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Welcome to our legal 
sector newsletter which 
should provide something 
of interest to most law firm 
managing partners, finance 
management and COFAs.

We have articles on profit improvement, tax expense claims and 
financial planning help for partners along with an update on the 
new SRA accounts rules taking effect from November 2019 and 
the topical issue of cyber security. 

Our legal sector team has just completed a survey for a group 
of UK law firms and an interesting feature it identified was a 
change in the primary areas of future concern for firms. Amongst 
participants the focus, for the first time in five years, has shifted 
away from recruitment toward cash and process management. 
This is consistent with our own experience across the 2019 
reporting season. 

Process and productivity (or profit improvement) has taken 
a more prominent focus in many firms and we have seen 
investment of management time looking at factors such as 
time capture, matter process management, client management 
training for fee earners, revision of management information 
and KPI monitoring. All of these actions are designed to improve 
gross margin in firms.

Many law firms have also been reporting cash reductions. There 
have been many reasons for this including lower profitability, 
payment out of tax from more profitable prior years along with 
current accounts and considerable investment in IT platforms. 
Cash reductions led firms to review their external debt and 
capital funding arrangements, as well as refocusing on lock up 
management which in our experience has slipped slightly in 
many firms in 2019.

At the same time, we have also seen headcount growth stabilise 
compared to recent years and recruitment fee expenditure 
decline except perhaps in a couple of areas, such as private 
client teams and certain areas of litigation.

We would be very happy to review financial performance in your 
firm and help you improve your profit margins and PEP. In the 
meantime, some benchmarking headlines we have seen during 
the 2019 results season would include growth in earned income 
in firms of 3%-8% (2018 7%-12%) with typically half of this growth 
flowing through to increases in PEP. In many firms, as noted, cash 
has reduced and there have been slight reductions in partner 
numbers.

In terms of law firm activity our specialist legal sector team has 
been busy on a range of projects for law firms including mergers, 
re-financing, external investment, employee ownership models 
and incentive schemes.

The financial outlook at present seems more sedate in law firms. 
The quarter and half year results in 2019/20 seem lack lustre in 
many firms we have seen. This combined with a hard PII renewal 
this year is placing pressure on firms. Hopefully this is a short 
term effect of economic turbulence.

The next 12 months are likely to need to require some very 
close financial management of people capacity in law firms and 
reacting quickly to trends is important for the long term financial 
health of firms for all its stakeholders. Monitor matter starts, 
monitor time recorded, monitor recovery rates and take action 
where needed.

Finally our team are always here to provide you with guidance 
and support. We hope the articles in this edition are of interest to 
you and please do get in touch if we can help you in any way.

A N D R E W  A L L E N
PA R T N E R  A N D  H E A D  O F  L E G A L  S E C TO R
andrew.allen@pkf-francisclark.co.uk



P L A N N I N G  F O R  P R O F I T

Power in law firms has, for many generations of lawyers, been associated 
with the lawyers who have the largest fee portfolios as it has been seen that 
these people clearly make the greatest profits. In the same way, management 
information has tended to focus on the number of hours worked and the 
billings of individual fee earners, rather than on the amount of profit actually 
made. The earliest point at which there has been any real consideration of 
profit is in the management accounts produced after the matter has completed, 
and even then it is not normally possible to relate the profit earned back to 
individual matters.

With increasing market pressure on fee rates, there is growing evidence 
that it is possible to do work for a client and generate a large fee for the firm 
while actually generating a loss, as the rate being charged does not cover the 
full cost of the resources being used. The cost structure of firms varies but 
typically, when discounts of more than one third on headline rates are given 
then this would result in the firm now undertaking the matter at a loss.

So, what can be done to give fee earners a greater understanding of whether 
or not they are actually profitable? A growing number of firms have recognised 
the need for much stricter 'up front' matter planning where the fee earner is 
asked to plan the most effective way of undertaking the task and to consider 
the likely profit in addition to the fee being charged. Fee earners require a 
checklist of things to consider at the outset which can lead to cost efficiency 
without diluting the quality of what is being provided to the client. This list 
would include many things such as delegating more, making better use of 
existing know-how, considering getting the client to do more of the work and 
thinking about the control of the timetable as one of the most common causes 
of cost overrun is delay.

The fee earner preparing the matter plan would also need to consider the most 
appropriate way of charging for the service being provided, whether that is 
on the time spent, some type of fixed fee arrangement or even a performance 
related mechanism. Once there is an understanding of how costs are going to 
be controlled and the fee is to be charged, it is possible to use spreadsheets 
to predict the likely fee, costs and hence profit of the assignment. This is of 
great importance to the fee earner, as before the matter starts it is possible 
to see the likely fee which is of interest to the client and the anticipated profit 
which should be the main concern for the fee earner. Once the spreadsheet 
is established, it is possible to quickly experiment with alternative ways of 
delivering the service, which will hopefully still meet the expectations of the 
client on the price but which might generate a greater profit to the firm.

The danger for any firm that does not start to operate in this way is that with 
constant pressure on fee rates and margins, the firm may still manage to 
maintain overall fee levels but perhaps with a terminally declining profit margin.

TAYLOR MOWBRAY
C O N S U LTA N T
taylor.mowbray@pkf-francisclark.co.uk



E X P E N S E  C L A I M S  
F O R  TA X  P U R P O S E S  
A GUIDE FOR SELF-EMPLOYED LAW FIRM PARTNERS

As many partners gear up for the Christmas break the thought of their annual self-assessment tax return will be a distant thought. 
Whilst many will have already started to collate the information for their accountants, including personal income and pension 
contributions, one area that is often overlooked is that of personal expenses. If considered properly, this can help reduce tax liabilities 
further and for those falling in marginal rate tax brackets, or in some cases increase the annual allowance for pension provision, this 
can be a very worthwhile exercise.

So what should people be looking for?

