
 

 

LLP (Limited Liability Partnership) – A Tax Efficient Vehicle 
 
LLP is a new corporate form that enables professional expertise and entrepreneurial 
initiative to combine, organize and operate in an innovative and efficient manner. It is 
becoming popular day by day. When it was introduced in 2009 there were so many 
confusions in the minds of the corporate. Now most of the doubts have been clarified by 
the Ministry and corresponding amendments have been made in the other enactments 
to recognize LLP as a separate corporate vehicle. This article gives you a fair idea on 
taxation of LLP.  
 
Since the taxation related matters in India are provided under Tax Laws, the taxation of 
LLPs was not provided in the LLP Act. The Finance Bill, 2009 has made provisions in 
this regard, pursuant to which the taxation scheme of LLPs has been proposed to be 
introduced in the Income Tax Act. It has been proposed to tax LLPs on the lines similar 
to general partnerships under Indian Partnership Act, 1932. 
 
The following “definitions” in the Income Tax Act, 1961 have been amended to include 
LLP: 
 
1. Firms shall have the meaning assigned to it in the India Partnership Act 1932 and 

shall include a limited liability Partnership as defined in the Limited Liability 
Partnership Act 2008. 

 
2. Partner shall have the meaning assigned to it in the Indian Partnership Act 1932 and 

shall include: 
 

- Any person, being a minor, has been admitted to the benefits of partnership ; and 
- A partner of a limited liability partnership as defined in the Limited Liability 

Partnership Act 2008. 
 

3. Partnership shall have the meaning assigned to it in the India Partnership Act 1932 
and shall include a limited liability partnership as defined in the Limited Liability 
Partnership Act, 2008. 

 
Applicable Tax rate: 
 
30% flat tax rate + 3% education cess, no surcharge 
 
No Minimum Alternate Tax & Dividend Distribution Tax 
 
Applicability of Section 184 and 185: 
 
There are two types of assessments as far as firm is concerned. Firstly, the firm will be 
assessed as a “firm” for the purpose of Income Tax Act, 1961 if the conditions specified 
in Section 184 are satisfied.  Secondly, when Section 184 is not complied with, a firm 
will be assessed as “association of persons” in which case, no deduction by way of any 
payment of interest, salary, bonus, commission or remuneration, by whatever name 
called, made by such firm to any partner of such firm shall be allowed in computing the 
income chargeable under the head Profits and gains of business or profession. As 
explained in the beginning the term “firm” is defined to include LLP.  



 

 

 
Therefore in order for Limited Liability Partnership to be assessed as “firm” under 
Income Tax Act, it has to satisfy the following criteria under Section 184: 
 
1. There should be a written LLP Agreement. 
 
2. The individual shares of the partners are very clearly specified in the deed. 
 
3. A certified copy of LLP Agreement must accompany the return of income of the LLP 

of the previous year in which the partnership was formed. 
 
4. If during a previous year, a change takes place in the constitution of the LLP or in the 

profit sharing ratio of the partners, a certified copy of the revised LLP Agreement 
shall be submitted along with the return of income of the previous years in question. 

 

5. There should not be any failure on the part of the LLP while attending to notices 
given by the Income Tax Officer for completion of the assessment of the LLP. 

 
If the provisions of Section 184 are complied with the following deductions can 
be claimed by an LLP while assessing the income from business and profession:- 
 

- Interest paid to partners, provided such interest is authorized by the LLP 
Agreement. 
 

- Any salary, bonus, commission, or remuneration (by whatever name called) to a 
partner will be allowed as a deduction if it is paid to a working partner who is an 
individual. The remuneration paid to such working partner must be authorized by 
the LLP Agreement and the amount of remuneration must not exceed the given 
limits. 

 
Other key tax benefits on conversion of partnership firm/companies into LLP: 
 
There will be no tax on capital gain on conversion of partnership firm into LLP. In the 
similar lines there will be no tax on capital gain on conversion of a company into LLP if 
turnover/gross receipt in any of the 3 previous years does not exceed Rs. 60 lacs. 
 
Finally, we can conclude saying that LLP is a tax efficient / cost efficient vehicle with 
“limited liability” and hence no wonder if it attracts large number of 
entrepreneurs/corporates in the years to come.  
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