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As we are all only too aware, October 2011
brought with it the 2011 SRA Handbook
including the new Solicitors Code of Conduct,
enshrined within all of this, the brand new
principle of Outcomes Focused Regulation
(OFR).

We covered the concept behind OFR back in our
Spring 2011 Legal Focus, so will not go over it in
detail again, but the overarching idea behind it is
that the SRA will adopt a risk-based approach to
its authorisation, supervision and enforcement
policies. This means that the SRA will leave much
of the management of the regulation
responsibility to individual practices; leaving
practices that can demonstrate good ethical and
professional standards to supervise themselves,
while imposing tighter sanctions and monitoring
on practices that are deemed to be higher risk.

The intention is to allow good quality practices
to develop their business without unnecessary
restrictions and rules so that they can focus on
the ultimate service to their client. 

So, how will the SRA go about managing the
concept of risk and how will they apply this to the
11,000+ * practices that they currently regulate?

Before we go into detail, let’s look back at how
the SRA has developed its own ‘Risk Centre’ to
deal with the issue.

Looking all the way back to pre-2008, the SRA
had no formal approach to managing or
assessing risk. Obviously, the Solicitors’ Accounts
Rules were in place, as well as the 2007 Code of
Conduct, but these were simply a prescribed set
of rules and regulations that practices either
complied with completely, or didn’t.

Realising that they needed to take a more
structured approach to assessing incoming
reports of misconduct and other regulatory
breaches, they set up the Risk Assessment and
Designation Centre (RADC) and, using the data
collected through this centre during 2009 and
2010, developed a risk profiling model.

Depending on where an individual practice falls
within the risk profile model (i.e. low or high risk,
or somewhere in-between) will decide how much
resource the SRA dedicates to ‘supervising’ that
practice. This goes back to the idea that low risk
practices will be left more or less alone.

This risk profiling model has two key stages:
impact and probability. 

Impact scoring
Each practice will be given an ‘Impact Score’, and
this score will probably be through an
automated process based on data that is already
available to the SRA from sources such as
practising renewals, annual SAR Accountant’s
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Reports, etc. This data would include information
such as practice size (turnover, number of fee
earners, number and location of branches, etc.),
volume of client money held and a profile of
work type, focussing on higher risk work. 

The SRA has identified a couple of areas that
will be classed as high risk – these are payment
protection insurance reclaim cases and cases
where practices are acting for vulnerable clients.
In addition to this, the SRA is also likely to
consider practices (or individuals) with any
previous claims or reports of misconduct against
them as high risk.

The result of this will generate a score of
between 1 and 100. 

Probability
The SRA will then consider the probability of
issues arising within a practice. This is based on
more judgemental factors such as possible
financial instability, risk of dishonesty, competence,
etc. This is not an automated system and should
be led by experienced SRA staff, based on their
knowledge of a practice’s compliance history
and financial record (presumably through their
ongoing information gathering).

What then?
The combined results of the impact and
probability assessments will determine whether
a practice is low, medium or high risk, which will
in turn decide the intensity of the SRA
supervision.

Practices falling in the low risk band will be mainly
subject to ‘desk based’ supervision from the SRA.
That is, the SRA will engage with them by
telephone in order to request information or
discuss issues (including any complaints made
against the practice). There may be an element of
‘visit based’ supervision for low impact practices,
but this will presumably be quite rare and would
be prompted by a specific complaint (or similar)
against the practice. The SRA has even indicated
that they may not engage with a practice at all
following a report of misconduct if that practice
were deemed to be particularly low impact.

Practices falling in the medium risk band will
have a greater emphasis on ‘visit based’
supervision, while high risk practices may be
subject to a level of supervision that the SRA
refers to as ‘Relationship Management’.

Relationship Management
Looking back at the principles of OFR, the SRA
has always said that it wants to take an approach
that is “proportionate, targeted and effective”.

With this in mind, for high risk (i.e. high impact)
practices, the SRA has introduced the concept
of ‘Relationship Management’. In the SRA’s own
words, this recognises that ‘in certain
circumstances it may be appropriate for (the
SRA) to supervise some practices using
dedicated resources’.  What this means in
practice is that these practices will be assigned
their own dedicated team within the SRA, and
this team will spend a considerable amount of
time working with the practice to review and
assess the systems and controls in place to
ensure compliance with all areas of the Code of
Conduct (and of course OFR).

