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		Limited liability partnerships (LLPs) are facing significantly increased tax bills after HM Revenue & Customs (HMRC) issued draft legislation this week confirming that salaried partners with little or no share in the equity will be classed as employees for tax purposes.

The draft Finance Bill, which will come into effect in April next year, says that partners with less than 20% of their remuneration linked to the profits of the firm will be regarded as having a ‘disguised salary’ and subject to both income tax and national insurance.



LLP members must also have an influence in the running of the firm and have 25% of their disguised salary invested in the firm to be classed as a partner for taxation purposes.

Measures have also been introduced to catch individual profits of the partnership being allocated to a corporate member who pay a lower corporate rate of tax.

The unpopular draft legislation, which covers any business set up as an LLP, has been criticised by the legal profession for being far too broad brush and reducing the pot available to re-invest in working capital.

Chair of Baker Tilly’s professional practices group George Bull said: ‘We are disappointed that HMRC has ignored many of our recommendations, in particular those that addressed commercial concerns.

Related  System failure

‘In addition, HMRC has ignored profession-wide requests not to apply such a ‘broad brush’ approach which has, as predicted, caught so many genuine partnership businesses using the structures to accumulate profits for internal investment. This now gives the partnership model a very real disadvantage in comparison to the traditional corporate model.

The draft legislation was issued after last week’s Autumn Statement from the Chancellor, George Osborne, who announced plans to ‘ensure the tax advantages of partnerships aren’t abused’.

Responding to the changes Andrew Loan, a tax partner at Macfarlanes, said: ‘All LLPs will have to think how they allocate profits to their members if it’s not a straight profit split.’

However, Iain Scoon, a tax partner at Shearman & Sterling, downplayed down the impact of the measures, commenting: ‘It’s unlikely to have a significant impact on the legal industry because of the way partnerships work. If you’re contributing more than 25% of your return you’re unlikely to be treated as an employee,’ he says.

david.stevenson@legalease.co.uk

Share
Tweet
Share
Reddit
WhatsApp
Email


   
     
       
	
 
  
  
   

			  CategoriesBlogs  TagsLegal affairs 	
                
 
  
  Related Content

    

Clifford Chance begins review of lockstep points to encourage high achievers



‘Overwhelming support’: Ashurst votes for annual profit payouts



[image: A dramatic break with lockstep for Freshfields but will it be enough to galvanise the City giant?]A dramatic break with lockstep for Freshfields but will it be enough to galvanise the City giant?



  
  
               
	  
  
  
  More in Blogs

    
  	
  [image: A&O high yield head retires ahead of Shearman tie-up as firm makes first combined partner promos]	A&O high yield head retires ahead of Shearman tie-up as firm makes first combined partner promos
  

	
  [image: DLA to open new Germany base as Paul Weiss hires from Simpson and Macfarlanes for Brussels bow]	DLA to open new Germany base as Paul Weiss hires from Simpson and Macfarlanes for Brussels bow
  

	
  [image: ‘A cautious return’: M&A activity picks up pace as Skadden and Slaughter and May top global and UK rankings respectively]	‘A cautious return’: M&A activity picks up pace as Skadden and Slaughter and May top global and UK rankings respectively
  

  
  
 
  
  
	
		Post navigation

		Previous PostPrevious   Comment: The New New Normal – a changing market beckons for 2014
Next PostNext Quinn makes record number of promotions as US firms announce partner elections  


	
		
	

	      

	Subscriber Login
		
			
        		
		
		
		
			Username 
			
		

		
			Password 
			
		

        
                
        		
		
		

		
					

		

		

		

Forgot Password?
    
        

	


    






	
		Latest

		
			
		
		
	
DLA to open new Germany base as Paul Weiss hires from Simpson and Macfarlanes for Brussels bow

		
		


	
Energy perspectives: Clare Burgess

		
		


	
On the horns of a trilemma

		
		


	
Energy perspectives: David Bone

		
		


	
GC Legal Tech Pulse 2024 – in association with Thomson Reuters

		
		


	
Stepping on the gas – the factors behind the rise of green hydrogen

		
		


	
Energy perspectives: Maria Connolly

		
		


	
A&O high yield head retires ahead of Shearman tie-up as firm makes first combined partner promos

		
		


	



		
	

	
		Most Popular

		
	


	 ‘A cautious return’: M&A activity picks up pace as Skadden and Slaughter and May top global and UK rankings respectively 
	 A&O high yield head retires ahead of Shearman tie-up as firm makes first combined partner promos 
	 DLA to open new Germany base as Paul Weiss hires from Simpson and Macfarlanes for Brussels bow 
	 Revolving Doors: Mayer Brown, CRS and BCLP boost tax teams as Linklaters and Fieldfisher join firms announcing partner promotions 
	 Shearman’s McKimm steps aside ahead of A&O tie-up as US firms continue to snap up top London talent 




			
		

	


	Tweets by Legal Business 
		





		





		

		
			
				

	© 2024 Legal Business Magazine
 
  Legalease Ltd, 188 Fleet Street, London, EC4A 2AG 

  
T: +44 (0)20 7396 9313 | E: subscriptions@legalease.co.uk

  
  
  
  About & Contacts | Privacy Policy | Cookie Policy | Subscriptions
  
  

  


			

		
	

	
		    
    
    
    
  










































































































































































