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It would simply not be right to release a Legal
Focus without an article on the COFA, and this
edition is no exception!

After the flurry of activity at the end of last year
and beginning of 2013, with the finalisation of
the nomination and approval process, things
seem to have settled down slightly in the world
of compliance, but let’s not get complacent. This
is not a sign that the SRA is becoming more laid
back about the OFR and compliance officers; it
is more to do with the fact that they expect
you all to be completely up to date now and
effectively self regulating.

Reporting breaches
The SRA has advised us that there is a new email
address for COFAs to use when reporting
material breaches of the SRA Accounts Rules.
This is:  report@sra.org.uk

When making a report this way, the COFA
should document that the breach was reported
(e.g. keep a copy of the email or written
confirmation from the SRA if possible).

As for non-material breaches, the SRA has
recently announced that it plans to remove the
requirement for compliance officers to report
these.

The previous understanding was that non-
material breaches were to be reported annually
as part of an ‘Information Report’, though
details of this report were quite sketchy. Now it
seems that the SRA has decided to drop the
report entirely. 

COFA update 
A consultation document about this will be
published shortly (and may have been released
by the time you read this article), ready for the
necessary changes to the SRA’s current rules to
come into effect in October 2013.  

COFAs will still need to keep a record of all
non-material breaches, so that they can spot any
recurring problems, as any patterns of non-material
breaches could amount to a material breach.

For the time being, these changes will not apply
to ABSs, as the requirement to report all non-
material breaches is a statutory requirement
per the Legal Services Act 2007, and the SRA is
planning to let ABSs know the format for
making their reports soon.

Changing the COFA
Practices need to be aware how to proceed in
case the COFA wishes to withdrawn their
nomination, or something else happens and the
firm finds itself without a COFA. 

We have been told that the practice should
contact the SRA immediately by email to:
complianceofficers@sra.org.uk  The SRA will
then let you know what the next steps are and
will provide you with a link to a new
nomination form.

And finally
Don’t forget to keep on top of the basic
requirements:


 Keep your central register of breaches up to
date.


 Make sure you have a backup plan for a
replacement COFA (and COLP), should the
current officer need to be replaced at short
notice.


 Make sure you carry out regular file reviews.
It has been suggested that the files of new
fee earners / partners should be first in line.


 Check your accounting records. The COFA
should ensure that the practice keeps
accounting records in accordance with the
SRA Accounts Rules, and has in place an
appropriate archiving system. Of course, to
do this, the COFA must have full access to
all IT and accounting records.


 Keep your compliance plan up to date. This
needs to cover areas such as the COFA’s
role / appointment, governance and diversity,
SRA Accounts Rules, financial stability of the
firm, business continuity and disaster recovery.


 Ensure that the COFA has been officially
appointed by the practice. You should ensure
you have prepared a written document that
appoints the COFA, with a description and
terms of appointment (separate to SRA
authorisation). Apparently a number of firms
that the SRA visited had no such document
in place.

The SRA has announced that it is planning to
provide regular COLP/COFA alerts, and a
section of the SRA’s website will be dedicated
to compliance officers in the future.

As always, if you have any questions, we are
more than happy to help.

As you all know, from 6 April 2013, employers
should be reporting PAYE information to
HMRC in real time.

HMRC recently relaxed the requirements for
some small businesses that pay employees weekly
(or more regularly) meaning that, until 5 October
2013, employers with fewer than 50 employees,
who find it difficult to report every payment to
employees at the time of payment, may send
information to HMRC by the date of their regular
payroll run. They should not send this any later
than the end of the tax month (i.e. 5th) though.

The introduction of RTI has resulted in a much
greater administrative burden for businesses
and we recognise that this has been a great
challenge for many. Hazlewoods operates the
latest payroll software and is a recognised Bacs
bureau. Our qualified and experienced payroll

team would be happy to discuss your
requirements and deal with any questions 

Real Time Information 
(RTI) A Reminder 

Roy Thorogood  Payroll Manager
t: 01452 634800
e: roy.thorogood@hazlewoods.co.uk



In these uncertain times, keeping cash on
deposit might feel the most reassuring thing to
do. The press and internet will often give best
buy rates, but then the questions begin:


 Who is offering the best rate, once you take
out fixed term bonuses, reduced interest for
monthly payment and withdrawal penalties?


