
SPOTLIGHT ON 
BENCHMARKING

to the spring edition of Legal Focus. In this 
edition, we discover the driving factors 
behind the growth of the virtual law firm, 
consider what needs to be done when 
setting up a practice and bring you the 
highlights from the 2017 Law Society’s 
LMS Financial Benchmarking Survey.
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1. FEE INCOME GROWTH OF 5.8%

For the seventh consecutive year, practices participating in the 
survey have recorded a healthy increase in fee income, with a 
median growth of 5.8% (last year: 5.4%). Median income per 
equity partner also increased from £560k to £600k, mainly due 
to a slight increase in the ratio of fee-earners to equity partners. 

2. INCREASED SALARY COSTS

Median fee income per fee-earner is unchanged year on year, 
at £119,000, yet the retention of good staff and recruitment 
challenges are putting greater pressure on some practices to 
increase salaries. This year, the median cost of an employed 
fee-earner rose by 3.8 per cent, to £41,780. Many smaller 
practices will still not have reached their staging dates for 
pensions auto-enrolment, so we expect salary costs to rise 
further for those practices in the next 12 months, on top of 
market conditions/inflationary movements.

3. NET PROFITS RISE BY 8.5%

Median profit per equity partner (before notional salary) has 
increased for the seventh year running, from £125,340 to 
£135,979, with smaller practices seeing the largest increases. 
After deducting a notional salary and interest on capital for 
equity partners, the members of the practice have generated 
a median ‘super profit’ of £51,000.

Total salary costs, including notional salaries for equity partners, 
amounted to 59% of fee income. We calculated the breakeven 
point for a fee-earner, beyond which any fee income will contribute 
to profit, at £106,125. 

4. IMPROVED WORKING CAPITAL LOCK-UP

Practices have got better at managing their overall lock-up, with 
reductions in both work-in-progress and debtor days. There 
has also been a reduction in the median level of total practice 
borrowings per equity partner, from £52,000 to £45,000.

 

5. OWNER DRAWINGS

In last year’s report, we noted that partners in a quarter of 
participating practices had taken drawings (including income 
tax) in excess of profits; this worrying trend continued at the 
same rate. Almost 1 in 10 has taken drawings in excess of profits 
for two consecutive years, compared to six per cent last year. 
Pressures on cash flow are as strong as ever, and practices 
need to be mindful of the lessons learned over recent years, 
and the need to reinvest and build a strong attractive business, 
particularly if you have succession planning in mind.

6. CONCLUSION

It is really pleasing to see such positive results. Sound financial 
management must be the beating heart of any legal practice, 
and those who put direction and energy into this will be the 
ones who yield the most.

Law Management Section’s 2017 
Financial Benchmarking Survey
THE RESULTS ARE IN!



In recent years we have seen, and assisted with, an increasing number of start-up 
law firms, particularly solicitors who have made the decision to go solo. Here is our 
essential guide for consideration when starting your own law firm.

1.  CHOOSE THE STRUCTURE OF 
YOUR BUSINESS

It is essential to choose the right type of legal 
entity for you and your business, be it sole 
practitioner, partnership, limited liability 
partnership (LLP) or limited company. Whilst 
this decision can boil down to effective tax 
planning based on your anticipated earnings, 
there are other factors to consider, such as 
the perception of your target client base, and 
succession options. 

2. SET UP YOUR LEGAL ENTITY

A moot point for sole practitioners and 
partnerships, but should you want to 
practise via an LLP or limited company, you 
will need the entity to be registered before 
applying to the SRA for authorisation. 
Remember that LLPs and companies are 
obliged to file Confirmation Statements 
and accounts with Companies House on 
an annual basis, and you will need to inform 
Companies House about any changes in 
management (members/directors), issued 
share capital for companies, change in 
accounting reference date, etc.

3.  CREATE A BUSINESS PLAN

You should create a comprehensive plan, 
which, as a minimum, considers the following:

>  The services you plan to offer

>  Target market

>  Your management team – e.g. key 
advisers as well as you

>  Recruitment and training needs

>  Location

>  IT strategies

>  Financial forecasts

>  Risk management

>  Legislative and SRA compliance

>  Marketing plan

>  Succession

The plan deserves to be considered in great 
detail. It will also normally be required by 
the SRA, your insurance provider(s), and 
the bank in setting up your new practice.