HOME EXPENSE CLAIMS

Flat rate allowance - working from home

The flat rate method works on an assessment of hours worked 
from home per month (minimum 25 hours) and are as follows:

This effectively caps the maximum claim at £312 per annum, for 
a 40% tax-payer the tax saving is a maximum of £125 per year, or 
for a 60% marginal rate tax-payer £187.

The benefit of this method is that individuals do not need to 
maintain and retain detailed records to justify the claims made 
but it is clear that the level of the flat rates do not, in the majority 
of cases, accurately represent the true cost of an individual 
working from home. In addition to this, the flat rate does not take 
into account business use of telephone or broadband costs, 
which must be claimed separately.

As technology advances and the growth of flexible working 
arrangements continue to grow, the associated costs increase and 
for those working in excess of 101 hours per month (three days a 
week) there are benefits in taking the time to calculate this spend 
more accurately to reflect the true cost.

Detailed calculation method - working from home

This is an alternative approach to using the flat rate allowance 
mentioned above. An individual can make reasonable claims  
for business use of their private residence using calculation  
of a proportion of costs incurred. These costs include:
• Heat, light, power and metered water charges
•  Council tax, insurance, mortgage interest or rent and cleaning 

costs

These costs can be claimed in proportion to the costs of a 
room(s) used at times for business purposes.

A simple method for determining these costs is either to look 
at square footage of the area used compared to the overall 
property or on a simple room basis (excluding kitchen and 
bathrooms). 

So for a typical three bedroom house with five rooms (excluding 
kitchen/bathrooms) where an office/spare room is used at times 
for work, one fifth of applicable costs could be used, adjusted by 
the percentage the home office is used for work activities.

If a room is used exclusively for business use, then this will have 
negative implications for main residence tax relief for capital 
gains purposes on a sale of the home. It is important that where 
there is non-exclusive use of the room(s) then the claim for 
income tax relief reflects this fact.

Hours per month Flat rate (£)
25 - 50 £10
51 - 100 £18

101 and more £26

Back in April 2013 HMRC introduced the simplified expenses regime. These flat rate allowances were introduced with the aim of 
reducing the administrative burden for taxpayers and primarily covered working from home and business use of personal vehicles.  
They are amounts that are simply deducted from taxable earnings when an individual’s personal tax return is prepared. 

The purpose of this article 
is to help self-employed 
partners in law firms consider 
mechanisms to maximise the 
tax relief they can legitimately 
claim as a result of costs they 
incur personally that relate to 
undertaking their business.





OTHER HOME EXPENSES

Telephone and broadband costs would be restricted to 
the business use element so would require a log to be 
maintained of business calls which would then be used 
to calculate an apportionment of the monthly line rental 
charges. However, the claims here can be worth the extra 
effort.

For example, assuming an average phone and broadband 
bill of £500 and some annual stationery costs of £100 with 
80% business use. This equates to an expense claim £480 
which for an individual with taxable income of between 
£100,000 and £123,700 represents an annual tax saving of 
£288.

Consistent with the other home expenses claims, such relief 
is claimed through the preparation of the partnership tax 
return and does not need to impact on the financial accounts 
of the law firm itself.

CAPITAL ALLOWANCES ON 
BUSINESS RELATED EQUIPMENT

Finally, one area that is consistently overlooked by self-
employed law firm partners is the availability of capital 
allowance claims for new personal computer equipment 
purchased and used for business purposes.

Whilst restricted to the business use element these claims can 
be a very efficient way of reducing overall taxable income.

For example, a computer and printer package at a cost of 
£1,000 used 90% for business use would attract 100% capital 
allowance relief in year one. In the example above for a 
marginal rate tax payer, this would equate to a reduction in 
their taxable income of approximately £900 creating a tax 
saving of circa £540.

It should also be noted that relief here is not specifically 
restricted to computer equipment but could cover a 
considerably wider range of such items where there is clearly 
a business use/need for the item.

The added benefit of the capital allowance claim is that they 
can potentially be timed to ensure that the most beneficial 
tax saving is achieved (i.e. when the partner has the highest 
marginal rate of tax). This provides some added flexibility to 
the tax-payer.

If the partnership purchases the computer on your behalf 
then it may be possible to reclaim the business use as an 
element of the VAT which further reduces the cost of the asset 
purchase to the partner and need not represent an expense to 
the law firm in terms of a profit and loss account charge. Whilst 
such VAT reclaims are possible they are less straightforward 
than the capital allowance claim itself.



SIMPLIFIED MOTOR VEHICLE 
CLAIMS 
MILEAGE CLAIMS FOR THE SELF-EMPLOYED

Simplified motor vehicle expense claims centre primarily 
over the use for business trips and associated mileage 
claims which most individuals will be familiar with. However, 
as a reminder: A self-employed individual under the 
simplified expenses regime can claim mileage for business 
use of personal vehicles based on the following approved 
mileage rates (these cover both fuel and maintenance costs):

Such amounts, when received by the self-employed partner 
do not represent taxable income in their hands and the law 
firm is able to claim tax relief against its trading profits for the 
payment (i.e. as a profit and loss account expense).

It is important that individuals maintain detailed records of 
business mileage and ensure that claims are made in full 
each year to maximise this benefit.

It is also worth noting that if the firm uses approved rates for 
partners (which are lower than in the table above) then an 
individual partner can claim the additional amount through 
the partnership tax return. 

One word of caution - such claims are not available to 
vehicles on which capital allowances have previously been 
claimed.

In addition to mileage claims, self-employed law firm 
partners can make claims for all other business travel 
expenses paid for privately, e.g. train travel and parking 
charges.

The term 'privately' in this case means where the expense 
has not already been claimed in the profit and loss of the law 
firm - so the partner paid the expense personally and did not 
reclaim it from the law firm, or where the expense is met by 
the law firm but charged to the partners individual drawings 
accounts.

One point that is often overlooked is that the approved 
mileage rates do not include any allowance for interest costs 
where loans are taken out to fund the purchase of a vehicle. 
Therefore an appropriate percentage of the loan interest 
(though not the capital repayments) can be claimed. The 
percentage is calculated by dividing the business miles for  
a year by the total miles travelled in that year.