 How can you make sure you always have
the best or near best rate?


 Are the institutions safe and are they
covered by the Financial Services
Compensation Scheme?


 Is a bank or building society part of a group

with which you might already have deposits?


 Do you have the time or the inclination to
trawl the internet or High Street regularly,
opening and closing accounts to obtain the
best deals?

We receive daily enquiries from clients asking
who offers the most competitive cash deposit
rates and/or where is the safest place to invest.
We have negotiated access for our clients to a
specialist cash management service.  Accounts
are opened in the client’s own name with cash
placed direct dependent upon the brief for
access and term. The accounts and the
institutions that offer them are then monitored.

Cash Management 
Cash is moved when better accounts are
launched or when concerns arise about an
institution. The client therefore gets the best
rate without the need to monitor it themselves.
The service is relevant for personal, corporate,
trust and charity cash.

If you are interested in learning more about the
Hazlewoods Cash Management Service, please
speak to your Hazlewoods contact or call
Beverley Lavin, Financial Planning Partner, on
01242 680000 or email
beverley.lavin@hazlewoods.co.uk.

The SRA’s executive director, Samantha Barrass,
recently announced that the SRA are going to
start risk-assessing legal practices based on
three warning indicators:


 Drawings in excess of profits


 Borrowings in excess of net assets, i.e. an
overdrawn (negative) balance sheet


 Borrowings over a certain (currently
undefined) level

Where practices have two or three of these they
will be red-rated.  Those showing one of the
above will be rated amber, and practices showing
none of these will be rated green. Apparently,
the top 600 firms have already been rated.

Red rated firms will be treated as high impact
firms in serious financial difficulties, with the
potential to collapse.  They will need to provide
the SRA with regular management information
and contingency plans, and will need to obtain
professional insolvency advice.  They will have
intensive supervision from the SRA.

Amber firms will receive regular visits from the
SRA, and will also need to provide regular
management information.

Finally, green firms will be largely left alone.

Since Ms Barrass made the announcement, at a
Risk and Compliance conference in March, there
has been no clarification of the warning indicators
listed above.  It is therefore unclear how and
when firms will be assessed, or by whom.  

At present, practices provide the SRA and the
Law Society with very few details about their
financial performance.  In order to correctly

categorise firms, the SRA are going to need to
know a lot more in future.

Changes to the authorisation 
process
There is good news for practices wishing to
convert to a Limited Liability Partnership (LLP)
or limited company.  

Before the introduction of Outcomes Focused
Regulation and ABSs the forms required to
recognise the new entities (RB2 for an LLP or
RB3 for a company) were usually processed
within five or six weeks.  However, since then,
this has increased significantly, despite the fact
that there is often no change to the partners
involved, and no change to the COLP and COFA.

This has made any restructuring difficult, as
practices have not been able to tell their clients,
staff, banks or suppliers exactly when their new
LLP or company will go live.

The SRA has published new guidance about
applying for authorisation, including information
on submitting an application, payment of fees,
etc.  They have also brought together its ABS
and recognised body teams into a single
authorisation department.

In future, applications will be risk-assessed,
based on information contained in the form and
research carried out by the SRA.  The SRA will
also contact firms if they need clarification on
anything, or if they have any concerns.  They
may also ask for things like a business plan or
profit and cashflow forecasts.

Applications will be considered lower risk if
they fall into one of the following categories:

Additional reporting 
requirements for firms?


 LDPs looking to become an ABS, where
there is no, or very little, change to the
management and business model


 Changes to a legal entity, such as a
partnership becoming an LLP or limited
company, where nothing else is changing in
the practice


 Applicants that do not intend to provide
legal services in their own right, such as a
corporate partner.

Applicants will need to make it clear that their
applications fall into one of these categories,
and provide evidence of this.

Where applications are lower risk, the SRA hopes
to be able to fast-track the authorisation process.
We have already seen evidence of this here,
where three of our clients have had their LLP
applications approved months earlier than
expected.

