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Practice 
structures
- one size 
does not fit all
We have written about this before, but look at
this.  Ten years ago, all of our legal practice
clients fell into two categories, partnerships or
sole practitioners.  Today, we have no fewer than
thirteen categories, as follows:

� Sole practitioners

� General partnerships

� Limited Liability Partnerships

� Limited companies

� Legal Disciplinary Partnerships: 
general partnership or LLP

� LLP’s with service companies

� LLP’s with corporate partners

� LLP’s with service companies who are 
also corporate partners

� General partnerships with service companies

� General partnerships with corporate 
partners

� General partnerships with service 
companies who are also corporate 
partners

� Any combination of the above with 
administration companies, property owning 
partnerships or LLP’s

� Individual companies for one or more 
partners in a general partnership or LLP

It will come as no surprise that tax efficiency
features very highly when advising practices on
structure.  Many of you will read about
practices reporting Profit per Equity Partner
(PEP) in the press.  They are missing the point
somewhat.  It is PTPEP (Post Tax….) that is
much more important!  Until the downturn,
some practices were also starting to focus on

seeking to achieve a structure that may suit
potential investors, but in our experience this
has faded away somewhat over the past twelve
months.

Multi entity combinations have become
increasingly attractive, particularly to medium
and larger sized practices.  Having a partnership
and a corporate entity within your structure
allows you to achieve the best of both tax
regimes, often with extremely significant tax
savings.  It can also be very useful when planning
for partner succession, and funding too.  You do
need to be careful though, as:

� SRA Code of Conduct needs to be complied
with at all times

� The arrangements need to be set up, and
managed, on a commercial basis to avoid
unwanted attention from the Revenue later on

� There will be additional record keeping

The planned reduction in rates of corporation
tax announced in the June 2010 budget will only
increase available tax efficiencies, particularly as
the rates of self employed national insurance are
set to increase on 6 April 2011.

For some time now we have been giving
consideration to further planning possibilities
once (and I suppose now, if) Alternative Business
Structures are available from October next year.
As an example, it is already possible to involve
partners’ spouses in the ownership of parts of
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certain legal practices, which opens up the
opportunity to remunerate them and use up
basic rate tax bands, saving tax of up to £10,000
of tax per spouse per year.  ABS’s should allow
the scope here to increase.

Finally, with the current and often restrictive
pensions legislation, a well thought out practice
ownership structure can allow all opportunities
here to be maximised, including your pension
fund being able to lend money back to your
practice and contributions in excess of the
restricted amounts either being made to
unregulated pension schemes (EFRBS), or a new
company.

We have years of experience here, and have
huge enthusiasm in helping you minimise your
practice’s tax burden as part of your present
drive to see off recessionary effects and
maximise retained, post tax profits.



LMS Benchmarking Survey
Earlier this year we produced the 10th edition
of the Law Society’s Law Management Section
Financial Benchmarking Survey. The survey is
considered to give the most in depth research
of its kind.

We were delighted to have been asked to
produce the report, having beaten off
competition from accountancy firms much
bigger than us.

Following the re-design of the questionnaire,
participation in the survey increased by 71% to
185 practices (108 in 2008). We gave it a fresh
new format and look in a bid to make it more
user friendly and improve readers’
understanding of the results. As in previous
years, there was a focus on three basic, but vital
performance measures: income levels, profits
and working capital, and we also looked in detail
at how the recession has impacted on practices.

This year we are aiming to increase the number
of participating practices to over 250, which
would make it the largest survey of legal
practices in the UK. Questionnaires will be sent
to all LMS members (approximately 2,000 of
them), together with our own clients, in July and
September, with a planned cut off date of 1
November 2010. The results will then be
collated and analysed, with the report going to

print in January 2011, 3 months earlier than
previously.

To help get things moving early, if you
would like to take part in the survey
please complete the questionnaire
enclosed with this Legal Focus. If you
would like the questionnaire emailed to
you (it is quicker and easier to complete
using Excel), please contact Andy Harris at
ach@hazlewoods.co.uk.

As an added incentive to take part, we
have agreed with LMS to give a year’s
free membership to all participating
practices - a saving of £135. Participants
will also receive a free copy of the final
report (normal cost £150, or £75 for LMS
members), and an individual booklet comparing
their results to those for the survey in a wide
range of areas.

We really hope that you will take part, and help
us make this survey the best in the market
place.

New LLP SORP
issued
The Consultative Committee of Accountancy
Bodies (CCAB) has recently issued a revised
Statement of Recommended Practice (SORP) on
Accounting by Limited Liability Partnerships.  The
new SORP is effective for accounting periods
beginning on or after 1 January 2010, and applies
UK Generally Accepted Accounting Practice
(GAAP) to LLPs incorporated in Great Britain.

The revisions incorporate amendments to FRS 25
- Financial Instruments: Presentation, and require
some LLPs to reclassify liabilities to members as
equity when certain conditions are met.