First 10,000 miles - 45p
After 10,000 miles - 25p

For someone driving 11,000 miles a year the claim  
would be:
10,000 x 45p = £4,500
1,000 x 25p = £250

Therefore, a total claim of £4,750.

(There is a 24p per mile rate for motorcycles.)

DETAILED MOTOR RUNNING AND 
CAPITAL ALLOWANCES CLAIMS ON 
VEHICLES USED FOR BUSINESS 
PURPOSES

There is an alternative method to using the mileage rate 
method set out above which involves claiming a proportion 
of running costs of the vehicle and claiming a proportion of 
the capital cost of the vehicle over time through a ‘capital 
allowance’ claim.

This method is more cumbersome to calculate but can be 
more beneficial for individual partners from a tax viewpoint. 
It can only be used where mileage claims are not also made 
by the self-employed law firm partner. You cannot change 
basis partway through the ownership cycle of a vehicle.

With this in mind why should an individual consider the 
capital allowance route over the mileage claim route? It will 
depend on the type of vehicle and this is where it gets a bit 
technical!

•   For cars with CO2 emissions in excess of 130g/km the 
vehicle qualifies for the special rate allowance of 8%

•   For cars with CO2 emissions of 75g/km - 130g/km 
the vehicle would qualify for an annual writing down 
allowance at a rate of 18% (restricted to the business 
use proportion).

However for energy efficient vehicles with CO2 emissions 
of 75g/km or lower, the vehicle would qualify for enhanced 
reliefs of 100%. Whilst historically some may contest that you 
cannot buy a ‘reasonable’ car that meets these criteria, car 
manufacturing advances mean this is no longer the case so 
it is an avenue worth exploring.

Depending on the vehicle type, a capital allowance claim 
may be more beneficial in the short term as it will allow an 
individual to accelerate the tax relief available into the year 
of acquisition. However, this cash-flow advantage needs to 
be weighed against the inability to claim mileage rates in 
future periods.

If a capital allowance claim is made then the individual could 
still claim a proportion of general servicing and maintenance 
costs on an annual basis, with a potential further claim 
in respect of the fuel used for business purposes. HMRC 
provide advisory rates for employees using company cars in 
this fashion and whilst not specifically prescribed for the use 
by self-employed individuals, they could be used as a guide 
for setting a suitable rate. Typically, the claimable amount is 
in the region of 11p per mile.

The alternative would be to keep a detailed record of all 
running costs e.g. fuel, repairs, insurance etc. and claim the 
relevant proportion of those costs as an alternative to the  
11p per mile.

Based on the above, a capital allowance claim will usually 
only be beneficial in the long-term for those looking to 
acquire a low emission vehicle with high business use.



WHAT IF MY FIRM HAS A POLICY OF PAYING 
PARTNERS A MILEAGE RATE BUT I  PERSONALLY 
WANT TO UNDERTAKE A DETAILED CLAIM?

This is possible; the fact the firm pays you a mileage rate in lieu of your 
motoring costs does not tie you to adopting this approach personally. You can 
simply calculate the claim for you personally (see previous page) and claim 
the additional tax relief this gives you when compared with the mileage rate 
scheme (the non-reimbursed element of the expenses).

However, as noted previously, you cannot change between the methods 
you personally use during the life of an individual vehicle you are using for 
business purposes.

HMRC has two simplified schemes which make it ‘easy’ for self-employed 
partners in law firms to claim tax relief for the business use of their home and 
vehicle.

However, whilst the simplified expense regime provides a quick method for 
calculating year end expenses, with a little bit of effort, planning and thought it 
is possible to maximise these claims further, and whilst in isolation the savings 
may not seem that significant, in aggregate the marginal gains achieved can 
be worthwhile - and in many cases they are annual savings.

In addition simply by taking the time to consider your expenses in more detail 
can help you identify all potential eligible expenditure. Again, this can often 
lead to annual savings.

The UK currently has a number of high marginal tax rates depending on 
income levels and in these income bands it is particularly attractive to seek 
to maximise the tax reliefs available. As highlighted in this article, there is an 
effective 60% marginal rate on income between £100,000 & £123,700. On 
income over £150,000 the tax rate is 45%, and for those with child benefit 
in the household then there can be some quite significant marginal rates on 
income of between £50,000 and £60,000.

As a claim for the expenses referred to in this article must be made via 
the partnership tax return, it is important that you provide the appropriate 
information promptly so as to not hold up the preparation of the partnership 
tax return and thus delay preparation of the tax returns for your partners!

SUMMARY

If you can answer 'yes' to any of 
these questions you should be 
able to reduce your annual tax bill 
by taking some time to consider 
the information you provide your 
accountant each year to prepare your 
personal tax return:

•   Do you work from home from time 
to time?

•   Do you use electronic or computer 
equipment and software at home 
which includes an element of 
business use?

•     Do you incur other domestic 
expenses which include an element 
of business use (e.g. phone or 
broadband)?

•   Do you use a personal vehicle for 
undertaking business mileage?

PKF Francis Clark has a dedicated 
team of legal sector specialists who 
would be pleased to assist law firms 
and their self-employed partners on 
the above topics.

PERSONAL CHECKLIST

STEVE YORK
TA X  D I R E C TO R 
steve.york@pkf-francisclark.co.uk
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AS 'D-DAY'  APPROACHES DO YOU HAVE ALL YOUR DUCKS IN A ROW?

Unless you have had your head well and truly buried in the sand this summer (on some exotic beach perhaps) you will know that 
the new SRA Accounts Rules, as part of the new SRA Standards and Regulations, come into force on 25 November for all law firms.

These rules have been finalised for several months and there will be no excuse for not knowing and acting on any implications for 
your own accounting procedures and systems for dealing with client money.

Whilst we have covered a number of these issues in earlier newsletters, they are worth a revisit and update as the date for 
implementation approaches.