Ian Johnson
t: 01242 237661
e: ian.johnson@hazlewoods.co.uk



As many readers will know, the Budget on
Wednesday 20 March contained some
announcements regarding possible changes to
how partnership and limited company
structures may be taxed in the future.  There
are three main headings here, one with
immediate effect, and the other two starting
with ‘consultations’, with a planned
implementation date of 6 April 2014.

Here is what we think you need to know.

Change 1 - use of limited 
companies and loans
These changes take effect from 20 March 2013.  

The first change applies where limited
companies make loans to certain other entities,
such as limited liability partnerships, other
partnerships or trusts, with the loans being
passed on to the owners of the limited
company.  The change aims to clarify that this
will not avoid the tax charge that would have
arisen if the money had been extracted as a
dividend or a direct loan.

In addition, where companies make loans to
their owners that remain unpaid nine months
after the end of the accounting period in which
the loan was made, a corporation tax charge
arises.  To avoid this, loans are sometimes repaid
in the run up to the date when the tax charge
would crystallise, only to be borrowed again
shortly afterwards.  This process of “bed and
breakfasting” (as it is known) will now be caught
and taxed.

Interestingly, loans made by limited companies
to other limited companies that are connected
to them are not mentioned.

Change 2 - consultation into 
the removal of the automatic
self employed status for LLP
members
Ever since LLPs came into existence in 2001,
tax law has set out (by virtue of Section 118ZA
of the 2001 finance act) that all members of all
LLPs will be self employed for tax purposes,
with none of the necessity for the self
employed badges of trade to be satisfied. As
many of you know, this can translate into a
significant saving in employer’s national
insurance contributions (13.8% of gross pay)
where individuals who used to be employees
agree to become LLP members.  

With the legal profession never more keen to
reduce overhead costs, we have all seen more
and more individuals become members of

more and more LLP  legal practices. Other
professions have done the same. The last thing
they will want is to see the position reverse and
these individuals be re-categorised as employees,
particularly as lots of them have given part of
the NI saving to the individuals as part of the
deal, which may be tricky to reverse out of.

So, will all of this need to stop?

We think the short answer is no.

Why do we think this?

First of all, given that nothing of any substance
at all has been released by HMRC on this as at
the date of writing, what follows is entirely our
view.

Secondly, we have been writing and saying for
some years now that the automatic self
employed status will change at some point in
the future, and it is perhaps surprising that it has
lasted for twelve years.  Existing law is so simply
written and therefore straightforward to amend
at the stroke of a pen, and we know that
HMRC are seeking to enhance the tax take
wherever they can.  

However, this does not mean that self
employed ‘fixed share’ members are going to be
a thing of the past.

We feel that the most likely position for the
future is that HMRC will introduce the same
tests or ‘badges’ of self employment as have
always applied to individuals who are not LLP
members, for example many tradesmen,
consultants, and members of general partnerships.
Let’s have a look at some of these badges:

1. Is the individual exposed to financial risk and
reward?  Is there an element of profit share
or potential to share in losses?  Remember
that the quantum of either does not
necessarily have to be significant.

2. Has the individual invested capital in the LLP?
Many have, even if on quite a small scale -
hence the title ‘fixed share equity’ becoming
a more common feature these days.

3. Does the individual categorically not have
employment rights as a principle of general
law?  You may have read that a few
individuals who signed up as self employed
LLP members have then gone on to claim
unfair dismissal or similar under employment
law as if they were an employee (most
unsuccessfully).

4. Does the individual have a say in how the
practice operates, or at least in key
decisions?  Many do at least have the latter
as a right of their LLP membership.

2013 Budget - business structures 
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5. Is the individual left out of the annual employee
pay review? Have different performance
assessment arrangements been made?

6. Is the individual’s agreement with the
practice modelled more around that for full
equity partners than an employment
contract?

There are quite a few more of these, and we
believe that provided the well established ones
set out in case law are followed (there is much
more case law than primary law here), the
potential changes ought not to have any great
effect.  

Given that the planned implementation date for
any changes is set for 6 April 2014, there is
plenty of time to review matters over the
coming months.

Change 3 - use of limited 
company structures
With the rates of corporation tax decreasing,
and their income tax and national insurance
equivalents increasing over the last five years or
so, the use of limited companies by legal
practices has never been more popular.