The amendments affect the treatment of what
are technically known as ‘puttable instruments’,
and obligations arising on liquidation. A puttable
instrument is a financial instrument that gives the
holder the right to put the instrument back to
the issuer for cash or another financial asset, or is
automatically put back to the issuer on the
occurrence of an uncertain future event or
retirement of the instrument holder.

The rules relating to puttable instruments are
complex, but generally speaking, where the LLP
members provide a service and receive a profit
share in return, as will be the case for the vast
majority of legal practice LLPs, any capital
introduced by the members will be shown as a
liability in the LLP’s Balance Sheet, unless the LLP
has an unconditional right to refuse to repay it.
In addition, provided no element of the
members’ remuneration is clearly identifiable as a
return on capital introduced, the allocation of
the profit for the year will be shown under the
heading ‘Members’ remuneration charged as an
expense’ in the Profit and Loss Account.

These days, more and more practices are
beginning to introduce corporate partners into
their practice structure, often to take advantage
of falling corporate tax rates. Where the profit
share being paid to the corporate partner is
clearly identifiable as a return on amounts
subscribed, as opposed to a reward for services
provided, the corporate partner’s capital account

balance may need to be shown as equity on the
LLP’s Balance Sheet, and its profit share may
need to be analysed separately to the profits
paid to all other members.

In reality, the new SORP is unlikely to have
much, if any, commercial impact on legal
practices.  Even where the new rules do apply,
any changes to a practice’s accounts are likely to
be presentational only.

For more information, please contact Andy
Harris on 01242 237661.

Andy Harris
Legal Team Director



There is due to be a rewrite of the Solicitors’
Code of Conduct, which is scheduled to take
effect from 6 October 2011, with the aim of
both simplifying the existing structure of the
code, and clarifying some of the rules.

Despite the proposed changes, as far as the
Solicitors’ Accounts Rules are concerned, the
overriding principle of the safeguarding of client
money remains in place and the structure and
wording of the Rules will not be drastically altered. 

Rather than redrafting the Rules from scratch,
the changes will aim to focus some of the
existing wording and, in certain cases, leave the
interpretation of the Rules more open to the
discretion of solicitors and their reporting
accountants.

That said, there have been some fairly major
revisions, as follows:

� The Rules will recognise the concept of a
Multi Disciplinary Practice (MDP) - that is, a
practice licensed to provide a range of
different services, some of which are not
regulated by the SRA.

� A new category of money - “out of scope
money” - has been introduced. At present
there is limited guidance over what this is
and how it should be treated. 

In simple terms, this applies to MDPs only
and refers to ‘money held or received by an
MDP in relation to those activities for which
it is not regulated by the SRA’.

The updated Rules will not require out of
scope money to be recorded in the client
ledgers, i.e. there will be no need to include
an out of scope column in your ledgers in
addition to client and office monies. 

On the face of it, rather than providing
clarity, this might actually lead to situations
where rules are breached inadvertently due
to ‘off ledger’ transactions, which might have
an impact on the overall service offered by
an MDP firm. 

Furthermore, there might also be a risk of

conflicting rules between the SRA and other
regulators in respect of the treatment of out
of scope monies, a good example perhaps
being in respect of the treatment of
‘earmarked’ monies.

It will therefore be interesting to see how
and if this section of the Rules is refined by
the time the amended Rules come into
effect. 

� Significant changes to the Rules relating to
the calculation and payment of interest on
monies held in a client account are
proposed. The prescribed calculation table
detailing minimum amounts held for the
corresponding lengths of time will be
removed, as will the de minimis £20 limit
below which interest does not need to be
paid. 

In their place, the concept of paying interest
‘when it is fair and reasonable to do so in all
the circumstances’ will be introduced. It will
be down to the discretion of the practice to
decide if, and indeed how much, interest
should be paid and at what level any de
minimis limit should be set.

Practices will also be required to have a
written policy in place regarding the
payment of client interest.

� The changes include a relaxation in the rules
relating to interest on any client designated
deposit bank accounts (DDAs) that may be
held.

Whereas the present Rules require every
penny of interest earned on a DDA to be
credited to that particular client, the new
Rules would treat this type of interest in the
same way as general client account interest.
The Rules do not yet specify exactly how
this would work in practice, and hopefully
there will be guidance on this at some point.

Other less major alterations that have caught
our attention are as follows:

� The definitions of client and office monies
have been moved out of the Guidance

Notes and now form part of the main body
of Rule 13. The principles of what constitutes
client and office money appear largely
unchanged.

� Some clarification to the definition of money
earmarked for costs - this ought to be good
news, but there will still undoubtedly be
questions.

� New rules dealing with the receipt of hard
copy bank statements (these must be
obtained from banks) and the need to save
copies of these statements in a practice’s
computerised accounting system in a format
that cannot be altered.

� Hard copy statements will no longer need to
be held where a practice deals with a client’s
own account, but only where online
statements are available and these are saved
to the practice’s accounting system as above.

