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Introduction
A business partnership is a relationship in which two or more persons carry on a trade or business
together and expect to share profits and losses. The structure combines contract, agency, fiduciary
duties, ownership, tax rules, and shared risk. It differs fundamentally from a corporation, where
shareholders own shares and governance usually operates through directors and officers. In a general
partnership, partners may bind the firm in the ordinary course of business, and a written agreement is
not always required for the relationship to exist under state law. Federal tax law also treats
partnerships as pass-through entities: the partnership generally files an information return, while
partners report their distributive shares of income or loss on their own returns (Internal Revenue
Service [IRS], 2025). The central practical issue is therefore not simply whether one participant may
“sell shares.” It is whether an economic interest, governance rights, or full partnership status may be
transferred under the governing agreement and applicable law. A sound partnership arrangement
anticipates contributions, authority, profits, transfers, withdrawal, valuation, liability, and dispute
resolution before conflict arises.

Formation, Contributions, and Shared Ownership
Partnerships are generally formed when persons associate as co-owners of a business for profit,
whether through a formal agreement or conduct that legally demonstrates the relationship. Partners
may contribute money, property, labor, intellectual property, customer relationships, or specialized
skills. Those contributions should be documented because later disagreements often arise over
whether a payment was capital, a loan, compensation, or a distribution. Ownership percentages also
do not automatically control every economic result; partnership agreements may allocate profits,
losses, voting rights, and management responsibilities differently, subject to tax and legal limits. The
IRS explains that a partnership ordinarily files Form 1065 and passes income, deductions, gains, and
losses through to its partners rather than paying federal income tax as a separate taxable corporation
(IRS, 2025). Partners are generally not employees of the partnership for federal tax purposes simply
because they provide services. These rules show why the partnership agreement should distinguish
ownership from employment, capital contributions from compensation, and operating withdrawals
from returns of capital. Clear records protect both the business and the partners when circumstances
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later change.

Management Authority and Fiduciary Duties
Agency is one of the most important features of partnership law because one partner may have
authority to create obligations for the entire business. Under modern partnership statutes, an act
apparently carrying on the partnership’s ordinary business can bind the partnership unless the acting
partner lacked authority and the third party knew or had notice of that limitation. This makes internal
governance essential. Agreements commonly reserve major decisions—such as borrowing, admitting
new partners, selling substantial assets, changing the business, or guaranteeing another person’s
debt—for unanimous or supermajority approval while delegating routine operations. Partners also owe
duties that generally include loyalty, care, and good faith. Loyalty requires accounting for partnership
opportunities and property, avoiding undisclosed conflicts, and refraining from improper competition.
Care generally addresses reckless, grossly negligent, intentional, or unlawful conduct, though precise
standards differ by jurisdiction. Fiduciary duties do not eliminate disagreement or prevent partners
from negotiating their own interests. Their purpose is to stop secret self-dealing, diversion of
customers, misuse of assets, concealment of revenue, and other behavior incompatible with the trust
required by shared ownership (National Conference of Commissioners on Uniform State Laws, 1997).

Transfer of Interests and Admission of New
Partners
A partnership interest usually contains economic rights and governance rights that should not be
treated as identical. Many partnership laws allow a partner to transfer the right to receive
distributions without automatically giving the buyer management authority, voting rights, access to
confidential information, or power to bind the business. Full admission as a partner often requires the
consent specified in the agreement because partnership is a personal agency and fiduciary
relationship. This protects existing partners from being forced into business with an unknown third
party. Transfer restrictions can include rights of first refusal, consent requirements, permitted family
or affiliate transfers, or mandatory buyout provisions. The agreement should state the notice process,
valuation method, timing, and consequences of an attempted transfer. Restrictions should protect
continuity without creating an impossible trap in which a partner can never obtain fair value or exit. A
third-party sale also does not automatically dissolve the business. Modern partnership law commonly
separates dissociation—the departure of a partner—from dissolution, which begins winding up the
entire partnership. Whether continuation is permitted depends on statute and agreement.
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Exit, Valuation, and Business Continuity
Partners may leave because of retirement, illness, disability, conflict, relocation, bankruptcy, death, or
a new opportunity. A well-drafted buy-sell agreement establishes what happens before those events
occur. It can define triggering events, identify who may or must purchase the interest, establish
valuation procedures, and determine whether payment occurs immediately or through installments.
Valuation may consider asset value, earnings, cash flow, goodwill, market comparables, debt, and the
economic dependence of the business on particular individuals. Fixed prices become unreliable if they
are not updated, while book value may omit important intangible value. Payment terms matter as
much as price because forcing a healthy business to pay a large buyout immediately can destroy the
enterprise. Exit planning should also address personal guarantees, leases, customer relationships,
confidential information, taxes, and notice to banks or suppliers. Leaving the partnership does not
automatically release a former partner from obligations already guaranteed personally. The objective
is to protect the departing person’s value while preserving sufficient liquidity and operational stability
for the remaining business.

Choosing the Appropriate Legal Form
Entrepreneurs should not assume that every shared venture should operate as a general partnership.
Legal form affects liability, governance, taxation, transferability, and fundraising. General partners
may face personal liability for partnership obligations, while limited partnerships and limited liability
partnerships can allocate or restrict liability differently depending on state law. Limited liability
companies may also be taxed as partnerships while offering a different governance and liability
structure. Corporations generally provide transferable shares and centralized management but
involve corporate governance rules and potentially different tax treatment. Federal tax classification
does not by itself answer state-law questions about liability or authority. The IRS notes that many
unincorporated organizations with two or more members are classified as partnerships for federal tax
purposes unless another classification applies (IRS, 2025). The best structure therefore depends on
the nature of the business, professional regulations, investor expectations, financing needs, risk
exposure, and succession plans. Choosing deliberately at the beginning is usually less disruptive than
restructuring after disputes, creditors, or tax consequences have already emerged (Kraakman et al.,
2017).

Conclusion
Business and partnership are interconnected through shared ownership, agency, fiduciary
responsibility, taxation, and contractual planning. A partner’s interest is not the same as corporate
shares, and an ordinary partnership may have no board at all. Economic rights can often be
transferred separately from governance rights, while full admission of a new partner commonly
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requires consent. Dissociation also does not necessarily dissolve the firm. These distinctions matter
because informal language can create false expectations during a sale, retirement, death, or
disagreement. Strong partnership agreements define contributions, authority, profit allocation,
transfer restrictions, valuation, buyouts, disability, death, dispute resolution, and the release of
guarantees. Federal tax law adds another layer by treating most partnerships as pass-through entities
that report income on Form 1065 and allocate results to partners (IRS, 2025). The partnership form
can be flexible and efficient when expectations are documented clearly. It becomes fragile when
participants rely only on personal trust and postpone difficult questions until relationships deteriorate.
Planning for exit is therefore part of forming the business, not evidence that the partners expect it to
fail.
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