There is to be a consultation into the use of
companies in combination with partnerships,
followed by a planned law change, again taking
effect from 6 April 2014.

We have been advising extensively on the use
of companies alongside partnerships for more
than twenty years, and there is not much that
we have not seen.  Whilst we have no crystal
ball, here are our views on some of the  likely
topics of the consultation.  The easiest way of
doing this is to set out a number of example
situations and comment on each one by one.

Example 1 - service company 
and partnership/LLP
Susceptible - no

Here, the main practice trades as either a
partnership or an LLP.  A limited ‘service
company’ is created to sit alongside it. This takes
over certain overhead costs from the
partnership/LLP and then contracts with the
LLP to provide agreed services going forward,
making a profit in the process. The profit is
charged to corporation tax and a similar amount
of profit in the partnership/LLP therefore is not
charged to income tax. The tax savings can be
substantial over a period of a few years.

Provided the service company arrangements
are set up correctly, and that the operating
profit levels are on a commercial basis (for



example supply contracts are put in place), we
can see no reason why these arrangements
should be open to an attack. However, many we
have seen are not well set up, and are not
administered with the attention to detail they
need.

Example 2 - service company 
which is itself a corporate partner
of a partnership/corporate member
of an LLP
Susceptible - no (if set up commercially)

Here, by virtue of its membership of the
partnership/LLP, the service company receives a
profit share as well as making a trading profit as
a result of its supply of services activities.

So is this likely to cause difficulty?  We think not,
again provided the arrangements are set up on
a commercial basis.  Many are not though.  
By way of example:

Arrangements that are commercial:

a) The company invests capital into the
partnership/LLP and receives a commercial
return on it (i.e. say less than a return of 
c 20% of its capital invested per year).

b) The company has borrowed money to buy
assets needed by the partnership/LLP e.g.
computer equipment or goodwill, and
licenses the use of these to the
partnership/LLP in return for a commercial
profit share.

Arrangements that are not commercial:

a) The company receives an un-commercial
profit share (e.g. an arbitrary amount
designed to minimise the underlying profit in
the partnership/LLP that will be assessed to
income tax), with no agreement or sensible
justification to back it up.

b) As above, but the company does not actually
receive its cash entitlement from the
partnership/LLP.

c) As above, but the company does not even
have a bank account.

Example 3 - individual partners in 
partnerships/LLP transferring their
partnership/LLP interest to their
own individual limited company

Susceptible - possibly 

It would be wrong of us to expect a fully clean
bill of health here following the changes, but
again, provided they are implemented carefully

and commercially, we see no reason why they
should fall foul of any new law.

We help lots of clients change their human
partnership for their own limited company. Our
work programme extends to nearly 50 action
points, many of them covering small details. The
focus is principally on making the arrangements
commercial.  

We very regularly inherit individual limited
companies that have not been well set up.
Common themes are:

a)  The outside world does not know anything
about the change - e.g. Rule 2 letters, the
practice’s website, letter/e-mail sign offs and
so on.

b)  Whilst the individual ceases to be a ‘human’
partner in the practice, he/she still has
certain costs paid for them by the practice,
for example motor costs, entertaining,
training course fees and so on. If things were
set commercially, these ‘personal’ or part
private use costs should be incurred by the
limited company to begin with, even if they
are recharged on to the practice later.

c)  The company’s profit share is not paid to it
in full, i.e. it is left outstanding on a loan
account.

d)  The individual remains a human partner as
well as having a limited company partner,
and the profit apportionment from the

practice between the two is arbitrary year
on year, but is used to minimise tax liabilities.

Individual limited companies are quite often
used by incoming practice owners as a
mechanism for buying goodwill (where it exists),
borrowing money, and introducing capital.
Provided the arrangements are set up with an
eye on the detail, and are commercial, we see
no reason why they should be troubled by the
proposed consultation.

Summary
The limited company loan changes are fairly
easy to spot, and take immediate effect, so at
least it is reasonably straightforward to see
where you are. In our view they are unlikely to
have wide application.

This is not the case for the proposed
partnership changes, for which no detail is in
the public domain as yet, and are scheduled to
apply from 6 April 2014. We believe that
commerciality and attention to detail are key to
keeping away from difficulty here. 

