  debts due from any partner:
(i)  the property of the firm shall be applied
ژى FU¨°¾käژژǠȄژȲƌɲȂƷȄɋژȏǑژɋǚƷژưƷƨɋȽژȏǑژɋǚƷژ˟ȵȂًژƌȄưژ
ژى ǠǑژɋǚƷȵƷژǠȽژƌȄɲژȽɓȵȲǹɓȽًژɋǚƷȄژɋǚƷژȽǚƌȵƷژȏǑژƷƌƩǚژȲƌȵɋȄƷȵژȽǚƌǹǹژ
be applied to the payment of his separate debts or paid to him;
(ii) the separate property of any partner shall be applied
ژى ˟ȵȽɋژǠȄژɋǚƷژȲƌɲȂƷȄɋژȏǑژǚǠȽژȽƷȲƌȵƌɋƷژưƷƨɋȽژƌȄưژ
ژى ȽɓȵȲǹɓȽًژǠǑژƌȄɲًژǠȄژɋǚƷژȲƌɲȂƷȄɋژȏǑژưƷƨɋȽژȏǑژɋǚƷژ˟ȵȂِ

(i) Losses, including deficiencies of capital, shall be paid first 
out of PROFITS, 
next out of  CAPITAL , and
lastly, if necessary, by the partners individually in the propor-
tions in which they were entitled to share profits.
(ii) The assets of the firm, including any sums contributed by 
the partners to make up deficiencies of capital, must be ap-
plied in the following manner and order:
(a) in paying the debts of the firm to third parties;
(b) in paying to each partner rateably what is due to him from 
capital;
(c) in paying to each partner rateably what is due to him on 
account of capital; and
(d) the residue, if any, shall be divided among the partners in 
the proportions in which they were entitled to share profits.
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