The reality is that most practices should fall into
the ‘desk based’ and ‘visit based’ supervision
bands, with relationship management being
reserved for the larger or global practices. This is
not because large practices are necessarily at
greater risk of non compliance (although you
could argue that they inherently are), but because
they require a more detailed understanding of
their complex systems and procedures. 

On the other hand, a small or medium sized
practice that is considered high risk may not be
subject to full relationship management, but may
have more frequent or targeted compliance visits.

This all goes back to the principle of the SRA
taking a proportionate approach given that
relationship management is likely to be a
resource intensive process. In fact, following the
SRA’s Relationship Management pilot scheme
from late last year, the SRA decided that the
criteria for applying dedicated resources would
be based on the size of the practice, in terms of
people, offices and turnover.



Our thoughts
On the face of it, most practices will fall outside
of the criteria for full SRA relationship
management and you will probably be breathing
a sigh of relief at this as nobody would really want
to be subjected to the ongoing SRA presence
that relationship management would bring.

There is however a danger for smaller practices
that fall into the medium to high risk category as
they will probably be selected for targeted visits
and, from our experience of targeted compliance
visits, they will probably be given short notice.
Presumably, such practices will be considered

higher risk for a reason and that could be
because of inadequate internal controls and, if
they are not taking action to improve their
procedures, they could find themselves being
sanctioned, reprimanded or worse.

Without the trusting, self regulatory environment
that low risk practices enjoy, or the more
consultative / dialogue approach that relationship
management offers the larger ones, there might
be a middle ground of struggling practices who
find themselves at the sharp end of the SRA’s
regulation without the resource being offered to
guide them effectively.

If you have not given your internal procedures a
full, critical assessment recently, then you should
be doing this now. It may be a long process and
require involvement from all levels of the
organisation, but if you do it now (and do it
effectively) it will save time and trouble in the
long run.

As always, we are more than happy to help.

* Source: SRA - Regulated Community Statistics

The 2012 Budget received Royal Assent on 18
July 2012. We thought now would be a good
time to revisit some of the key points, as there
are opportunities for decent tax savings.

Reduction in the additional 
rate of income tax
From 6 April 2013 the additional rate of income
tax, for individuals with taxable income over
£150,000, is due to fall from 50% to 45%. 

Opportunities  
If you are likely to pay income tax at the 50%
rate in this tax year (the year ending 5 April
2013) you should consider ways to defer
income to the following year so that you are
taxed at the lower 45% rate. 

In the case of limited companies, potential ways
to do this would include:

� Deferring the payment of dividends until
after 5 April 2013; 

� Taking money out of the company via a loan
during 2012/13, rather than receiving a salary.
The loan could be repaid after 6 April 2013
out of a taxed bonus (consideration needs to
be given to benefit-in-kind and company tax
implications).

For partnerships, LLPs and Limited Companies,
you could consider accelerating any planned
capital expenditure to take advantage of

available capital allowances, ensuring profits are
lower in the tax year ending 5 April 2013. 

Individuals should also consider maximising
pension contributions during the year ending 5
April 2013 so that they obtain relief at 50% (i.e.
before the relief falls to 45%).   

Increase in the personal 
allowance 
From 6 April 2013 the personal allowance will
increase to £9,205. This is increasing at a rate
faster than anticipated and closing in on the
£10,000 personal allowance target by the end of
Parliament in 2015. 

Opportunity 
Married couples and civil partners should make
sure that they are taking full advantage of any
unused tax free allowances. This will now be
much more straightforward with the
introduction of Alternative Business Structures
(ABSs) and the opportunity for greater non-
lawyer ownership of legal firms. However, it is
important that you give this consideration soon
so that potential benefits are not lost.  

There are other issues to consider, not least anti-
avoidance legislation, but this type of planning is
perfectly legitimate and over several years can
save married couples a significant amount of tax.

Withdrawal of Child Benefit 

Budget 2012
- Can you benefit 
from these 
tax saving 
opportunities?  

From 7 January 2013 Child Benefit will be cut
for families where one parent earns more than
£50,000. The benefit will be completely eliminated
where one parent earns more than £60,000. 