4.  OBTAIN PROFESSIONAL 
INDEMNITY INSURANCE (PII)

It is a regulatory requirement for solicitors 
in private practice to take out and 
maintain compulsory minimum PII from a 
participating insurer. PII must be acquired 
before commencing to practise, and the 
SRA will ask for your insurance details 
as part of the authorisation process (see 
below for more details). The SRA requires 
that practices assess and purchase a level 
of PII that is appropriate for the firm, and 
you should therefore consider whether 
any additional cover is required above the 
compulsory minimum level. It can be either 
surprisingly good value or surprisingly 
expensive for start-up practices (i.e. it is 
not always consistent), so do shop around. 
There are providers in the market who 
specialise in start-up practices, and we 
know them well, so can introduce you.

5. SRA APPROVAL

The SRA authorisation process can be 
easily completed online these days, and 
we have seen relatively quick approvals 
for practices with simple structures. The 
SRA’s guidance states that they will aim 
to make a decision on recognised (non-
ABS) businesses in 12 to 16 weeks if the 
application papers and fees are correct, 
but the process to become licensed as an 
ABS can take months. You must receive 
authorisation before commencing your 
practice, so forward planning is essential. 
In practice, we are seeing the SRA turn 
around straightforward applications in six 
to eight weeks on average at the moment.

All authorised bodies must have a 
Compliance Officer for Legal Practice 
(COLP) and Compliance Officer for Finance 
and Administration (COFA) approved by 
the SRA. A separate Individual Approval 
application form must be completed for 
each individual in the firm who will require 
specific approval; the managers, owners, 
COLP and COFA. However, there is 
now deemed approval in place for sole 
practitioners and small practices.

6. SET UP BANK ACCOUNTS

Consider whether you intend to hold 
client money (which must be decided as 
part of the above SRA approval process), 
and contact the bank in good time to 
get bank accounts set up before you 
commence trading. It is definitely worth 
doing research into which bank will offer 
you the best deals on interest and charges 
if you believe you will be holding large 
sums of client money and/or operating a 
considerable office account overdraft. 

7.  CHOOSE YOUR ACCOUNTING 
SOFTWARE

If you are operating a client bank account, 
it is important to have accounting software 
which will ensure you comply with the 
SRA Accounts Rules. Some packages can 
be very expensive, so it is worth doing 
research into your firm’s specific needs, 
particularly relevant to size. The ILFM 
publish a useful guide here, and we know 
most of the main providers too.

8. INFORM HMRC

Consider whether HMRC needs to be 
specifically informed about the new 
business. Notification to HMRC of new 
companies is automatic on incorporation 
at Companies House. However, you may 
want/need to register the business for VAT, 
set up a PAYE scheme and/or let HMRC 
know that you have become self-employed.

Our Legal Team are well placed to advise 
at all stages identified above. We can 
manage the whole process for you should 
you wish. If you would like to know more 
please contact us via the details at the 
end of this Focus.

Thinking of going it alone?
 PRACTICAL ADVICE TO GET YOU STARTED IN PRACTICE



There are now over 800 lawyers in the UK working for virtual law firms as advances 
in technology help drive the rise of a new business model in the legal sector.

A virtual law firm is a decentralised legal 
practice where lawyers work remotely 
and use shared services provided by a 
central hub; as such, they are at the 
top-end of the gig economy. Virtual firms 
have central services responsible for 
functions such as compliance, accounting 
and administration. 

This decentralised business model means 
virtual law firms have lower fixed costs, 
and lawyers, therefore, tend to be paid a 
higher proportion of the fees they earn 
than in traditional firms where generally 
they are salaried. These firms do not have 
to pay rent on expensive office space nor 
do they have to employ as many support 
staff, such as paralegals, assistants and 
on-site IT staff. 

Practising through a virtual law firm also 
allows individual lawyers to avoid some 
of the compliance and administration 
burden they would have to bear if 
they ran their own firm, as much of the 
compliance and administrative work is 
dealt with centrally, lawyers have more 
time to focus on fee paying activity. 

The mobile and decentralised format of 
virtual firms enables lawyers to be flexible 
in how much work they take on and 
what hours they work. This can provide 
a better work-life balance, which may 
be important for some lawyers who may 
have had enough of constant high targets, 
or maybe have other commitments, such 
as a young family. 

Advances in modern IT has been key 
to the development of virtual law firms 
as data can now be managed securely 
and efficiently regardless of geographic 
distance. This enables lawyers to 
collaborate on cases and have all the 
information immediately available to them 
whether they are at home or on the move. 

Technology also enables virtual firms 
to deliver services to clients through 
secure online portals, which means entire 
firms can operate largely from mobile 
devices. Using these portals, lawyers 
can assemble documents, communicate 
securely with clients, and handle their 
billing and administration. 

