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Tax considerations for LLPs 

 

Tax disadvantages of LLPs 

 

In recent years, changes in the tax system have made LLPs less attractive from a tax perspective 

than they used to be.  

 

 Corporate tax rates have been reducing (down to 20% from 1 April 2015) and income tax rates 

are now up to 45%. So where a business needs to retain profits for growth or working capital or 

if a business incurs significant amounts of disallowable expenditure, for example on entertaining, 

an LLP is not a tax efficient structure compared to a company as it will suffer income tax, not 

corporate tax, on these amounts. 

 

 LLPs have in recent years been using corporate members to smooth out some of these issues, 

but recent changes in the tax treatment of partnerships and LLPs have significantly reduced  the 

tax effectiveness of corporate members. 

 

 Where there is separately identifiable goodwill in a trading partnership/LLP, this can normally be 

sold to a new company in exchange for a loan account back to the former partners/members. 

Once capital gains tax is paid on the sale of goodwill (often at a relatively benign 10% tax rate), 

the former partners/members can draw down future post-corporate tax profits generated in the 

new company without any further tax.  

 

A 10% tax rate compared  to a bonus or a dividend is very attractive, but it must be borne in 

mind that the savings only last as long as the loan account.  Once the loan account is repaid, 

any sums taken out of the new company would need to be by way of salaries/dividends. 

 

So – from a tax perspective, does this mean all LLPs should incorporate? No, as there remain two 

key tax advantages of LLPs and partnerships, which may persuade many LLPs/partnerships to 

maintain the status quo. 

 

Tax advantages of LLPs 

 

1) Profits paid to members/partners (not taxed as salaried members) can be paid free of 

employer’s NIC (up to 13.8%). In a limited company structure, salaries and bonuses attract 

employer’s NICs, a significant cost. 

 

Where profits can be distributed from a company by way of dividends rather than salaries, the 

overall tax rate is significantly lower. For dividends, one has to look at combined corporate tax 

and income tax rates suffered on the profits needed to pay those dividends, as dividends are 

paid out of post-tax profits. A table of comparative tax rates is shown in Appendix I. 
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2) Profit sharing ratios can be amended without any tax implications under Statement of Practice 

D12. Even though there are a number of tax efficient employee share ownership schemes 

available (and in particular the recent employee shareholder provisions introduced last year), 

none of these provide the simplicity and certainty of Statement of practice D12. 

 

In this changing environment, we would therefore recommend that existing LLPs review their 

position to confirm whether to keep the status quo or to consider incorporation. 

 

 

We would be very happy to have a call or meeting with you to discuss the above in more 

detail. If you would like to arrange a call or meeting, please contact David. 

 

 

 

 David Boyd 

Silver Levene LLP 

Partner 

david.boyd@silverlevene.co.uk  

+44 (0)20 7383 3200 
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APPENDIX I 
 
Table of effective tax rates for individuals suffering tax at additional rates of income tax 
 
 

 LLP profit share Dividend Salary/bonus 

    

Income tax 45% 24% # 45% 

Corporate tax   21%  

Employees NIC   2% 

Class 4 NIC 2%   
 

Total 47% 45% 47% 

 
Employers NIC 

 
0% 

 
0% 

 
13.8% 

 
# based on an effective rate of 30.6% of (100%-21%). 21% being the current headline corporate tax 
rate). 
 
Table of effective tax rates for individuals suffering tax at higher rates of income tax 
 
 

 LLP profit share Dividend Salary/bonus 

    

Income tax 40% 20% # 40% 

Corporate tax   21%  

Employees NIC   2% 

Class 4 NIC 2%   
 

Total 42% 41% 42% 

 
Employers NIC 

 
0% 

 
0% 

 
13.8% 

 
# based on an effective rate of 25% of (100%-21%). 21% being the current headline corporate tax 
rate. 
 


