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Overview of LLP Law

Limited Liability Partnership, a body corporate, is a worldwide recognised business vehicle 
that has been introduced in India by way of much desired, long awaited, Limited Liability 
Partnership Act, 2008. LLP is a hybrid of the Company and Partnership into a single form 
of organisation. It enables professional expertise and entrepreneurial initiative to combine  
and operate in a flexible, innovative and efficient manner, providing benefits of limited 
liability, allowing its members the flexibility for organising their internal structure as a 
partnership with mutually arrived agreement.
A Limited Liability Partnership is managed as per the LLP Agreement. However, in the 
absence of such agreement, the LLP would be governed by the framework provided in 
Schedule I of the Limited Liability Partnership Act, 2008. LLP has many advantages. Unlike 
the owners of a Company, all the owners (partners) of an LLP have the right to manage 
the business directly. Till date, it has no mandatory audit requirements for business whose 
contribution does not exceed R25 lakh or turnover for the year does not exceed R40 lakh. 
However, it is necessary to modify the turnover limit to R1 crore, similar to the tax audit 
provisions under Section 44AB of the Income-tax Act. In addition to this, it has been clothed 
with the characteristic of perpetual succession. It can be said that, “partners may come and 
partners may go, but LLP may go on forever.” Read on to know more...

CA. Dhananjay R. Barve

(The author is a member of the 
Institute. He can be reached at 
drb@drbarveandco.in.)

Limited Liability Partnership, a body corporate, is a 
worldwide recognised business vehicle that has been 
introduced in India by way of much desired, long 
awaited, Limited Liability Partnership Act, 2008. 
LLP is a hybrid of the Company and Partnership into  
a single form of organisation. It enables professional 
expertise and entrepreneurial initiative to combine  
and operate in a flexible, innovative and efficient 
manner, providing benefits of limited liability, 
allowing its members the flexibility for organising 
their internal structure as a partnership with mutually 
arrived agreement.

A Limited Liability Partnership is managed as 
per the LLP Agreement. However, in the absence of 
such agreement, the LLP would be governed by the 
framework provided in Schedule I of the Limited 
Liability Partnership Act, 2008. LLP has many 
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advantages. Unlike the owners of a Company, all 
the owners (partners) of an LLP have the right to  
manage the business directly. Till date, it has no 
mandatory audit requirements for business whose 
contribution does not exceed R25 lakh or turnover  
for the year does not exceed R40 lakh. However, 
it is necessary to modify the turnover limit to R1 
crore similar to the tax audit provisions under  
Section 44AB of the Income-tax Act. In addition  
to this, it has been clothed with the characteristic of 
perpetual succession. It can be said that, “partners  
may come and partners may go, but LLP may go on 
forever.”

This new concept of LLP is pervasively 
gaining strength in India. The procedures for LLP  
compliance have changed since 2009 and there is  
more clarity in tax provisions. I would like to add  
that in-spite of the new changes, the legal uncertainty 
still prevails, giving wider scope to related 
professionals.

Global Scenario, Brief History & Background in India
The origins of LLP can be established in Europe.  
The birthplace of this concept was Italy but the 
first of its regulations was made in France in 1673. 
Subsequently it spread to the UK and then to its 
counterparts in Europe. Apart from India, many  
other countries recognise LLP as a business medium  
as of today including the USA, Singapore, Japan, 
the UK, China, Canada, Germany, Greece, Poland, 
Romania, etc.

Internationally, LLPs are the preferred vehicle 
for business particularly for the service industry 
or activities involving professionals like Company 
Secretaries, Accountants, Advocates and even their 
cross sections.

Salient Features of LLP
1. An LLP is a body corporate and legal entity  

distinct from its partners and has perpetual 
succession. Any two or more persons associated  
for carrying on a lawful business with a view to 
earn profit may form an LLP as per the Act.

2. Being a separate legislation (i.e. LLP Act, 2008), 
the provisions of the Indian Partnership Act, 1932 
are not applicable to an LLP and it is regulated by 
the contractual agreement among partners.