Growth in the legal profession in recent 
years has not been uniform, with 
innovative offerings often acting as major 
growth drivers. Some firms, for example, 
have set up ‘on demand’ services providing 
temporary in-house lawyers, including

>  ‘Agile’ by Eversheds

>  ‘Lawyers On Demand’ by Brewin 
Leighton Paisner

>  ‘Vario’ by Pinsent Masons

The growing population of virtual 
lawyers reflects the changing landscape 
of legal services as technology renders 
distance obsolete.

However, whilst in their ideal scenario, 
virtual lawyers can make more money in 
fewer hours working at times that suit 
them, they also bear a significant financial 
risk – no work means no money.

The emergence of the virtual firm is part 
of an ongoing diversification of legal 
services and some traditional firms are 
starting to follow suit through launching 
their own online platforms. 

UK virtual lawyer 
population tops 800
TECHNOLOGY AND WORK-LIFE BALANCE 
ENABLING RISE OF VIRTUAL LAW FIRMS



Many practices like to give their staff 
little treats and perks, contributing to 
making the business a great place to work. 
Accountants then come along at the year 
end and quiz them about the detail of 
each expense to try and determine if it is 
taxable on the employee or not! What 
was intended as a generous gesture can 
end up resulting in the employee and/or 
the practice paying extra tax.

However, the ‘Trivial Benefits’ tax 
exemption that was announced in the 
2016 Finance Bill will make it easier to 
be a generous employer without the 
potentially negative tax effects. 

A Trivial Benefit is one that satisfies 
the following, criteria:

>  is no more than £50 per benefit (or an 
average of £50 if the benefit is provided to 
a group of employees and it is not possible 
to work out the exact cost per employee)

>  is not cash or a cash voucher (but shop 
gift vouchers are allowed)

>  the benefit is not provided in recognition 
of work done or an employment duty

>  there is no contractual entitlement to it

If any of these conditions are not satisfied, 
the benefit is taxed in the normal way, 
subject to any other exemption (such as the 
staff function exemption). Importantly, if 
the cost exceeds the £50 limit, the whole 
of the benefit is taxed, not just the excess.

For non-director employees, the employer 
can provide as many trivial benefits per 
year as it likes – there is no annual limit. 
For directors there is an overriding 
limit of £300 per tax year. To be clear, a 
director can receive up to 6 trivial benefits 
of £50 per tax year, or more if smaller 
denominations – just no more than £300 
in total per tax year.

The trivial benefits do not count towards 
taxable income and need not be reported 
on HMRC forms PIID or P9D.

Employers who hold staff awards evenings 
need to be careful, as vouchers or gifts 
given in recognition of services provided 
do not qualify for the exemption.

The new exemption only applies to the 
tax that the employee would suffer – 
there is no change to the tax treatment 
for the employer in the partnership 
or corporation tax computation. For 
example, a birthday meal may still qualify 
as entertaining, which is not deductible 
for tax purposes.

Overall, the changes to the rules provide 
greater clarity and will allow employers 
to give staff gifts and high street vouchers 
without the negative tax implications.

OTHER TAX SIMPLIFICATIONS 
FOR BENEFITS IN KIND

New rules were issued on 6 April 2016, 
intended to simplify the benefits in kind 
(BIK) regime. The tax cost of these new 
rules is minimal for HMRC, with the main 
objective being to cut the administrative 
costs of reporting for both businesses 
and the Treasury.

In addition to clarifying the definition of 
‘trivial benefits’ above, other key areas 
of change are:

VOLUNTARY PAYROLLING OF 
BENEFITS IN KIND

Employers can choose to tax benefits 
through the payroll and potentially 
remove the need to complete P11Ds.

Most benefits are eligible, with 
the exception of vouchers, living 
accommodation and loans. 

To take advantage of these arrangements 
employers need to register to use this 
service by the start of the tax year in 
question, and their payroll software must 
have the capability to collect the correct 
amount of tax. HMRC’s ‘Basic PAYE Tools’ 
software is not suitable for this, and if you 
did not register before 6 April 2016 then 
you will need to prepare P11Ds as normal.

In order to use the service for 2017/18 
you will need to register by 5 April 2017, 
and ideally the sooner the better to avoid 
incorrect 2017/18 tax codes being sent 
out to employees.

During the Budget in 2016 the 
Chancellor announced that, from 
2017/18, it will also be possible to 
voluntarily payroll non-cash vouchers.