In summary, the changes are intended to
simplify and clarify the existing Rules. In reality,
some of this simplification might lead to more
questions. We will probably need to wait a little
longer to see what the final draft of the Rules
will look like, but it seems to us that based on
the current draft wording that we are all in for a
period of uncertainty in some areas. Hopefully,
the SRA will be preparing itself to offer decisive
and clear advice when it is required (or is this
wishful thinking?).

For more information please contact Ian Johnson
on 01242 237661 or email irj@hazlewoods.co.uk 

New 
Solicitors’ 
Accounts Rules 
on the way

Ian Johnson
Legal Team Manager



Kirsty Lightowlers
Tax Manager
t: 01242 237661
e: kirsty.lightowlers@hazlewoods.co.uk

New Tax
Manager for
our Legal
Team
We are delighted to welcome Kirsty
Lightowlers into our Legal Team.  Kirsty is a
qualified Chartered Accountant, and joined
Hazlewoods in 1995.  She currently has a
similar role in our Vets Team.  

So, it’s a move from paw to law for Kirsty, and
super to have an internal transfer compared
to having to recruit from outside.

We will also be welcoming two new graduate
trainees into our Legal Team in September,
taking our dedicated team to 25.

The Business Payments Support Service (BPSS)
has been a great help to practices experiencing
cash flow challenges as a result of the economic
climate. It does this by providing a quick
response to requests to reschedule tax
payments as part of a time to pay arrangement.  

Successes
The Government is keen to emphasise that in
the first 15 months the BPSS agreed
approximately 300,000 time to pay
arrangements valued at £5.13 billion. We have
certainly had some fantastic successes in
agreeing realistic payment plans for our legal
practice clients. However, with the Revenue
becoming increasingly stretched (and
presumably this will get worse given the public
spending cuts announced in the Emergency
Budget), we are seeing it becoming more
difficult to agree time to pay arrangements.
Sadly, the initial outcome at least seems to
depend too much on which Revenue officer
you are able to speak to. 

It’s still
tough out
there
A number of practices are still finding it very
tough.  We have advised so many over the
last eighteen months, and have gained
valuable knowledge of approaches which
work well, less well, and not at all.  Do feel
free to speak to us.

The questions 
When requesting a time to pay arrangement it
is important to be prepared for the questions
that you will be asked. The likely questions include:

� What is the practice’s monthly turnover?
� What drawings/dividends are the

partners/shareholders paid each month?
� What assets does the practice own?
� What outstanding bank loans and overdrafts

does the practice have?
� What is the practice’s creditors and debtors

position?
� What is the balance of the practice’s bank

account?
� What is the cash flow position of the

practice?
� Have the owners put any money into the

practice in the last twelve months?
� For legally aided practices, how much is

owed to the practice by the Legal Services
Commission?

� Have the Legal Services Commission told
the practice of a payment scheme?

� How will the practice meet its tax liabilities
in the future?

The future of the BPSS
During what turned out to be Mr Darling’s last
Budget speech, in March, he indicated that the
BPSS and time to pay scheme would continue
for the whole of the next Parliament. As yet,
there have been no announcements on the
BPSS by George Osborne, so we assume it is
going to continue, and also hope the
consistency of service will improve.  

What next?
If you or your practice are going to find it
difficult to pay any tax liabilities, be they income
tax, VAT or PAYE, do contact us as we can deal
with the BPSS for you.  

Is the Business
Payments Support
Service 
(Time to Pay)still working?



Cheltenham Office:
Windsor House

Bayshill Road, Cheltenham, 
GL50 3AT

Tel: 01242 237661   Fax: 01242 584263

� Audit under the Solicitors' Accounts Rules
� Accounting
� Practice strategy planning
� Income recognition advice
� Partnership mergers/acquisitions
� Taxation - compliance and planning
� Practice structure planning, including LLP

conversion, limited company incorporation
and combinations

� Practice finance and performance reviews
� Improving fee earner and non fee earner

efficiency
� Benchmarking against similar practices
� VAT and Stamp Duty
� LEXCEL consultancy
� Partnership changes
� Remuneration planning
� Goodwill valuations

� Expert witness work
� Business plans (including financial forecasts)
� Raising finance
� Advice on practice administration software
� Financial services
� Trusts and estates

Our legal team are happy to discuss matters arising from this newsletter, 
as well as any other issues relating to your business or personal financial affairs.

The services we provide include:

Jon Cartwright 
LLP Partner

Patricia Kinahan
LLP Partner

Andy Harris 
Director

Ian Johnson 
Manager

Ellen Jarvis
Manager

Kirsty Lightowlers
Tax Manager

Julian Millinchamp
Senior VAT Manager

Gill Kempster
Tax Manager

Helen Richmond 
Tax Manager

Hazlewoods Legal Team

www.hazlewoods.co.uk
This newsletter has been prepared as a guide to topics of current financial and business interest. We strongly recommend you take professional advice before 

making decisions on matters discussed here. No responsibility for any loss to any person acting as a result of this material can be accepted by us.
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