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New Social Security Contribution on Income 
Derived by French Residents From Limited 
Liability Partnerships 
BY ALLARD DE WAAL, DELPHINE PREVOT AND LAURENT RAGOT 

The recently enacted French social security bill 
for 2009 imposes a new social security 
contribution on any income derived by a French 
tax resident which is not subject to tax in France 
pursuant to a tax treaty. This new social security 
contribution would especially apply to income 
derived from Anglo-Saxon limited liability 
partnerships (“LLP”). 

1. Background of the New Social 
Security Contribution 

The purpose of this new social security 
contribution is to replace the CSG and CRDS 
social charges that have been considered by the 
European Court of Justice as not applicable to 
income derived by French tax resident members 
of a U.K. LLP. 

On April 3, 2008, the European Court of Justice 
ruled that the France–U.K. income tax treaty, 
among other taxes, covers the French so-called 
CSG and CRDS social charges (considered by the 
Court as taxes and not social security 
contributions) and that, under the applicable tax 
treaty, France waived its rights to apply CSG and 
CRDS charges on income qualifying as business 
profits income attributable to a permanent 
establishment situated in the U.K. (case 103/06, 
Derouin vs. URSSAF de Paris). Therefore, the 
income deriving from a U.K. LLP and qualifying 

as non-business income for income tax purposes 
should be exempt from CSG and CRDS in 
France. 

The French Parliament, considering that the 
French law was inadequate to ensure an equal 
treatment, decided to overrule the above-
mentioned decision of the European Court of 
Justice by introducing a new social security 
contribution. Doing so, however, given the broad 
definition of the income subject to such new 
social security contribution, the French 
Parliament did target not only partners of law 
firms (contrary to what is mentioned in 
Parliament’s reports and debates) but as a 
matter of fact any person deriving income from 
an LLP (or any non-French entity transparent for 
tax purposes) derived from advisory or 
consultancy activities (as will typically be the 
case of French entities providing advisory 
services to Anglo-Saxon investment funds). 

2. Characteristics of the New Social 
Security Contribution 

The new social security contribution applies to 
any income (as defined in Articles L.131-6 and 
L.242-1 of the French social security code) 
which is not subject to tax in France pursuant 
to a tax treaty. This would in particular apply to 
“active” income ordinarily subject to tax only in 
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the State where the activity is carried on 
through a permanent establishment or fixed 
base deemed held through a tax transparent 
LLP or equivalent. 

The question as to whether income derived from 
an LLP should be considered as “active” income 
(as opposed to “passive” dividend) for the mere 
reason that the LLP performs professional 
services is not clear as France does not 
recognize in general the tax transparency of non 
French partnerships. 

The new social security contribution amounts 
2.4% up to an income of 34,308 euros and 9.6% 
up to an income of 171,540 euros (the amount 
of the thresholds may be amended from time to 
time). Accordingly, the maximum annual new 
social security contribution would amount up to 
approximately 17,300 euros. 

3. Pending Questions 

The question as to whether such new social 

security contribution could be considered as a 
tax rather than a social security contribution and 
accordingly be subject to the same treatment as 
CSG and CRDS (i.e., not applicable to income 
derived from U.K. LLP according to the above 
mentioned decision of the European Court of 
Justice) is still unresolved and may eventually 
lead to discussion with the social security 
authorities. 

Furthermore, as such new contribution should 
solely be applicable to professional income, the 
question may arise as to whether, for the French 
LLP members, the LLP income can be considered 
as “active” or “professional” income. If the 
French members do not actively participate at 
LLP level (being compensated for example at the 
level of a French advisory entity at the level of 
which they work full-time either as employees or 
directors), it may be argued that the new 
contribution should not be applicable. 

   

If you have any questions concerning these developing issues, please do not hesitate to contact any of 
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