3. An LLP is a unique form of business organisation 
that enables professionals like CS, CMA, CA 
Actuaries, Valuers, Management Consultants and 
Advocates to form a Multi-disciplinary Professional 

There are a range of benefits of an LLP but there are 
certain disadvantages too. Any act of the partner 
without the other partner may bind the LLP. Under 

some cases, liability may extend to personal assets 
of partners. An LLP cannot raise money from the 

public and it is not easy to dissolve or wind up as 
compared to a partnership firm.

LLP, which was not allowed earlier. This is now 
allowed with limited liability.

4. An LLP is a combination of partnership and a 
corporate; which has organisational flexibility and 
tax status of a partnership, while having the status 
of a body corporate organisation.

5. Every Limited Liability Partnership shall use 
the words “Limited Liability Partnership” or its 
acronym “LLP” as the last words of its name.

6. Every LLP shall have at least two partners. It 
shall have at least two individuals as designated  
partners, of whom at least one shall be resident in 
India.

7. All the partners shall act as the agent of the  
Limited Liability Partnership but not of the other 
partners.

8. An LLP agreement is not mandatory. In the absence 
of an LLP agreement, execution of mutual rights 
and liabilities of partners shall be determined or 
governed as provided under Schedule I to the LLP 
Act.

9. A firm, unlisted public company, a private 
company is allowed to be converted into an LLP in 
accordance with the LLP Act, 2008.

10. The winding-up of an LLP may be either voluntary 
or by the Tribunal as per Companies Act.

11. No upper limit for members or designated partners 
is prescribed under the Act.

12. No prior approval from the Central Government 
is required for increase in number of designated 
partners under the Act.

Key Advantages of Forming LLP
• Renowned form of business: Though the concept 

of Limited Liability Partnership has been recently 
introduced in India, it is a well-known concept 
in other countries of the world, especially in the 
service sector.

• Simplicity in Formation: It is relatively easy 
to form an LLP, since the process is simpler as 
compared to Company formation and involves 
lesser formalities and expenses.
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• Body Corporate: Just like a Company, an LLP is 
also a body corporate, which means it has its own 
existence as compared to a partnership. An LLP 
and its partners are distinct entities in the eyes of 
law. An LLP will be known by its own name and 
not by the names of its partners.

• Perpetual Succession: An incorporated LLP  
has perpetual succession. Notwithstanding any 
changes in the partners of the LLP, the LLP will 
be the same entity with the same privileges, 
immunities, estates and possessions. The LLP  
shall continue to exist till it is wound up in 
accordance with the provisions of the relevant  
law.

• Liability: An LLP exists as a separate legal 
entity from the personal lives of its owners. 
Both the LLP and the person who owns it are  
separate entities and both function separately. 
Liability for repayment of debts and lawsuits 
incurred by the LLP lies on it and not on the  
owner. Any business with potential for lawsuits 
should consider incorporation of an LLP; it will 
offer an added layer of protection.

• Flexible to Manage: The LLP Act 2008 gives  
an LLP the utmost freedom to manage its own 
affairs. A partner can decide the way they want to 
run and manage the LLP, in the form of an LLP 
Agreement. The LLP Act does not regulate the 
LLP largely; rather it allows partners the liberty to 
manage it as per their will.

• Minimum Contribution: The monetary value 
of minimum capital contribution is only R1 
as compared to a private company, where the 
minimum paid-up capital should be R1,00,000.

• Easy Transferable Ownership: It is easy to become 
a partner or leave the LLP. It is easier to transfer  
the ownership in accordance with the terms of the 
LLP Agreement.

• Separate Property: An LLP as a legal entity 
capable of owning its funds and other properties. 
The LLP is an artificial person in which all the 

property is vested, controlled, managed and 
disposed of. The property of an LLP is not the 
property of its partners. Therefore, partners cannot 
make any claim on the property in case of any 
dispute among themselves.

• Fund-Raising: Financing a small business like a 
sole proprietorship or partnership can be difficult 
at times. An LLP, being a regulated entity like a 
company, can attract finance from banks/financial 
institutions, etc.