We hope that these notes help put things into
some perspective, and we will all wait and see
what happens in practice. We will produce
further guidance once details of both
consultations are announced.



As Reporting Accountants, we deal with around
100 SRA Accountant’s Reports every year. A
small number of our clients, however, mainly
sole practitioners and small partnerships, quite
correctly consider the cost and trouble of being
subject to an annual client money audit to be
disproportionate to the size of their practice
and the level of activity on their client account.

Back in October 2011 the SRA issued a statement
to deal with waivers, timed to coincide with the
issue of the new SRA Handbook. 

The statement, consistent with many aspects of
Outcomes Focused Regulation (OFR), takes a
‘one size fits all’ approach. This is presumably
because the SRA aimed to introduce a policy
covering absolutely everything in the 2011
Code of Conduct, rather than looking at
individual areas in detail and issuing separate
pieces of guidance.

The main principle behind all waivers is that
there should be sufficiently exceptional
circumstances to justify any departure from the
Handbook, and it is the applicant’s responsibility
to demonstrate these exceptional
circumstances.

It suggests that the following factors are taken
into account when considering whether there
are exceptional circumstances:


 an unintended or capricious effect arising
from the operation of the provisions;


 hardship arising from the operation of the
provisions;


 a public benefit to be gained by a departure
from the provisions; or


 some other exceptional case justifying the
grant of a waiver.

The SRA is keen to point out that every
application will be considered on its own
individual merits.

In applying for an Accountant’s Report waiver,
the practice would look to rely on the second
factor as grounds for the waiver, but it is not
quite as easy as simply pleading poverty.

Over the past few months, we have dealt with a
number of applications, and there has been a
noticeable tightening in procedures. In the days
before OFR, a letter from the Reporting
Accountant, confirming the number and total
value of client account transactions, would often
suffice, but there appears to be a new standard
procedure emerging under the new regulations.

To support a waiver application, the SRA has
recently been asking for the following as a
minimum:


 Copies of all client account bank statements
for the year. These can be photocopies or
online statements, and the SRA doesn’t
seem too fussy in this respect.


 A letter from both the practice and the
practice bankers confirming all of the client
accounts that were open during the year.


 Details as to why the cost of the audit will
be excessively burdensome on the practice.
For example, where a practice has seen a fall
in fee income recently and level of client
account activity has remained low, it could
be argued that the cost of an audit would
create unnecessary hardship.

From our experience of successful applications,
it also helps to include the following:


 A summary of the total number and value of
transactions in the year, split between
receipts and payments. If the average balance
on the client account was fairly low during
the year (say, less than £10,000), or at least
for the majority of the year, it might help to
highlight that fact. 


 Any other background to the practice that
might be relevant to the application. For
example, if the practice has been visited by
the SRA recently and their findings were
favourable, this could be highlighted. Also, if
the practice has had Accountant’s Reports
prepared in the past and these were
generally clean, this could help, as the SRA
will have had some comfort over client
money handling previously and so might
view the practice as low risk.

All of this information would usually be
summarised in a letter from the Reporting
Accountant to the SRA. As far as we
can tell, this is not compulsory, and the
practice might consider it more
suitable to come directly from the
COFA. That said, the SRA does
have a tendency to ask for
confirmation from Reporting
Accountants wherever the SRA
Accounts Rules are concerned.

Our understanding is that provided the
waiver application is submitted to the
SRA before the due date of the
Accountant’s Report, a practice will not be
penalised for non submission. It is always a
good idea to get some form of confirmation
from the SRA that the application has been
received before the due date.  In our
experience, if the SRA refuses the application,
extra time will be given to the practice to
enable them to submit a report, but there is no
standard policy for this and realistic timescales

SRA Accounts Rules 
- Accountant’s Report Waivers 

should be agreed as quickly as possible. The last
waiver that we obtained took five months from
the SRA receiving our application to issuing
their decision! 

Note that the SRA is unlikely to grant a waiver
for the first accounting period of a new
practice.