ABOLITION OF DISPENSATIONS

Previously, an employer was able to obtain 
a dispensation from reporting certain 
business expenses to HMRC, meaning that 
they could be excluded from a P11D. From 
6 April 2016, dispensations are obsolete, 
with new legislation introduced to cover 
the payment of business related expenses.

Nearly all expenses and benefits in kind 
previously covered by a dispensation will 
now be automatically exempt and will 
not need to be reported on a P11D. In 
some cases, approved HMRC scale rates 
can be used for reimbursing employee 
expenses rather than the actual cost 
incurred, e.g. mileage.

While this will hopefully remove a large 
proportion of the reporting requirement, 
you should continue to maintain detailed 
records of expenses and benefits. The same 
requirements for obtaining a dispensation 
(such as independent checks of expense 
claims) are required for business expenses 
to be covered by the automatic exemption.

REMOVAL OF £8,500 BIK THRESHOLD

Finally, employees earning less than £8,500 
per annum have historically been exempt 
from tax on certain BIKs. From 6 April 2016 
this no longer applies and all employees are 
now subject to tax on BIK where applicable, 
irrespective of their income.

The P9D form has therefore been 
scrapped, and any BIKs will need to be 
reported on a P11D in future, unless they 
are dealt with under voluntary payrolling.

A SMALL PRESENT 
FROM THE TAX MAN



In our summer 2016 publication of Legal Focus we dusted off our crystal ball and set 
out our predictions for how the SRA’s financial regulation would evolve over the year.

So how well did we do? Let’s revisit some of those predictions and see how close to the 
mark we were.

SRA ACCOUNTS RULES

1.  “There will be at least one 
consultation on the Accounts  
Rules during 2016”

1 June 2016 saw the SRA issue two 
consultation documents. One of these 
was concerned with the wider changes 
to the SRA’s Handbook, while the other 
concentrated on the Accounts Rules. 
The detail of the consultation can be 
found in an e-bulletin on our website 
at www.hazlewoods.co.uk/news/SRA-
accounts-rules.aspx.  In summary, the 
main proposals involved a fairly radical 
shortening of the Rules themselves, as 
well as the introduction of a supporting 
‘Toolkit’ to help with interpretation. 

Of particular note, is the SRA’s proposed 
redefinition of client money.  This will 
mean that money received in advance 
for the payment of the firm’s fees and 
disbursements for which the solicitor 
is liable (for example counsel fees and 
expert fees) will be classed as office 
money in the future, something that no 
solicitors we have spoken to would want 
to agree to, on the basis that such a move 
would cut right across the whole idea that 
top priority is to keep client money safe.

We gave a detailed response to all of 
the proposals in the consultation which 
closed on 21 September 2016.  We do 
not expect any resulting changes to be 
implemented until May 2018. 

2.  “Practices will need to revisit  
their interest policies”

Our prediction was that Base Rates 
would actually increase during 2016 to 
encourage more firms to revisit their 
interest policies, and, specifically the 
£20 de-minimis limit that many firms 
still adopt. 

There are still deals out there on client 
account money, but our experience is 
that practices really need to go looking 
for them now.

3.  “More guidance to come from 
the SRA on the role of the 
reporting accountant”

The SRA released some guidance 
on 30 October 2015, just in time for 
the changes that came into force on 
1 November, but since then has been 
rather quiet.

Accountants seem to have found their 
own way through the new requirements 
and we believe that many have taken a 
‘business as usual’ approach, changing their 
reporting methodology very little. This is 
perhaps something of a missed opportunity. 
Previously accountants might have found 
themselves reporting on breaches that 
didn’t really suggest client money was being 
put at risk.  Now there is more freedom 
to focus on the systems and controls that 
really matter, which gives us more scope to 
give focused, value added advice. 

4.  “Fewer accountant’s reports 
will be qualified under the new 
reporting regime”

The number of qualified reports made 
to the SRA has fallen, but perhaps not 
as far as we anticipated. 

The main issue causing practices to 
trip up seems to be the requirement 
to address residual balances on client 
ledgers. Since tightening its rules, the 
SRA has been very keen to ensure that 
firms are proactive in dealing with old 
balances in an organised, timely manner.  
When this does not happen, the SRA 
expects the accountant to report that 
fact to them.  

Practices acting as a bank is also high 
on the SRA’s radar. 

A look back at our 
predictions for 2016



SRA

1.  “There will be greater focus  
on the threat of cybercrime.”

Conmen are getting ever more 
sophisticated. We address this threat 
and discuss disaster recovery at our 
Cybercrime events on March 2, 22  
and 29 and will cover this topic again  
in detail in our next Focus.

2.  “Succession will continue to be a 
huge issue for many practices/more 
consolidation of existing practices.”