2011 RULES COMPLIANCE 
VERSUS 2019 RULES 
COMPLIANCE 

It is fair to say that if a firm is currently 
compliant with the SRA Accounts rules 
2011 very little will need to change. By 
and large ‘adopting’ 2011 Rules from 25 
November will ensure the firm is meeting 
the requirements of both the principles 
and the detail of the 2019 Rules. 

While there is no substitute for a full 
reading of the rules (which won’t take 
long) and the relevant SRA guidance 
here are a few reminders of some of the 
main points.

TREATMENT OF 
DISBURSEMENTS

The definition of client money includes, 
at 2.1(d), money held or received 
“In respect of your fees and unpaid 
disbursements if held or received prior  
to delivery of a bill for the same”. 

One point to note from this is that there 
is no longer any distinction between 
professional and non-professional 
disbursements. The issue is rather 
whether or not the disbursement is one 
for which the firm or the client is liable*. 
As part of the simplification of the rules 
there is now consistency of treatment 
- by way of essentially a ‘relaxation’ of 
the rules regarding unpaid (but incurred) 
professional disbursements and a 
slight ‘tightening’ of the rules regarding 
unpaid (but incurred) non-professional 
disbursements.  

The rules require that for money for 
an unpaid disbursement, for which the 
firm is liable, to be treated as non-client 
money (office money to you and me!) it 
needs to have been notified in writing to 
the client or the paying party. So money 
for incurred but unpaid search fees, for 
example, can’t just be transferred to the 
firm’s account without first notifying the 
client (unlike the current rules).

*Note: money held for the payment 
of stamp duty land tax and HM Land 
Registry registration fees will still be 
client money as they are the personal 
liability of the client. Likewise money for 
anticipated disbursements remains client 
money under the new rules.



TIMEFRAMES 

Note that the rules do not include any 
specifically defined timeframes. There  
are still a number of things that the firm 
must do promptly, such as pay client 
money into client accounts, but the 
principles based approach allows the  
firm to determine what this should mean. 

This doesn’t allow huge scope by any 
means but might, for example, allow a 
firm with no local bank branch, a part-time 
bookkeeper and/or a sole practitioner to 
meet this requirement by banking client 
cheques received less often than every 
other working day.

Firms should review each area of the 
rules and, where necessary, ensure they 
have a written policy for the dealing with 
things in a suitable time frame. Some 
key relevant areas of the rules being: 2.3 
(banking); 2.5 (repaying balances); 4.2 
(firm’s money into business account); 4.3 
(transferring money for billed costs); and 
6.1 (correcting breaches). These can of 
course mirror the time frames set down in 
the 2011 rules.

CLIENT ACCOUNT 
RECONCILIATIONS 

One area where the new rules are pretty 
categorical is in respect of the absolute 
requirement for the COFA or a manager 
to properly review each of the required 
three way five weekly reconciliations and 
sign the reconciliation as evidence of the 
review. 

While it is fair to say that this works  
well already, in a majority of cases  
there are still firms where either: such  
a review isn’t undertaken; or the review 
isn’t undertaken in a reasonable time 
frame; and/or the reconciliation isn’t 
fully understood; and/or the review isn’t 
evidenced.

This will continue to be a fundamental 
control over the handling of client money 
and firms will need to ensure they have 
the requisite procedures in place and 
evidenced.

GUIDANCE FROM THE SRA

In the run up to 25 November the 
SRA promised to publish some further 
guidance to assist firms with the new 
rules. Much of this was published 
(alongside other guidance relating to the 
Standards and Regulations) in July 2019 
and can be found at sra.org.uk/solicitors/
guidance/guidance.page

Much of this is a review and reworking 
of existing guidance but is worth taking a 
look at. 

Again, at the time of writing we 
understand that the SRA will be issuing 
some further rules related papers before 
25 November, namely; an updated 
warning notice on the prohibition on 
providing banking facilities through 
client account; and the ‘prescribed 
circumstances’ for dealing with residual 
balances that the firm has not be able to 
return to the client. 

IN SUMMARY, OLD TO NEW

Although as already mentioned above, 
compliance with 2011 rules broadly leads 
to compliance with 2019 rules, there are  
a few potential pitfalls. 

For many firms, changes are likely to 
be required in respect of some of the 
following:

•   Treatment of unpaid incurred 
disbursements

•   Reviewing and signing off client 
account reconciliations (if not signing 
currently)

•   Holding LAA money for costs outside of 
client account

•   Treatment of agreed fees money

•   Reconciliations of clients own accounts 
operated as signatory (see above)

Additionally, some firms could consider 
the following areas where they may look 
to make changes:

•  Definitions of 'promptly' relating to:
    -  Banking receipts
    -  Transferring money for billed costs
    -  Separating ‘mixed monies’
    -  Remedying beaches

•   Holding ‘client money’ outside of  
client account under rule 2.2

•  Scope to opt for a ‘no interest’ policy?

•   Contracting out all or in part through 
the use of TPMAs (SRA authority not 
necessary)

WHAT ELSE SHOULD FIRMS BE 
DOING RIGHT NOW?

Bearing in mind that from 25 November 
the 2011 rules won’t exist as such, even 
where a firm decides to adopt everything 
it can from those rules, there will need 
to be evidence of the procedures and 
policies for ensuring compliance with the 
2019 rules. In our view, this means an 
‘accounting manual’ which might mean an 
update to an existing record or it may be 
first time production.