Although the threshold for losing the allowance
has been increased from that which was
originally announced, it will still seem unfair to
many. For example, where both spouses each
earn £49,000 and have a joint income of
£98,000 they will retain their full Child Benefit. If
one spouse, however, earns £60,000 and the
other spouse has no earnings they will not be
entitled to any Child Benefit. 

The administration of the withdrawal of the
Child Benefit also looks likely to be complicated.
The benefit will continue to be paid to all
(unless you elect to stop receiving it) and then
clawed back, either through PAYE or Self
Assessment. 

Opportunity 
This is another reason why couples should look
at equalising income as far as possible. Again, we



would look at the opportunities offered by ABSs
for careful planning here.

Reduction in the main rate of 
corporation tax  
On 1 April 2012 the main rate of Corporation
Tax fell from 26% to 24%. Although a 1% fall had
already been announced, the doubling of the
reduction is very welcome. Two further reductions
of 1% in the main rate of Corporation Tax are
planned from 1 April 2013 and from 1 April
2014, when the rate will be 22%.  

Opportunity 
If your company has profits of more than
£300,000 per year you should consider deferring
income or accelerating expenditure around your
year end. This will ensure your company’s profits
are taxed at the lowest possible rate.  

Again, this applies to limited companies and it is
likely to be of some interest to partnerships or
LLPs with a corporate partner or service
company somewhere in their overall business
structure, as the difference between the higher
rates of personal tax and the rate of corporation
tax are significant. However, we are seeing more
practices opt for full incorporation for various
reasons, and this does serve to sweeten the
prospect, albeit quite modestly.

Simplification of the rules for 
Enterprise Investment Scheme
(EIS) and Venture Capital Trusts
(VCT)
The measures announced aim to simplify the
rules of the schemes, making them easier for
companies, VCTs and investors to use.

Proposed amendments:

For EIS:

� a relaxation of the rules defining when a
person is connected to a company through
an interest in its capital, by disregarding loan
capital; 

� widening the definition of shares that qualify
for relief, including shares that carry a
preferential right to a dividend; and

� removal of the £500 minimum investment
limit;

These changes apply to shares issued on or after
6 April 2012.

For VCTs:

� removal of the £1 million limit for VCT
investment by companies not in partnership.

This change applies to shares issued on or after
1 April 2012.

Increase to EIS thresholds
Amendments to increase:

� employee limit to fewer than 250 employees
(currently 50 employees);

� the size threshold to gross assets of no more
than £15 million before investment and £16
million after (currently £7 million and £8
million respectively); and 

� the maximum amount that can be invested in
an individual company to £5 million
(currently £1 million).

These changes will apply to shares in investee
issued on or after 6 April 2012.

Legislation will also increase the annual amount
that an individual can invest under the EIS to 
£1 million and will apply from the 2012-13 tax
year.

Introduction of the Seed 
Enterprise Investment Scheme 
The proposed Seed Enterprise Investment
Scheme (SEIS) will provide tax relief of up to
78% for individuals who invest in shares in
smaller start-up companies. The relief applies to
shares issued on or after 6 April 2012. It applies
to companies with 25 or fewer employees
(including proportions of full-time equivalents)
which have gross assets of no more than
£200,000 at the point of investment. 

Opportunity 
If you are looking at investing in EIS or VCT
investments the changes in the rules may benefit
you, so you should consider their impact. For
smaller companies you should see if the SEIS is
applicable.

Hazlewoods Financial Planning are able to advise
you on a portfolio of qualifying EIS companies
should you wish to explore this avenue. 

Opportunity 
As you are probably aware, legal services are
classed as excluded activities and so it has
previously not been possible for most legal firms
to raise capital through EIS. The advent of
Alternative Business Structures (ABS) and Multi
Disciplinary Practices (MDP) does open the door
slightly for firms who would consider EIS as an
option, though legal activities could still not form
more than 20% of an eligible company’s activities.  

Those of you that attended our cashier and
finance staff workshops in March will recall this
issue, as it was discussed at some length by one
of our resident VAT experts, Julian Millinchamp. 

This is of particular interest to any legal practices
that provide services in relation to insurance
claims (or indeed any insurers that settle claims
with VAT registered claimants).