We continue to see mergers taking place 
within our own client base, and it is not 
limited to the smaller firms. There are 
no signs of this slowing down. This is 
not necessarily being driven by partners 
looking to retire.  Some larger firms 
have been deliberately acquisitive lately 
and succession continues to be a big 
contributing factor in the market. 

The number of new practice start ups is 
significant too.

3.  “The number of Alternative 
Business Structures (ABSs) will 
continue to rise”

There has been a steady trickle of 
new ABSs coming on to the market, 
but private equity investment, which 
remains cautious following some 
high profile failures, has not been the 
primary driver here. Instead, we see 
practices considering the ABS route to 
allow key individuals (and sometimes 
family members) to become owners, 
rather than to add non-legal activity or 
radically overhaul their operating and 
management structures.

4.  “SRA turnaround times will 
continue to improve.”

We are pleasantly surprised by the SRA’s 
positive endeavours towards dealing 
with applications, questions and general 
requests for assistance. The days of waiting 
for weeks or months for the SRA to process 
new practice approval applications appears 
to be a thing of the past.

PRACTICE ACCOUNTS/FINANCES

1.  “A new accounting standard – 
Financial Reporting Standard 102 
(FRS102) – will impact on larger LLPs 
and limited companies this year, and 
everyone else next year.”

No surprises with this one as the change 
to FRS102 has been on the agenda for 
a while.  The impact on the statutory 
accounts for larger practices that we 
work with has been largely unspectacular, 
aside from increased disclosure 
requirements. Smaller practices will 
need to adopt the new standards for 
accounting periods ending on or after 
31 December 2016, and we anticipate 
that most will not notice huge differences.

The bigger change is in respect of 
the format of the accounts that are 
actually filed at Companies House 
for small companies and LLP’s as the 
old ‘abbreviated accounts’ format 
disappears. Most practices will only 
prepare one set of statutory accounts 
in the future, rather than one full set 
for the owners, and a shorter set of 
accounts for the public record. 
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Don’t forget… use your tax 
allowances before 5 April 2017

HAZLEWOODS LEGAL TEAM WELCOMES NEW STAFF
It’s been another busy 12 months for our Legal Team and we are delighted to introduce three 
new members to the team to assist with our increasing client base and project work.

Hilary Evans joins the legal team as Director and she is looking forward to supporting 
Jon, Trish and Andy with their client work and special projects. She is an experienced 
accountant with a wealth of experience in the financial controls and reporting of SMEs 
and general business management. Hilary trained and qualified at KPMG in 1997, 
moved into operational roles in a global manufacturing business before establishing, 
developing and eventually selling her own award winning retail business. A keen 
musician and classical music lover, she sings with some notable chamber choirs 
at cathedrals and other prestigious venues across the country.

New Managers, Lilly Kantousis and James Burke, have also joined us recently. Lilly  
moves from a Big 4 practice where she qualified in 2013. She specialises in audit and  
assurance services, and has particular expertise in internal controls and compliance.  
James is an experienced general accounting professional and moves from a smaller  
firm of accountants in Worcestershire where he had a portfolio including many  
clients in the legal sector. It is also rumoured he enjoys the odd game of golf.

We have also welcomed two new trainees, Amie Reason and John Penswick, 
who joined the team in September.

DIVIDENDS

The current tax year saw the 
introduction of the new £5,000 tax 
free allowance on dividend income 
tax free for all individuals, irrespective 
of their earnings. Owners of 
incorporated practices should ensure 
that advantage has been taken of this 
allowance by declaring and paying 
dividends on or before 5 April 2017.

INTEREST RECEIVED

A new ‘Personal Savings Allowance’ 
was introduced from 6 April 2016. 
The allowance means that the first 
£1,000 of savings interest is tax free 
(this limit is £500 for higher rate 
taxpayers and nil for additional rate 
taxpayers). This is in addition to the 
existing £5,000 starting savings rate, 
which is available for those with non 
savings income of less than £11,000. 
Banks no longer deduct tax from 
interest at source, so it is essential 
all interest received is identified.

PENSION CONTRIBUTIONS

If your earnings exceed £100,000, your 
personal allowance goes down by £1 for 
every £2 earned above £100,000. This 
means your allowance is zero if your 
income is £122,000 or above. Taxable 
earnings can be reduced by making a 
pension contribution (or a donation to 
charity under the gift aid scheme).

On earnings of £122,000 a pension 
contribution of £17,600 (net of 20% 
tax) produces a tax saving of £13,200 
(60%), so definitely worth considering. 
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