This will be important from a number of 
perspectives:

External purposes

•   It provides evidence to the regulator of 
how the firm ensures compliance with 
the rules and principles

•   It sets down for the firm’s reporting 
accountant the framework against 
which (alongside the rules themselves) 
they will carry out their review and 
report

Internal purposes

•   It will ensure clarity for both the 
accounts and fee earning teams of the 
firm’s procedures for compliance

•   It will assist the COFA in determining 
whether a breach has occurred and 
in assessing the seriousness of any 
breaches

•   It will be vital when training new staff 
involved in dealing with client money 
- particularly as differing systems and 
procedures evolve over time across 
different firms. There will no longer be  
a ‘one size fits all’ approach

HOW WE CAN HELP

We have been helping firms in a  
number of ways:

• Give advice on changes to:
   - Comply with new rules
   -  Bespoke (appropriate) optional 

changes to 2011 rules for the firm
   -  Documentation of agreed policies  

to support Outcome Focussed 
Regulation 

•  Assist with the overall documentation 
of control systems and COFA role 
for OFR

•  COFA 1:1 training to help key 
individuals discharge their 
obligations effectively

•  Provide in-house training for 
cashiers and accounts teams the 
new rules

If you would like to discuss any of 
these, or any other SRA Accounts  
Rules related issues further, please 
contact Janet Taylor.

janet.taylor@ 
pkf-francisclark.co.uk

JANET TAYLOR
D I R E C TO R



I N T E L L I G E N T  F I N A N C I A L  P L A N N I N G  C A N  B E N E F I T 
L AW  F I R M S ,  T H E I R  M E M B E R S  A N D  C L I E N T S

We will cover tax efficiencies and reliefs, protection for the business should 
harm come to key personnel and also how financial planning can enable 
firms to offer attractive remuneration and tax packages and additional 
employee benefits for their members and staff.

FOR FIRMS

We will provide an overview for personal tax planning, now the most 
common tax planning opportunity of pension contributions, has become 
more restrictive for those with gross incomes over £150,000. We will also 
look at alternative tax efficient investment vehicles and retirement planning.

FOR PRIVATE INDIVIDUALS

Is your firm taking advantage 
of efficient tax, investment 
and insurance opportunities? 

In this article we take a look 
at key ways in which sound 
financial planning can help 
law firms, their employees 
and clients.



I N T E L L I G E N T  F I N A N C I A L  P L A N N I N G  C A N  B E N E F I T 
L AW  F I R M S ,  T H E I R  M E M B E R S  A N D  C L I E N T S

Business protection covers a wide range of areas where tax 
efficient vehicles exist to provide continuing coverage for key 
employees. The vehicles allow law firms to claim tax relief on the 
costs and potentially reduces the cost for the individual, whilst 
providing attractive and tax efficient remuneration packages. 
There are key issues which law firms need to consider.

Partner protection  
What does your members' agreement state will happen on the 
death of a member or their serious illness? Does it provide for 
the membership interest to be paid out either to the ill partner 
so they can retire or to the deceased’s estate? How would the 
members raise the capital to do this?  

A partnership protection policy can provide the funds to achieve 
this, ensuring the remaining members retain full control of the 
business whilst the deceased’s family members' interest and tax 
accounts receive a fair value for the interest. If the premiums 
are paid by the business, they may or may not be treated as 
drawings; either way, tax relief is not claimed at this point in order 
to avoid a payment under the policy being taxable in the future.  
As the policy is written into trust for the benefit of the remaining 
members, there is no inheritance tax liability and use of a cross 
option policy ensures that the arrangement remains a bone fide 
commercial agreement so business relief is not lost.

Relevant life plan
Would you like to provide bespoke death benefits for your senior 
employees? Although not available for equity members, this is 
essentially a term assurance plan which is a valuable death in 
service benefit which law firms can provide to senior employees 
as part of their remuneration package if they do not already 

have a group life cover scheme in place or wish to offer different 
benefits. Relevant life plans are usually viewed as an allowable 
expense by HMRC so all premiums and paid benefits qualify for 
full income tax, national insurance and corporation tax relief.

Key person cover
Do you have a member(s) of staff that has a direct impact on the 
firm’s profits, brand, client base, such as a salaried partner, fee 
earner or key member of the management team? 

How would the firm manage if that person were to die or become 
seriously ill? Could they easily be replaced? What would happen 
to the firm’s performance?  

A key person policy could help protect the profits of the firm, 
providing breathing space to find and/or train a replacement. This 
insurance policy is taken out on the life of the key person with 
the law firm being the policy holder. As long as the life assured 
is an employee or minority shareholder (less than 5%) tax relief 
will be available on the premiums but the policy proceeds will be 
taxed as trading income if a claim is made.  

Enhancing your business offering
Creating additional value is a key factor in creating happy 
clients of the LLP or those company clients. Clients may require 
advice on personal tax or other finances for which a qualified 
financial planner is required under FCA regulations, and a good 
relationship with a trusted firm of independent financial advisers 
can be a beneficial relationship for both the law firm and their 
clients. It can also help to keep the firm ‘front of mind’ should the 
client require legal advice in the future.

PROTECTING YOUR BUSINESS



FINANCIAL PLANNING FOR INDIVIDUALS

With more restrictive allowances on pension contributions for high earning professionals, individuals need to look at alternatives to 
plan for their retirement and to manage their wealth in the most tax efficient way. Here we take a look at information relevant for law 
firm partners, employees and individual clients.

Spousal pensions

Where partners have ‘maxed’ out their personal pensions, 
consideration could be given to utilising spousal pension 
allowances. For the purposes of this document we have only 
referred to spouses who have minimal or no taxable income.

All individuals can contribute £3,600 gross (£2,880 net) to 
a personal pension each year regardless of income level.  
Therefore, in this scenario a member who has fully utilised 
their pension allowances could contribute a further £3,600  
to a pension in their spouse’s name each year.

Whilst the sums involved are not large, invested properly 
the pension could still generate a return greater than cash 
savings as it grows in a tax-free environment. The obvious 
drawback of this approach is that it ties cash up for an 
extended period of time, at least until age 55 under current 
pension rules. However, if this is considered excess cash that 
is not required in the short/medium term then it could provide 
a viable planning option and provide a further income source 
in retirement and/or a tax efficient lump sum through the use 
of the flexible pension rules.

The introduction of pension flexibility has made pensions 
more attractive for intergenerational planning, particularly 
where there may be a concern with inheritance tax. Pension 
flexibility allows for a pension to remain undrawn and be 
gifted to children/grandchildren, removing the value of the 
pension from an individual’s estate and can be an effective 
IHT planning tool.

Are your cash ISAs working hard enough?