As a footnote to this all, previously, there was
some uncertainty for practices where a client
account had been opened, but no money had
actually passed through it over the course of
the year. We would usually err on the side of
caution and apply for a dispensation, but the
SRA has recently advised us that, as long as they
are informed of the facts, their records will be
updated to show that the practice does not
hold client money. The SRA will not then expect
annual Accountant’s Reports in the future.

As with all of the OFR, the onus is on the
practice (specifically the COFA) to ensure that
this continues to be the case, and can be
demonstrated if required. If the situation
changes and client money is held, then it is the
practice’s responsibility to inform the SRA.
Waivers would then need to be applied for
through the normal channels.

Remember, just because money is not physically
held in a client account, it does not mean that
you are not handling client money inadvertently,
so it pays to be up to date with the SRA
Accounts Rules at all times.



Almost two thirds of the practices that took
part in this year’s LMS Financial Benchmarking
Survey had either a 31 March or a 30 April
year end, and we see a similar proportion in
our client base here at Hazlewoods.
Therefore, in the run up to this year’s visit
from your accountants, now is a good time
for many of you to have a bit of a tidy up in
your internal accounts.

Aside from making the external accountant’s
job a little easier, and helping to minimise the
amount of time that they spend onsite

asking questions, the key benefit from a
tidy up is that it can help to bring a
practice’s internal management reports
closer to the annual financial accounts
prepared by the reporting accountant.
Partners and practice managers can
therefore have a better understanding of
how the practice is actually performing,
and can better plan for the future.

The following list is not exhaustive,
but here are our 10 top tips:

� Ensure that your opening balances have
been corrected.  If you have not already
done so, ask your reporting accountants
to provide you with a list of adjustments
to bring your nominal balances into line
with the year end accounts.  This should
include correcting the opening capital
and current balances for partners and
removing the brought forward profit
figure from previous years.

� Revisit the format of your standard
reports.  Most accounts software
packages allow you to customise the
format of the Profit and Loss Account
and Balance Sheet reports, and it may
be easier to do than you think.

� Consistent postings.  Have you posted
items to the same nominal code every
time?  If not, now would be a good time
to move them.

� Use clear narratives.  From experience,
the easier it is to understand what an
entry is, the easier it is to produce a set
of accounts.  Narratives don’t need to
be too long - something fairly short and
to the point should suffice.  Where
payments relate to more than one
month, for example subscriptions, it is

useful to include the period covered in
the narrative if possible. 

� Reconcile your control accounts.  Bank,
debtors (office balances), trade creditors
(purchase ledger), VAT, PAYE/NIC and
client balances should all be reconciled
every month.

� Identify any prepayments, and adjust for
them if possible.  Usually we would not
bother adjusting for small prepayments
of less than £200 or so, but if you can
adjust for larger balances such as PI
insurance, practising certificates, rent
and subscriptions then it can help avoid
bumps in your monthly Profit and Loss
Account.

� Capitalise new fixed assets.  Where
items costing more than about £250
have been purchased, and they are
capital in nature, e.g. computers, desks,
cars, new phone system, etc., these
should be posted to fixed assets in the
Balance Sheet, rather than to the Profit
& Loss Account.  If possible, it would be
a good idea to maintain a separate file
of purchase invoices for these items, as
your accountants will need to see them
to claim capital allowances on them.

Maintaining a fixed asset register and
posting depreciation every month is
also a good idea.  Failing that, ask your
accountants to provide you with an
estimated monthly depreciation charge,
and set up a recurring monthly journal.

� Separate out postings of allowable and
disallowable expenses.  Often, it can be
difficult to establish whether an expense
is allowable or disallowable for tax
purposes, i.e. whether tax relief is
available.  As a general rule, tax relief
will be available where a cost is “wholly
and exclusively” for business purposes.
Client entertaining is never allowable,
but staff entertaining is.  Partners’
personal expenses are not allowable,
but their business expenses are.

� Clear out old WIP.  As you know, at
each year end work in progress needs
to be valued in accordance with
UITF40.  Removing old, irrecoverable
WIP balances and closing old matters
can make this much easier.

	 Maintain a file of copies of loan
agreements, lease agreements and bank
mandates.  Your accountants will
probably ask for them, and having them
in one place is always useful.

Time for a Spring clean?
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