The case in question has been going on for
some time now and centres around a legal
wrangle between HMRC and a practice of
solicitors who appealed against an HMRC
decision not to grant full bad debt relief on
unpaid ‘VAT only’ invoices. 

The Appellant, Simpson and Marwick, provide
legal advice in relation to insurance claims and,
as a matter of accepted practice, VAT registered
claimants have been able to reclaim VAT on such
services. This means a separate, VAT only invoice

would be issued to the client of Simpson and
Marwick, while VAT exclusive amount would be
paid by the insurance company. 

Occasionally, the claimant would not pay the
VAT only invoice and so, in these instances,
Simpson and Marwick claimed bad debt relief
on the full amount of the VAT unpaid (that is,
the full value of the invoice).

HMRC challenged these claims, stating that, since
Simpson and Marwick had received the net
amount from the insurance company, the VAT
bad debt element should be calculated by
reference to the outstanding proportion, i.e.
7/47 of the unpaid VAT only invoice (being the
17.5% VAT rate in effect at the time). Ordinarily,
this is the accepted practice when calculating
bad debt relief where one party is invoiced for
the full VAT inclusive amount and VAT bad debt
relief is therefore only calculated on the unpaid
element.

VAT Update - Bad Debt Relief
on Insurance Claims

In this case however, the fact that the invoices
were issued to two separate recipients meant
that the claimant was only paying the VAT and it
was therefore clear that no VAT had been paid.
The Court therefore concluded that there was
a clear distinction between the net element paid
by the insurer and the VAT element paid by the
claimant. Since Simpson and Marwick had not
received any of the VAT element, it was found
that they should be entitled to the full amount
of bad debt relief.

Hopefully, this issue should not arise too
frequently for many of you, but where it does, it
is important to know what you are entitled to
claim as it could amount to a significant sum. If
you have any questions at all on this (or any
other VAT related matter), our experts Adam
Lloyd and Julian Millinchamp will be happy to
help.



You might recall that we gave some guidance on
this subject last year as this has commonly been
an area of inconsistency among practices, not to
mention confusion, especially where practices
change their business structure (such as through
incorporation). The Law Society issued their first
Practice Note on the subject a couple of years
ago and, following the introduction of the 2011
Code of Conduct, this was updated on 

6 October 2011 and then again on 1 February
2012.  The latest version of the Practices Note is
quite confusing in places, particularly  in the
section dealing with partnerships and LLPs. The
Law Society told us that they have received a
number of calls from confused practices and
therefore we thought now would be a good
time to give a summary of the current
requirements. 

Update on Practice Note 
- Information on Letterheads, 
Emails and Websites

In addition:

� Practices should consider including reference
to ‘authorised and regulated by the Solicitors
Regulation Authority’ in other forms of
publicity - not just letters, websites and
emails (the practice note gives examples of
things to consider).

� Branch offices must also include the practice’s
SRA recognised name and registration
number on correspondence. There is no
mandatory requirement for branches
outside England and Wales (but the SRA
considers this would help with compliance
elsewhere in the Code of Conduct).

� The Law Society considers that emails
should be acknowledged as business letters
(and therefore include all of the mandatory
information), but not when they are used

informally in place of a telephone call or
other such communication.

� The practice note also gives further
guidance on who can be presented as a
partner, LLP member or director, and also
what information should be included in
respect of non-UK lawyers.

� If the managers of the practice include non-
solicitors or corporate entities, then they
must be specifically identified as such.

� The practice note includes further guidance
on how to disclose work undertaken by
practices that is not regulated by the SRA.

The SRA does give some allowance for firms to
use supplies of existing stationery, so this should
help minimise wasted cost, but there is an 

 expectation that the requirements are met as
soon as possible.

Although most of the principles remain similar
to the requirements under the previous Code
of Conduct, we recommend that you read the
practice note in detail as it has been rewritten
in order to comply with the new Outcomes
Focused Regulations.  