Individuals can save up to £20,000 per annum into an ISA 
with any interest earned on a cash ISA being tax-free. So for 
high-net worth individuals that have already exhausted their 
annual pension contribution allowance, this should be a key 
consideration for any surplus cash savings. For a married 
couple this provides the opportunity to shelter £40,000 per 
annum, a great way of ensuring any cash reserves are held in 
a tax efficient manner.

Individuals with children under 18 can also invest up to £4,260 
per child per year tax free. These Junior ISAs replaced the 
old Child Trust Funds and the trust fund can be transferred 
into a Junior ISA where suitable. They both provide a tax-
efficient means to save funds for children with withdrawals 
only becoming available when the child turns 18, therefore 
providing an effective means for saving towards university 
fees.

However, whilst cash ISAs are an efficient wrapper for saving, 
their returns have steadily reduced meaning that many earn 
as little as 0.1% interest causing their real values to be eroded 
by inflation. It is common for old cash ISAs to have a headline 
interest rate for 12 months only to fall thereafter, go unchecked 
and for individuals to be unaware of the poor returns.

For those cash ISAs that are not required in the short term, 
in order to make them work harder for you, they can be 
transferred into stocks and shares ISAs, providing tax-efficient 
capital growth and provision of a tax-free income, if required. 

Whilst returns may be more attractive, the capital invested will 
be at risk. It is essential therefore that stocks and shares ISAs 
are regularly reviewed to ensure that they are performing to 
expectations and achieving your objectives.

It is worth noting that ISAs are not required to be disclosed 
on personal tax returns and so it is common for personal tax 
advisers to be unaware of the level of cash savings invested. 
This can leave financial planners unable to ascertain clients' 
investment levels in these products and therefore unable to 
provide relevant advice to meet individual risk profiles and long 
term investment objectives be that for capital growth, provision 
of income, or both.



Other tax efficient options

In cases where individuals are fully 
utilising tax efficient ISAs and personal 
pension contributions but are still looking 
to reduce their in-year tax liability, they 
may wish to consider other planning 
options. However, as you might expect, 
such options carry more risk and would 
be dependent on an individual’s attitude 
to risk rather than focusing on the tax 
incentives these investments provide. 
Potential options could include:

Enterprise investment schemes (EIS)

This scheme is designed to encourage 
investment into small unquoted UK 
companies. As these investments carry 
a higher risk to capital, the Government 
offer tax reliefs to incentivise investors. 
Potential reasons to consider an EIS 
include the following:

•   Access to early-stage potential high 
growth companies

•   30% income tax relief on initial 
investment provided its held for three 
years

•   Exemption from capital gains tax on 
disposal if held for three years

•   Potential for 100% inheritance tax relief 
after two years and if held until death

•   Ability to defer capital gains tax (CGT) 
arising on a previous asset disposal 

Venture capital trusts (VCT)

These are UK listed companies designed 
to encourage investment in unlisted 
high-risk trading companies. Potential 
reasons to consider a VCT include the 
following:

•   30% income tax relief on subscriptions 
up to £200,000 provided they are held 
for five years

•   Tax free dividends

•   Tax free capital gains

Due to the high risk nature of these 
schemes we would always recommend 
that independent financial advice from 
an FCA regulated adviser is sought 
before considering investment in any of 
the above. 

Retirement planning 

Retirement is a key point in an 
individual’s life. The decision on when 
to retire is a difficult one in itself and it is 
important that individuals fully consider 
their options in respect of how their 
retirement will be funded.

Whilst many individuals will have made 
arrangements for retirement through 
pensions and savings it is vital that prior 
to retiring these arrangements are fully 
reviewed and are still fit for purpose. 
This will ensure these hard earned 
savings are utilised in the most tax 
efficient manner to maximise the return 
in retirement and generate an income 
consistent with the individual’s needs.
Planning should start well in advance of 
any proposed retirement date and below 
are some questions that you should 
consider:  

Have you reviewed your pensions to 
see if there are any restrictions on 
how you are able to take the benefits 
from them?  

Not all pension products have adopted 
the increased flexibility features whereby 
you can draw an income directly from 
the pension which remains invested, 
rather than disinvested to purchase an 
annuity. However, there may be reasons 
why you wish to keep a pension, such as 
it offers excess tax-free cash in excess 
of the standard 25% or guaranteed 
annuity rates far in excess of potential 
investment returns offered through the 
pension freedoms.

Have you thought to reduce the level 
of risk on your pension in order to 
reduce the effects of sequencing risk?  

This is the risk of making capital 
withdrawals from a pension during 
or immediately after periods of poor 
performance. A retiree who begins 
withdrawing funds from a pension just 
after a market downturn may seriously 
deplete its value. 

Have you obtained a state pension 
forecast to ascertain your entitlement 
and state retirement date? 

Do not overlook the benefit of your state 
pension for both you and your spouse. If 
you are both entitled to the full amount, 
currently, £168.60 per week, this will 
be a welcome addition which is both 
guaranteed and index-linked by at least 
2.5% per annum.

Have you thought about your assets 
and if you should be drawing from 
your pensions or if it would be more 
tax efficient to draw from other assets 
first, particularly if you have  
a potential inheritance tax liability?

Not only are pensions usually outside 
of your estate for inheritance tax 
calculations, with the recently introduced 
extra flexibility they are now a potentially 
effective way of passing on wealth to 
children and grandchildren tax efficiently 
if structured in the correct manner.

Have you sat down and really thought 
about your current and future 
expenditure?  

Retirement is often described as a 
smile due to the U-shaped pattern of 
expenditure. Initially expenditure is high 
as you make the most of your free time 
whilst you are fit and well but tends to 
wain as you get older and less inclined 
to travel. Unfortunately, expenditure can 
increase again in later life to cover the 
cost of care. Nowadays, you need to 
factor in that your retirement could be 30 
years plus and your pension and other 
assets will need to last for this length of 
time, all too often people overlook this 
fact.

This article is intended for information purposes 
only and does not constitute financial advice. 
We recommend that you contact your financial 
planner to discuss any of the points raised 
here or get in touch with one of our qualified 
financial planners here at FC Financial Planning.