• Capacity to sue: As a juristic legal person, an  
LLP can sue in its own name and be sued by others. 
The partners are not liable to be sued for dues 
against the LLP.

• No Mandatory Audit Requirement: Under an 
LLP, only in case of business, where the annual 
turnover/contribution exceeds R40 lakh/R25 lakh, 
respectively, are required to get their accounts 
audited annually by a Chartered Accountant. This 
provides great relief to small businessmen.

• Partner is not an agent of other Partner: In 
an LLP, partners unlike a partnership are not 
agents of the other partners and, therefore, they 
are not liable for the individual act of the other 
partners in an LLP, which protects the interest of  
individual partners.

• Taxation: Another major benefit of incorporation 
is the taxation of an LLP. LLPs are not subject  
to Dividend Distribution Tax unlike companies, 
thus, there will not be any tax on distribution of 
profit to the partners.

• MAT: Provisions of Minimum Alternate 
Tax (MAT) are not applicable to LLP unlike  
companies.

• AMT: From AY 2013-14, provisions of Alternate 
Minimum Tax (AMT) are applicable to LLPs  
only if it has claimed any deduction u/s. 10AA or 
80H or 80RRB of the Income-tax Act, 1961.

• Presumptive Taxation: Provisions of presumptive 
taxation u/s. 44AD of the Income-tax Act, 1961 are 
not applicable to LLPs.

• Deemed Dividend: Provisions of deemed dividend 
u/s. 2 (22) (e) are not applicable to LLPs.

• Compliances: As compared to a limited company, 
the number of compliances is on the lesser side in 
case of an LLP.

• Other advantages:
o No restrictions as to maximum number of 

partners or designated partners.
o No exposure to personal assets of the partners 

except in case of fraud.

All designated partners of the proposed LLP shall 
obtain Director Identification Number (DIN) by filing 
e-Form DIN 1. If a person has been allotted both DPIN 

and DIN, the DPIN will stand cancelled. In case a 
person already has a DIN, the same can be used for 
the LLP as well. The proposed designated partners 

need to obtain DIN before initiating the incorporation 
procedure.
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o Fewer requirements as to maintenance of 
statutory records.

o Lesser Government intervention.
o Professionals can form Multi-disciplinary 

Professional LLP, which was not allowed 
earlier.

o CS in whole time employment/Compliance 
certificate is not required.

o Designated partners are not required to retire by 
rotation.

o Conducting meetings at specific intervals is not 
required unlike in a Company.

o Auditor is not required to retire each year.
o No related party transactions disclosure 

requirements.

Disadvantages
• Any act of the partner without the other partner, 

may bind the LLP.
• Under some cases, liability may extend to personal 

assets of partners.
• Cannot raise money from public.
• Not easy to dissolve or wind up as compared to a 

partnership firm.
• For change in address, change in partners, change 

in share of partners, the initial LLP agreement is 
required to be altered each time.

• There is lack of privacy, as financial statements  
are required to be disclosed under Section 34 of  
the Act.

• Legal uncertainties—as a newly introduced  
concept it is yet to set its entire inclusive and 
exclusive areas.

Incorporation
The Act has defined “Limited Liability Partnership”  
to mean a partnership formed and registered under  
this Act. This stipulates two requirements:
(a) A partnership and;
(b) The need for its registration.

Thus, the registration of the LLP is compulsory 
under the Act. The certificate of incorporation is the 
conclusive evidence of its formation.

Partners: At least two persons (natural or artificial)  
are required to form an LLP. In case any body  
corporate is a partner, then it should nominate any 
natural person as its nominee for the purpose of the 
LLP.
The following can become a partner in an LLP:
a. Company incorporated in and outside India

b. LLP incorporated in & outside India
c. Individuals resident in & outside India

Designated Partners: ‘Designated Partner’ 
means a partner who is designated as such in the  
incorporation documents or who has become a 
designated partner by and in accordance with the 
Limited Liability Partnership Agreement.

In case of an LLP in which all the partners are 
bodies corporate or in which one or more partners 
are individuals and bodies corporate, at least 
two individuals who are partners of such LLP or  
nominees of such bodies corporate shall act as 
designated partners.

