How to … set up a Limited Liability Partnership

The Limited Liability Partnership was established to protect the interests of accountants, consultants and other private practitioners. Bev Meldrum of 2amase suggests they can also provide a flexible legal structure that social enterprises and voluntary organisations can use. 
What is a Limited Liability Partnership (LLP)?

The Limited Liability Partnership (LLP) came into effect in April 2001. By the end of the 2005-2006 period there were over 13,000 registered LLPs in the UK – of these, we know two that are social enterprises.  

The LLP is a legal format that was introduced in response to years of lobbying from accountancy firms and other similar practices. Until the introduction of the LLP such firms would have registered as a standard Partnership, leaving the individual Partners liable for any debts incurred by the Partnership.
Where the LLP is different is that it offers limited liability for Partners to protect their assets, similar to the Company Limited by Guarantee – a legal structure often used by social enterprises and voluntary organisations. In effect, the LLP has its own legal entity and it is that legal entity, rather than the individual Partners, that is responsible for its debts. This also allows the LLP to own property, employ people and enter into contracts in its own right.
In order to set up an LLP there must be two or more Partners. These can either be individuals or other legal entities, such as another company or another partnership. The LLP is extremely flexible in this respect; Partners can come and go easily as required. There is also no legal requirement to have board meetings, or make decisions by committee as the internal workings of the LLP are left to the discretion of its Partners.
LLPs are registered at Companies House for a fee of £20 and a Partnership Tax Return is required to be submitted each year. The LLP Agreement is the document that governs how the LLP is managed and can include such issues as management structures, division of profits, capital investments, dispute resolution, exit strategies and whatever else is relevant to those involved. There is no defined structure for the LLP Agreement and it can be easily changed as and when required. The document remains an internal one and does not have to be filed at Companies House.

Using the LLP for Social Enterprise and in Voluntary Organisations
Although not originally designed for this purpose, the LLP offers a very flexible model for social enterprises and voluntary organisations looking to work in partnership with other organisations, attract investment or for new co-operatives looking for an appropriate model.

For partnerships of social enterprises and voluntary organisations the LLP offers a structure that is easy and inexpensive to set up, that is incorporated in its own right and that also offers the Partners limited liability. This allows for equal control and management of a project, often not available in a traditional consortium approach where one lead organisation holds all of the money and often an unequal amount of control. The LLP can be structured and managed in exactly the way the Partners want and Partners can easily be invited into the Partnership, change their involvement or leave without excessive amounts of bureaucracy or paperwork.
To identify the LLP as a social enterprise it is important that the LLP Agreement states this clearly. It is a straight forward process as the LLP Agreement would then include statements on the social aims of the partnership, what its trading activities are, how reasonable remuneration is agreed and how the profit is to be reinvested into the partnership’s social aims. It could also include statements relating to the independence of the organisation and the involvement of stakeholders, the other two key elements of social enterprise.

For co-operatives the LLP is an inexpensive model compared to an Industrial and Provident Society, and although the CIC is not much more expensive it lacks the flexibility of the LLP. In the LLP Agreement of a co-operative the Co-operative Principles would be outlined as integral to the running of the organisation.
The LLP also creates a vehicle for investment as funders, or in more cases private investors. They can become Partners in the LLP thereby influencing its management, with the added benefit of limited liability, an advantageous tax position and less bureaucracy than other capital investment structures.
Challenges of the LLP

Despite these benefits there are a number of issues that must be weighed up when considering using this legal structure.  

The first is that it is a relatively new legal structure and as such it is not understood by many professionals in the private sector, and even less so in the social enterprise sector or voluntary organisations. This is changing, as the opportunities offered by the LLP are researched and a few social enterprises have chosen to use this legal structure.

The second challenge relates to the way the accounts of an LLP are written. The remuneration of Partners is shown in the accounts as profits, which can look misleading if you are presenting yourself as a social enterprise that reinvests its profits, after reasonable remuneration is paid out to the Partners for the work undertaken, back into its social aims.
2amase, as the case study shows, fell foul of these issues when social enterprise lenders refused to provide them with a loan because they did not understand the LLP as a legal structure. Another lender, a specialist bank for the sector, refused a loan to them because the accounts showed a ‘profit share’, not uncommon in co-operatives, which was actually a pre-agreed salary for the individual Partners.

This means that if social enterprises and voluntary organisations are to get the most out of the LLP, the way the LLP Agreement is written is vital. It must crystal clear to those professionals that read it that the organisation is a social enterprise and does everything that a social enterprise should do. 
Case Study – 2amase
2amase is a social enterprise that provides training, consultancy and research services to other social enterprises and voluntary organisations looking to develop social enterprises activity.
Set up in 2003 by a group of professionals who met on the MA Social Enterprise course at the University of East London, 2amase is a workers’ co-operative. As a co-operative they are based on the values of self-help, self-responsibility, democracy, equality, equity and solidarity. In the tradition of the founders of the co-operative movement 2amase members believe in the ethical values of honesty, openness, social responsibility and caring for others. 
After running for a year as an unincorporated association, the members of 2amase decided it was time to incorporate. After much discussion about potential legal structures they chose to incorporate as a Limited Liability Partnership in December 2004. 

There were three issues that were really important to the members in choosing their legal structure – they wanted to be a co-operative, the members were keen to remain self-employed for tax purposes and they wanted the flexibility to introduce new members easily. The LLP offered all of this. Using an LLP has made it easy for the Partners of 2amase to introduce new members into the co-operative when required – both individuals and organisations. 
Being an LLP has created a few challenges along the way. 2amase approached a number of banks and social enterprise lenders for a loan to develop their business. They were told by more than one of the lenders that they did not understand the LLP legal structure sufficiently and were unprepared to pay for additional legal advice, so the loan would not be granted. They decided instead to raise the money from private investors.

2amase is now undertaking research into ways the LLP can be used for social enterprise and in the voluntary sector. By raising the profile of the LLP 2amase hope that lenders and other social enterprise professionals will begin to understand it.
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