NICK BARNES 
M A N AG E R 
nick.barnes@pkf-francisclark.co.uk



From 25 November 2019 the SRA Accounts Rules 2019 come 
into force as covered in a separate article within this edition of 
our legal newsletter. 

The following focuses on the areas within a firm’s office 
procedures manual which will now need to be considered in 
light of the forthcoming changes within the SRA Accounts Rules.

All law firms should ideally have a form of an office manual 
detailing the internally agreed policies, controls and processes 
which covers all operating aspects of the practice. 

The office manual is the law firm’s internal handbook for its staff 
and principles. It is a vital document to assist with areas such as 
compliance, quality assurance accreditations and LAA contract 
requirements etc. It is also a very effective risk management and 
training tool providing it is adhered to, easily accessible and well 
communicated to those that need to be aware of its’ contents. 

The SRA have recently issued some guidance notes to support 
the new Accounts Rules in relation to the accounting systems 
and procedures which can be used as a guide for the office 
manual contents in this area. However, these guidance notes do 
simply mirror the current content contained within the appendix 
of the existing rule handbook.

Clearly, the office manual is not a ‘one size fits all’ and it needs 
to be tailored to each individual firm as required based on a law 
firm’s size and complexity. 

HOW DO THE CHANGES TO THE SRA ACCOUNT 
RULES IMPACT ON THE OFFICE MANUAL?

One of the common misconceptions of the new SRA Accounts 
Rules are that the changes reduce the compliance requirements 
and firms can take a more relaxed approach. 

This could not be further from the truth. Whilst the new rules have 
greatly reduced and removed their previous prescriptive nature, 
the onus is actually put back to the law firm and their COFA to 
now formulate their own rules and polices. It is a further step into 
the outcomes focused regulatory environment. What the changes 
to the SRA Accounts Rules do allow is greater flexibility for the 
practice to adopt a policy which is more suited to them.

Consequently as practices adopt their own policies surrounding 
the safeguarding of client funds, there will also be a further shift 
in the way the reporting accountant conducts their work. This will 
include a review of compliance to the SRA Accounts Rules 2019 
and of the firm’s own set policies, therefore, further increasing 
the importance of documenting and applying the controls and 
procedures applied by the practice.

I T  I S  I N  T H E  M A N U A L  
READY FOR CHANGE



There are a number of changes within the 
SRA Accounts Rules 2019 which will all 
need to be considered. Guidance notes 
to some areas and further definitions of 
prescribed circumstances embedded 
within the new rules are still potentially 
to be issued by the SRA. However, the 
following are examples of some key areas 
which warrant further consideration and 
internal policies, to include within the 
office procedures manual based on the 
current understanding.

Utilisation of client funds against 
disbursements/recharges
Under the new rules, where a 
disbursement/recharge is paid from the 
firm’s own office funds, any client funds 
held on the client account can only be 
transferred once a bill or other form of 
written notification has been sent to 
the client. Previously, as long as the 
disbursement had been incurred by the 
practice, there was not a requirement to 
separately notify the client at the time to 
transfer the funds from the client account.

Therefore, policies will need to reflect 
the above important changes. At a 
recent presentation by the SRA it was 
noted that an email to the client with the 
details would meet written notification 
requirements.

There is also no longer any reference 
to professional disbursements such as 
counsel fees and, therefore, policies may 
also need to be adapted to reflect these 
changes.

Residual client balances
Within the existing rules, SRA AR 14.4 
includes a requirement to notify a client 
of any client funds once their matter 
has substantially completed, and every 
12 months thereafter for as long as the 
funds are held. This rule was introduced 
to prevent residual client balances arising 
which could not be returned to clients 
where contact had been lost.

This requirement is no longer included in 
the new rules and firms will need to adopt 
suitable polices to prevent residual client 
balances arising, which will still be seen as 
a high risk area.

Donation of residual client balances
The contents of the existing SRA AR 20.2 
no longer feature in the 2019 rules. It is 
understood that these will form part of 
the prescribed circumstances within the 
new rule 5.1. Details of the prescribed 
circumstances are still to be issued by the 
SRA but it is believed the current contents 
of rule 20.2 may be included within these.

As a result, policies in this area will need 
to be updated by the practice which 
could simply mean replicating the existing 
contents of rule 20.2 and accounting 
system guidelines currently in place.

Client own accounts

The new rules imply that law firms that 
operate client own accounts such as those 
under a lasting power of attorney, will now 
need to fully reconcile these accounts at 
least every five weeks alongside the main 
client bank account reconciliations. This 
is one of the most significant changes 
under the new rules albeit fairly unclear 
on what this entails to allow law firms to 
consider any procedures that will need to 
be adopted. 

The SRA are aware that much needed 
guidance is required for the sector 
on this area; and have offered advice 
as mentioned in the articles in this 
publication. 

Other policies will be required in areas 
where changes in the new rules arise 
such as those covering office money, 
the banking of client receipts promptly 
rather than 'without delay', dealing with 
mixed receipts, the transfer of client funds 
against costs, the treatment of LAA funds 
and payment of client interest etc.

Factoring in the changes to the 
Accounts Rules and coordinating these 
with a firm’s existing controls and 
procedures, our view is as a minimum, 
written policies (including time frames) 
and procedures should exist for:

•   Banking client account cheques 
promptly

•   Ensuring mixed receipts are properly 
banked and monies ‘separated’ 
promptly 

•   Dealing with billed incurred unpaid 
disbursements which have been paid 
into the business account

•   Transferring monies after bills have 
been given to the client or paying 
party 

•   Appropriately authorising payments 
from client account

•   Repaying balances at the conclusion 
of a matter 

•   Ensuring balances are only retained 
in proper circumstances

•   Dealing with balances that the firm 
has been unable to return and 
ensuring proper records are kept

•   Paying a fair sum of interest to clients 
or third parties 

•   The timely preparation and review of 
client account reconciliations 

•   The method and time period relating 
to the storage and retention of 
records

Clearly, there are a number of areas 
which law firms and their COFA need to 
consider more widely from the changes 
to the SRA Accounts Rules 2019. Where 
policy changes within the office 

procedures manual are implemented, 
it is important this is not just a 'tick 
box' exercise and the changes are 
communicated throughout the practice 
with training provided as required.