The designated partner shall be responsible for  
all the acts, matters and things to be done by the  
LLP in respect of all the compliances, rules and 
provisions of the Act.

Contributions by Partners: A contribution of a  
partner may be in the form of money, tangible or 
intangible property or by contracts for services 
performed or to be performed. The obligation of a 
partner to contribute money or property for an LLP 
shall be as per the LLP agreement. In the absence of 
any provision to the contrary in the LLP Agreement, 
all partners are entitled to share equally in capital, 
profits and losses of LLP.

Application for DIN: All designated partners of  
the proposed LLP shall obtain Director Identification 
Number (DIN) by filing e-Form DIN 1. If a person  
has been allotted both DPIN and DIN, the DPIN 
will stand cancelled. In case a person already has a 
DIN, the same can be used for the LLP as well. The 
proposed designated partners need to obtain DIN 
before initiating the incorporation procedure. 

 
Acquire/Register DSC: All filings done by the  
LLP(s) are required to be filed with the use of Digital 
Signatures by the person authorised to sign the 

Every LLP shall be required to get its accounts audited 
as per the prescribed rules mentioned elsewhere. The 
LLPs of smaller size are exempt from these provisions; 

however, if partners of such LLP decide to get the 
accounts audited voluntarily, the accounts shall be 

audited in accordance with the rules prescribed 
under the LLP Rules 2009. 
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Where the partners of such LLP do not decide for audit 
of the accounts of the LLP, such LLP shall include in 

the Statement of Account and Solvency, a statement 
by the partners to the effect that the partners 

acknowledge their responsibilities for complying with 
the requirements of the Act and the Rules with respect 
to preparation of books of account and a certificate in 

the form prescribed in Form 8.

documents. The Designated Partner should acquire a 
DSC and register the same.

Name of LLP: The name of an LLP needs to be 
approved. It should not be undesirable or similar  
to the name of any other existing entity, and must  
end with the words ‘Limited Liability Partnership’ 
or ‘LLP’. A person may apply to the RoC for 
reservation of name for proposed LLP by filing  
Form 1 (Application for reservation or change of 
name). If the RoC is satisfied, then subject to certain 
conditions, the name may be reserved for three 
months. The LLP may change its name, if necessary, 
by following the procedure laid down by the LLP  
Act and the LLP agreement.

Incorporation of LLP: Sections 11 and 12 of the 
Act contain provisions concerning the formation  
and incorporation of the LLP. After that, depending  
upon the proposed LLP, one has to file required 
incorporation Form 2 (Incorporation document 
and Subscriber’s statement). Two or more persons 
associated to carry on a lawful business with a 
view to earn profit may incorporate the LLP. The 
registering authority is the Registrar of Companies 
under the Companies Act. The RoC would register 
the incorporation document and issue a certificate 
of incorporation within fourteen days on completion 
of all formalities specified under the Act. After 
incorporation, every LLP shall ensure that its name, 
address of its registered office, registration number  
and a statement that it is registered with limited  
liability is mentioned on all its invoices, official 
correspondence and publications. 

Limited Liability Partnership Agreement
The most important document of a limited liability 
partnership is the limited liability partnership 
agreement. It is a public document relating to  
rights and duties as set out in the First Schedule. 

After incorporation of an LLP, an initial 
LLP agreement is to be filed within 30 days of  
incorporation of the LLP in Form 3 (Information with 
regard to Limited Liability Partnership Agreement 
and changes, if any, made therein). “Limited liability 
partnership agreement” has been defined as ‘any 
written agreement between the partners of the LLP or 
between the LLP and its partners which determines  
the mutual rights and duties of the partners and 
their rights and duties in relation to LLP’. A person  
becomes a partner by virtue of this agreement. 