Company LLP Unincorporated Sole Practitioner
Partnership

Information on letters, A statement that the practice A statement that the practice A statement that the practice A statement that the practice
websites and emails is ‘authorised and regulated is ‘authorised and regulated is ‘authorised and regulated is ‘authorised and regulated by

by the Solicitors Regulation by the Solicitors Regulation by the Solicitors Regulation the Solicitors Regulation
Authority’ Authority’ Authority’ Authority’

The registered name and The registered name and The name and number under
number of the practice number of the practice which the practice is

recognised by the SRA
The address of the company’s 
registered office

Other points to note: There is no need to list There is no need to list For ≤ 20 partners, include a 
directors on letterheads members on letterheads list of the partners on 
(but if you include one, you (but if you include one, you letterheads
must include them all) must include them all)

For > 20 partners, include 
Further guidance on who either a list of the partners 
can be presented as a or a statement that a list is 
‘partner’ available for inspection at 

the office

You can find the full practice note at:
http://www.lawsociety.org.uk/productsandservice
s/practicenotes/letterheads.page



The next 15 months will see fundamental
changes to the way employers report Pay As
You Earn information to H M Revenue &
Customs. In brief, employers will be required to
submit complete and reconciled data to HMRC
every pay run rather than the present system of
reporting once a year.

Real Time Information (RTI), the name given to
these changes, will for the first time provide
HMRC with a detailed overview of your payroll
information during the tax year. All employers
will be required to operate their payroll using
RTI from October 2013, with plans to mandate
employers to begin using RTI, dependent upon
the size of their payroll, between April and
September 2013.

Why The Change?
HMRC have embraced the use of IT in recent
years and encouraged, and subsequently
compelled, employers to submit payroll related
data electronically using appropriate payroll
software or the HMRC website. This includes
information on employees commencing or
leaving employment and the Annual Employer
PAYE Return (P35) at the end of the tax year. 
It is only after receipt of the P35 that HMRC
have access to your complete payroll activities.
This process can lead to enquiries in respect of
the amount of tax or national insurance
deducted from individual employees’ pay and
discrepancies in the value of funds allocated to
settle PAYE liabilities incurred during the tax year.
HMRC are also seeking to reduce their
administrative burden with the introduction of
this automated system.

Why October 2013?
October 2013 will see the introduction of
Universal Credits. RTI will enable HMRC to
share up to date information with the
Department of Work and Pensions needed to

operate this new system, which is based on
household income.

Where are we now?
A pilot programme for RTI involving 310
volunteer employers commenced in April 2012,
and more are scheduled to join later this year.
HMRC are confident that their systems will
handle the significant increase in the exchange of
data in October 2013 that will follow the full
scale introduction of RTI. Experience tells us that
life does not always run smoothly.

How can I prepare for RTI?
Act now. You should carry out a review of your
payroll records and the process you undertake
when employing new staff. Under RTI you will
be required to record complete details of your
staff, including their full name (surname and
forenames). In addition you will need identify the
number of hours each member of staff would
normally be expected to work and apply this to
one of four bands devised by HMRC. 

Real Time Information (RTI)
-  The Jury’s Out

The next step
All PAYE schemes will undergo an Employer
Alignment Submission (EAS) to identify any
missing information before using RTI. Once RTI
is in place any shortfall in data will be treated as
incorrect and you risk rejection of your pay run
files to HMRC. The current penalty system for
when delays in the submission of information
and payment of PAYE occur will remain in place.
Rejection of RTI data may well result in financial
penalties.

The introduction of RTI will result in
administrative challenges, not least in the way
you manage and operate your payroll.
Hazlewoods operate the latest payroll software
and are a registered Bacs bureau. We recognise
that change provides challenges and would be
happy to discuss your payroll requirements. 
Our qualified and experienced team are here to
remove the anxiety that payroll can bring.

Regular readers will know that we produce the
annual Financial Benchmarking Survey on behalf
of the Law Society’s Law Management Section.  

We are delighted to report that we have just
launched a brand new quarterly survey, which
will provide practices with a regular update on
key financial indicators and trends within the
profession.  It will extend beyond purely financial
matters, and will look at practices’ views and
actions as a result of the many changes going on

in the profession at present, together with
feedback on other important topics, such as
professional indemnity insurance renewal
experiences and tax payments / funding.

The new quarterly report will have a simplified
format, compared to the annual survey, and a
quick, electronic delivery to participants.
Quarter dates have been set at 30 June, 30
September on so on, with the report being
delivered six weeks after each quarter end.

