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What is Limited
Liability

LLP is a UK business structure introduced in
2000, offering partnerships limited liability,
previously only available to companies. It's
popular among professionals like accountants
and lawyers. It combines the benefits of a
limited company with the flexibility of a
partnership. LLP designated members have
limited liability for debts, but for tax purposes,
members are taxed like sole traders or
partners based on their share of profits.
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How is it different
from

o LI Ps are easier to set up and have lower
reporting requirements than limited
companies.

e Limited companies must file articles of
association and hold shareholder
meetings, unlike LLPs.

o Limited companies face stricter
regulations, especially regarding share
awards to employees and directors.

o Exiting an LLP may be simpler for tax
purposes, as transfers within an LLP
generally don't trigger capital gains tax,
while selling shares in a company does.
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Advantages of

Limited Liability Protection: LLPs offer
separate legal entity status, shielding
members' personal assets from business
liabilities, similar to limited companies.

Tax Advantages: LLPs are taxed as
partnerships, with profits distributed to
partners, potentially reducing tax obligations
compared to corporation tax.

Credibility and Professional Reputation:
LLP formation enhances credibility, crucial for
government contracts, brand establishment,
and attracting clients or investors.

Protected Name: Once registered, an LLP's
name is legally safeguarded, offering
exclusive use and preventing similar names
from registration.
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Advantages of

Public Disclosure & Confidentiality: While
required to file accounts, LLP agreements
remain private, unlike limited companies'
articles of association.

Ease of Setup: Registering an LLP is
straightforward and cost-effective, especially
with online formation services.

Flexibility: LLPs can be managed by
members, without the need for directors,
offering flexibility in ownership and profit
sharing arrangements.

Capital Requirement: No minimum capital is
mandated for LLPs, allowing entry with
minimal or no capital investment, although
liability remains limited to contributions.
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Disadvantages of

LLP Reporting & Record Disclosure:

e LLPs have more reporting obligations than
general partnerships but fewer than limited
companies.

» Requirements include filing accounts,
maintaining registers, registering for VAT if
necessary, and submitting an annual
confirmation statement.

e Changes to LLP details must be
communicated to HMRC and Companies
House.

Profit Allocation & Retention:

e LLPs cannot retain profits like limited
companies, necessitating immediate
distribution of earned profits without
flexibility for future tax years.
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Disadvantages of

Tax Implications:

e LLPs are generally excluded from tax
reliefs like R&D tax credits available to
limited companies, making them less
favorable for businesses investing in R&D.

Raising Capital:

e LLPs may find it harder to raise capital due
to limited liablility protection, potentially
deterring some investors.

Longevity of LLPs:

e LLPs require at least two designated
members at all times, and if a partner
leaves, dissolution and reformation with
new members may be necessary.
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In conclusion...

Establishing an LLP can be advantageous for

business partnerships, offering tax benefits
amid rising tax rates.

However, its suitability depends on individual
circumstances, so seeking professional

advice is crucial to ensure alignment with
current and future needs.
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Have something

else

Leave a comment to share
your thoughts.
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