Books of Account, Other Records and Audit
As per Section 34 of the LLP Act, each LLP is  
required to maintain books of account at its  
registered office for the financial year. An LLP would 
be required to maintain such books of account as 
prescribed, either on cash basis or accrual basis 
of accounting. An LLP is also required to prepare 
a statement of account and solvency signed by 
designated partners, which shall be filed with 
the RoC every year. Every LLP shall be required  
to file an annual return signed by designated  
partners with the RoC within 60 days of closure  
of its financial year. Every LLP shall be required 
to get its accounts audited as per the prescribed 
rules mentioned elsewhere. The LLPs of smaller 
size are exempt from these provisions; however, 
if partners of such LLP decide to get the accounts 
audited voluntarily, the accounts shall be audited in  
accordance with the rules prescribed under the  
LLP Rules 2009. Further where the partners of  
such LLP do not decide for audit of the accounts of 
the LLP, such LLP shall include in the Statement of 
Account and Solvency, a statement by the partners 
to the effect that the partners acknowledge their 
responsibilities for complying with the requirements 
of the Act and the Rules with respect to preparation 
of books of account and a certificate in the form 
prescribed in Form 8.

Assignment and Transfer of Partnership Rights
The rights of a partner to a share of the profits and  
losses of the LLP and to receive distributions in 
accordance with the LLP agreement are transferable 
either wholly or in part. The transfer of any rights  
by any partner would not by itself cause the 
disassociation of the partner or a dissolution and 
winding-up of an LLP. The transfer of rights would  
not entitle the transferee or assignee to participate  
in the management or conduct of the activities of  
the LLP or access information concerning the 
transactions of the LLP.
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Foreign LLP
Any Foreign LLP can establish its place of 
business in India by filing Form 27 (Registration of  
particulars by Foreign Limited Liability Partnership 
(FLLP)). The e-Form has to be digitally signed 
by the authorised representative of the FLLP. 
There is no mandatory requirement to apply and 
obtain DIN for Designated Partners of FLLP 
but the DSC of the authorised representative is  
mandatory.

Conversion
The procedure for conversion of existing firms into LLP:
Any existing partnership firm that is willing to get 
converted into an LLP will need to apply through  
Form 17 (Application and statement for the  
conversion of a firm into LLP). Form 17 needs to 
be filed along with Form 2 (Incorporation document  
and Subscriber’s statement).

On registration of the LLP, all assets and liabilities 
of the firm shall be transferred to and vest in the  
LLP, and the firm shall be dissolved and if earlier 
registered under the Indian Partnership Act, 1932, 
removed from the records maintained under the said 
Act.

The LLP shall ensure that every official 
correspondence of the LLP bears a statement that it 
was converted from a firm to LLP and name and 
registration, if applicable, of the firm from which it 
was converted is mentioned for a period of twelve 
months from the conversion.

The procedure for Conversion of existing private/an unlisted 
public company into an LLP:
Any private company/unlisted public company that 
is willing to get converted into an LLP needs to 
apply through Form 18 (Application and Statement 
for conversion of a private company/unlisted public 
company into limited liability partnership (LLP)).  
Form 18 needs to be filed along with Form 2 
(Incorporation document and Subscriber’s statement). 

It is to be noted that listed public companies cannot  
be converted into an LLP.

On registration of the LLP, all assets and  
liabilities of the company shall be transferred to and 
vest in the LLP, and the company shall be deemed 
to be dissolved and removed from the records of  
the RoC.

The LLP shall ensure that every official 
correspondence of the LLP bears a statement that it 
was converted from a Company to LLP and name 
and registration of the company from which it 
was converted is mentioned for a period of twelve  
months from the conversion.

Hurdles
The long awaited and much needed LLP Act, finally 
came into force in the year 2009. It was expected  
to be the next popular business vehicle after the 
Company, but the bubble did not last long. The  
number of LLPs formed is not very encouraging 
despite the convenient facilities of conversion even 
after 4 years of introduction of enactment.

Some notable reasons for this descent are as under:
Hurdles in Conversion of Firm into LLP:-
• For all tax purposes an LLP is treated as a firm and 

no special benefit is given to an LLP as compared 
to a partnership firm.

• More disclosure requirements as compared to 
a firm. The LLP agreement accounts and other 
documents are public documents.

• More compliance required as compared to a 
partnership Firm.