New Quarterly
Survey Launched

The questionnaire is very short, and is quick and
easy to complete using Excel.  If you would like a
copy, or have any questions, please feel free to
email us at benchmarking@hazlewoods.co.uk.  

Alternatively, you can download a copy at
www.lawmanagementsection.org.uk



New SRA Accounts Rules 
- Interest Policy
We have been contacted by a number of legal
practices in connection with the new interest
policy required by the SRA Accounts Rules. In
response to this, we have written the following
example of the sort of wording that can be used
to explain your policy.  Where text is shown in
square brackets, please tailor for your practice.

Interest policy
In accordance with the Solicitors Regulation
Authority’s Accounts Rules [name of practice]
are required to account to our clients for
interest on money held by us in our client
account when it is fair and reasonable to do so.

The holding of client money is incidental to the
carrying out of clients’ instructions. In addition,
we are required to hold client money in an
instant access account to facilitate transactions.
As a result, the rates of interest paid under this
policy are unlikely to be as high as those
obtainable by a client.

Interest will be paid where the amount
calculated on the balance held exceeds [£20].
Where money is held in relation to separate
matters for the same client we will treat the
matters separately, unless the matters are so
closely related that they should be considered
together.

Where client monies are held in our general
client account we will pay interest without
deducting tax at source. Our clients will be
responsible for declaring any interest to HM
Revenue & Customs. Where client monies are
held in a designated deposit account, interest is
usually paid net of basic rate income tax.

Interest will be calculated on a daily basis, using
the average rates of interest offered to business
customers on instant access deposit accounts
across all banking institutions where [name of

practice] holds general client funds.  Where
appropriate we will adjust these rates to take
into account our overall banking arrangements
so far as they affect the rates received.

Interest will be calculated on cleared client
funds. In the case of cheques received, this will
be [x] days after the cheque has been
deposited with our bank, and for amounts
received in cash, or via credit or debit card,
standing orders, BACS and CHAPS, interest will
accrue from the day of receipt into our client
account. Where [name of practice] issues
cheques from client account, interest will
normally be paid for [x] working days from the
date of issue.

[name of practice] will normally account to the
client for interest at the conclusion of the
matter. Where we consider it appropriate we
will calculate and credit interest on a [insert
period] basis.

Clients may contract out of receiving interest by
signing a written agreement with the instructed
solicitor, who must ensure that the client has
been provided with sufficient information at the
outset of the matter to enable them to give
informed consent.

This interest policy, including the de minimis
limit of [£20], will be reviewed periodically,
particularly if changes are made to the Bank of
England’s Base Rate.

Complaints regarding this interest policy and
the amount of interest paid should be directed
to [name of person] in the first instance. If this
does not result in a satisfactory resolution then
clients may refer the matter to the Legal
Ombudsman.

We hope that you find this helpful when writing
your policy. Whilst this has been written in good
faith, we note that it is your responsibility to ensure
that your policy complies with the new SRA
Handbook.

The questionnaire for this year’s annual survey
has also been launched recently.

This year’s survey is being opened to the whole
profession, and we are hoping that more
practices will take part than ever before.  This
will allow us to write and publish the report
much earlier.

Participants receive a free copy of the report
(normally £150), and we also produce a
bespoke booklet for each practice, comparing

their results against all other participants in the
survey.  Participation in the survey is completely
anonymous, and neither the SRA nor the Law
Society will see any of your data.

Again, the questionnaire is available on the LMS
website using the link above, or you can contact
us.

We do hope that you will be able to take part
in both surveys.

LMS Annual
Benchmarking Survey
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Monika Anderson joined our ever growing
Legal Team earlier this year and will be
specialising in all aspects of the SRA Accounts
Rules audits for our clients.

Monika brings with her a wide range of
experience working with international legal
practices, and she has worked in Madrid and,
more recently, Warsaw as a Legal Consultant,
where she advised clients in the various aspects
of setting up and running a practice as well as
identifying investment opportunities.

Monika is fluent in English, Spanish and Polish
and has a good working knowledge of German.

Outside work, Monika is a netball enthusiast
and plays regularly in the local league.  She also
has a passion for musicals, particularly Phantom
of the Opera and Les Miserables (both of
which Monika admits she has seen several times
all around the world and in different languages!).

Welcome to 
Monika Anderson


