
Being honest and conscientious in no way guarantees that you will avoid personal liability in the 
course of your business or professional affairs. However, how you reduce the risk of personal 
liability in some situations will depend upon the type of business or professional entity through 
which you operate your business or profession.

Prior to January 17, 2005, the primary business entities in British Columbia were the sole 
proprietorship, partnership, or corporation. However, on January 17, 2005, the Partnership 
Amendment Act 2004 (British Columbia) (the “PAA”) came into force introducing a new form of 
business entity known as a Limited Liability Partnership (“LLP”).

The passing of the PAA was seen by many as modernization of partnership law in British 
Columbia. LLPs were fi rst introduced in the United States in 1991. In 1998, Ontario became the 
fi rst Canadian province to permit LLPs with other provinces following suit. Unlike other provinces 
that have restricted LLPs to professional associations such as law fi rms and accounting fi rms, in 
British Columbia all types of commercial enterprises may form an LLP.

An LLP combines the traditional characteristics of a partnership with certain additional corporate 
characteristics.

TRADITIONAL PARTNERSHIP

In a traditional partnership, each partner is personally liable for the whole debts of the partnership, 
including debts and liabilities arising from the dishonest or negligent conduct of another partner. 
For example, if one partner is negligent in providing services to his or her client who suffers a loss 
as a result, that client can look to the remaining partners, including their personal assets, to 
compensate him or her for the loss, even though those partners never had any contact with the 
client. The imposition of liability among all the partners largely results from the legal 
characterization of a partnership. The partnership does not exist separate from the partners, rather, 
the partnership is the sum total of each partner. Therefore, if the partnership is liable, each and 
every partner is liable.

CORPORATION

A Company on the other hand is considered a separate legal entity or “person”. The Company is 
owned by the shareholders but management is centralized, resting in the board of directors who 
have been elected by the shareholders. Subject to exceptions that will be mentioned below, if the 
Company has liabilities that it cannot meet, the shareholders and directors will not be held 
personally liable, provided they have not acted wrongly or negligently. The liability of the 
shareholders is therefore limited to the amount they paid for their shares. 

There are exceptions to this general rule. Numerous statutory liabilities are imposed upon the 
directors of companies, including:
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- liability for employee income tax under the Income Tax Act;

- employee CPP contributions under the Canada Pension Plan;

- employee and employer EI premiums under the Employment Insurance Act;

- GTS remittances under the Excise Tax Act;

- unpaid wages and accrued vacation under the Employment Standards Act and Canada Business 
Corporations Act; and, 

- the general collection and remittances of taxes under the Social Services Tax Act.

In addition, many third parties contracting with a Company require the principles to personally 
guarantee the Company’s obligations under the contract. Nevertheless, prior to the introduction of 
LLPs, the Company remained the primary form of business entity which allowed individuals to 
invest their money in a business without necessarily having to expose their personal assets for the 
debts and liabilities of that business. 

LIMITED LIABILITY PARTNERSHIPS

An LLP is a hybrid of a partnership and a corporation. Under the PAA, the liability protection 
available to partners in a British Columbia LLP is “full-shield” as opposed to many other 
jurisdictions which offer only “partial-shield” liability protection. A partial-shield LLP protects the 
partners from liabilities arising from the negligent or wrongful acts of another partner or 
employee, but continues to hold the partners liable for the contractual obligations of the 
partnership. However, a full-shield LLP not only protects the partners from the wrongful and 
negligent acts of other partners and employees, but also protects the partners from the contractual 
obligations of the partnership, such as accounts payable and general debts. Thus, like a shareholder, 
the liability of a partner is restricted to his or her interest in the partnership; creditors cannot look 
to the partner’s personal assets provided the partner did not commit the negligent or wrongful act 
giving rise to the liability, or have knowledge of the negligent or wrongful act giving rise to the 
liability. However, the PAA continues to hold partners personally liable for partnership obligations, 
to the same extent they would be liable if the obligation was that of a corporation and the 
partners were the directors of that corporation. Thus, the statutory obligations mentioned above 
remain imposed on the partners of an LLP. 

There are a number of formalities which must be adhered to in order to register as an LLP, and to 
continue operating as an LLP in British Columbia. These formalities are similar to the formalities 
imposed upon corporations:

- The partnership or commercial enterprise wishing to form an LLP must register at the Corporate 
Registry as an LLP;

- The LLP must notify clients of the change in the partnership’s status;

- The LLP must maintain a registered offi ce in British Columbia and maintain an updated list of the 
partners forming the LLP;

- Wherever the partnership name is displayed, the designation “LLP” must occur after the name;

- Annual Reports must be fi led with the Corporate Registrar.

Finally, if the partnership is a professional partnership governed by its own legislation, it may not 
register as an LLP unless the legislation which governs that profession permits it.
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Aside from the above similarities to a corporation, operating a business through an LLP in many 
situations provides far for more fl exibility. Many actions of a corporation, in order to be legitimate, 
must be authorized by resolutions of its shareholders or directors. Where there is strife among the 
shareholders or directors and the requisite majority cannot be met, a corporation may be rendered 
paralyzed and unable to act. In a partnership, the acts of one partner bind the partnership. In order 
to “act,” no formal resolutions are necessary. If there is a disagreement among the partners, one or 
two partners cannot hold the partnership hostage by refusing to provide consent.

While it may appear that LLPs render the public vulnerable by reducing the assets available to 
clients harmed by malpractice, many argue that LLPs will provide for greater accountability of 
partners to their own clients. In addition, many professional bodies have mandatory insurance 
requirements to ensure that members of the public are adequately protected from the risk of a 
malpractice claim.

To learn more about Kate Blokmanis, her areas of practice and view other 
articles written by lawyers at our fi rm, visit us online at www.bakernewby.com
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