• Stamp duty is payable on conversion.
• Difficult to dissolve or wind-up as compared to a 

partnership firm.
• Heavy penalties per day applicable in case of 

delayed filing.
• More government intervention as compared to 

partnership firm.
• Raising money through public not possible.
• Banks in rural areas generally do not recognise 

LLP structure, though it is a body corporate.
• Annual Statement of accounts and Solvency & 

Annual Return is required to be filed with the 
Registrar of LLPs every year.

• Registration with Registrar of LLPs required.
• Name to contain 'Limited Liability Partnership' or 

'LLP' as suffix. And naming guidelines are required 
to be followed.

• Cost of formation/conversion is higher than 
Partnership Firm formation.

The long awaited and much needed LLP Act finally 
came into force in the year 2009. It was expected 
to be the next popular business vehicle after the 

Company, but the bubble did not last long. The number 
of LLPs formed is not very encouraging despite the 

convenient facilities of conversion even after 4 years 
of introduction of enactment.
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• Various e-Forms and the LLP Agreement are 
required to be filed with the Registrar of LLPs 
along with the prescribed fee.

Hurdles in conversion of a company into LLP:
• Stamp duty is payable on conversion.
• Heavy penalties per day applicable in case of 

delayed filing.
• Raising money through public is not possible.
• Banks in rural areas generally do not recognise  

the LLP structure, though it is a body corporate.
• Lesser creditworthiness as compared to a  

company.
• No provision relating to redressal in case of 

oppression and mismanagement.
• Transfer of ownership is not as easy as in a 

company; alteration in agreement and filing of  
the same to the RoC is required.

• Admission of new member is a bit difficult.
• Stamp duty related to transfer of immovable 

property at the time of conversion either from 
Company or Partnership firm to LLP, is a  
matter of concern. The legal fraternity has  
diverse opinions regarding its applicability.

Closing an LLP
Any LLP can close down its business by adopting  
any of the following two ways:
(A) Declaring the LLP as Defunct
In case the LLP wants to close down its business  
or where it is not carrying on any business  
operations for the period of one year or more,  
it can make an application to the Registrar for  
declaring the LLP as defunct and removing the name 
of the LLP from its register of LLPs. e-Form 24  
is required to be filed for striking off the name  
of the LLP under clause (b) of sub-rule 1 of Rule 
37 of the LLP Rules 2008. Similarly, the Registrar  
also has the power to strike off any defunct LLP  
after satisfying himself of the need to strike off  
and has reasonable cause. However, in this case, 
the registrar has to send a notice to the LLP of his  
intention and request to send their representation 
within one month from the date of the notice. 
The Registrar shall publish such notice or content  
of the application made by the LLP on its website  
for a period of one month for the information  
of the general public. In case no reply or  
objection is received within the mentioned  
period, the registrar may strike off the name of  
the LLP.

(B) Winding-Up of LLP
Sections 63, 64 and 65 of the LLP Act 2008 govern 
the process for winding-up of the LLP. It is the  
process where all the assets of the business are  
disposed of to meet the liabilities of the same and 
surplus if any, is distributed among the owners. The 
LLP Act 2008 provides for following two modes  
for winding up the LLP:
• Voluntary winding-up
• Compulsory winding-up

Voluntary Winding-up: Under this, the partners  
may between themselves decide to stop and wind up 
the operations of the LLP.

Compulsory winding-up: A limited liability 
partnership may be compulsorily wound up by the 
Tribunal,—
• if the limited liability partnership decides that 

limited liability partnership be wound up by the 
Tribunal;

• if, for a period of more than six months, the  
number of partners of the limited liability 
partnership is reduced below two;

• if the limited liability partnership is unable to pay 
its debts;

• if the limited liability partnership has acted  
against the interests of the sovereignty and  
integrity of India, the security of the State or public 
order;

• if the limited liability partnership has made a 
default in filing with the Registrar, the Statement  
of Account and Solvency or annual return for any 
five consecutive financial years; or

• if the Tribunal is of the opinion that it is just and 
equitable that the limited liability partnership be 
wound up. 
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