Please get in touch with a member of 
our specialist legal team where any 
guidance is required.

JASON MITCHELL
PARTNER 
jason.mitchell@pkf-francisclark.co.uk

WHAT ARE THE KEY CHANGES TO THE SRA ACCOUNTS RULES THAT MAY NEED TO BE 
ENCOMPASSED INTO THE OFFICE MANUAL?

AS AN OVERALL SUMMARY, WHAT DO WE RECOMMEND IS INCLUDED IN YOUR MANUAL?



What are the existing rules for 
clients’ own accounts?

Rule 10 and 30.1 to 30.4 of the 
existing rules state the compliance 
requirements for the operation of 
clients’ own accounts.

The Accounts Rules in general do 
not apply to client’s own accounts 
except for the following key items in 
summary:

1)   Maintaining accounting records, 
which are limited to retaining 
bank statements/passbooks 
for a period of at least six years 
from the last transaction. These 
records need to either be 
retained centrally or a central 
register is maintained of these 
bank accounts.

2)   Producing the above records on 
request by the SRA

3)   The Reporting Accountant is 
required to check compliance

So what are the requirements of 
the new rule 10.1?

Under the new rules the definition 
of client money includes money 
held or received as a trustee or 
as the holder of a specified office 
or appointment, such as donee 
of a power of attorney, Court of 
Protection deputy or trustee of an 
occupational pension scheme.

Rule 10.1 again states the main body 
of the new accounts rules do not 
apply for clients’ own accounts 
except for rules 8.2 to 8.4 covering 
the accounting records and states:

8.2)  You obtain, at least every five 
weeks, statements from banks, 
building societies and other 
financial institutions for all client 
accounts and business accounts 
held or operated by you.

8.3)  You complete, at least every five 
weeks, for all client accounts 
held or operated by you, a 
reconciliation of the bank or 
building society statement 
balance with the cash book 
balance and the client ledger 
total, a record of which must 
be signed off by the COFA 
or a manager of the firm. You 
should promptly investigate and 
resolve any differences shown 
by the reconciliation.

8.4)  You keep readily accessible a 
central record of all bills or other 
written notifications of costs 
given by you.

With the new SRA Accounts Rules 2019 coming into force on 25 November 
2019, we continue to look at one of the most controversial changes within 
these rules which has created widespread discussion in the legal sector.

We are referring to the new rule 10.1 surrounding clients’ own accounts and 
what seems to be a requirement to formally reconcile such accounts within 
the three way overall client funds reconciliation.

In this article, we will look at the implications relating to clients own accounts 
under the new rules and consider how law firms and their COFAs can prepare 
for the changes.

C L I E N T ' S  O W N  A C C O U N T S  
TO RECONCILE OR NOT TO RECONCILE



So what is the issue with the changes?

You will notice from the above that 
rules 8.2 and 8.3 covers the three-way 
reconciliations requirements which law 
firms will already be accustomed to. 
However, within this process this will now 
require the inclusion of clients’ own bank 
accounts.

To be able to include the client’s own 
account within the three way client 
account reconciliation process, this 
would need to be fully integrated into the 
client accounting records/system. This 
is on the basis a detailed client ledger 
would be needed to provide the total 
ledger balance and the ability to produce 
the cashbook balance to follow the 
requirements of rule 8.3. 

On the face of it, the requirements could 
be compared to that of accounting for a 
designated deposit client account (DDA) 
operated by the practice. However, some 
key differences which would make the 
process challenging include: 

•   It is often the case that several of the 
client’s personal transactions will be 
within the client’s bank account that 
are not initiated by the appointee 
in the practice. These would need 
to be identified and notified to the 
legal cashiers to be processed into 
the accounting system. This could 
mean an extensive increased level of 
transactional processing by both the 
legal cashier but also the appointee to 
ensure all information is provided

•   Unlike DDAs the client’s own bank 
account is not created by the practice 
and it is the appointee in the practice 
that will take control of the bank 
account. As with a perceived weakness 
in compliance with the existing rules 
for such accounts, to ensure these 
are captured to be included within the 
accounting system, will rely on the 
appointee notifying the appropriate 
persons within the practice that the 
client’s own account operation exists 

•   Several firms have also raised concerns 
that for clients’ own accounts there can 
also be extended delays in obtaining 
bank statements, particularly without 
the ability to obtain online access for 
such accounts, to be able to meet the 
requirement to obtain these every five 
weeks

Guidance from the SRA 

The SRA have published a guidance note 
on the above area with full details on their 
website.

Whilst the SRA requests that firms do 
fully reconcile clients’ own accounts, the 
guidance states that it is acknowledged 
for some firms this may not be practical 
and have stated they will not be in breach 
of the rules if they keep a;
i.    central register of the client own 

accounts that you operate
ii.   separate record of the transactions 

carried out by you or on your behalf in 
respect of the client’s own account, and

iii.  record of your bills and other notification 
of costs relating to that client’s matter

This information should be made available 
to your reporting accountant as and 
when required. We might also ask for this 
information.

Recommendations for firms to consider 

Considering the SRA guidance this is fairly 
similar to the existing rules. However, note 
that point ii above is phrased differently to 
the current rule on this area and requires a 
separate record of transactions carried out 
by the appointee/firm to be maintained. 

Given the SRA’s stance that they 
acknowledge clients’ own accounts 
are high risk and in the spirit of the rule 
changes, the view is it would not be 
sufficient just to retain the bank account 
statements as a record of transactions as 
per the existing requirements. 

Consequently, where applicable the 
controls and procedures surrounding 
clients owns will still require further 
consideration.

First and foremost where applicable the 
current processes need to be reviewed to 
ensure such bank accounts in the practice 
are being fully identified. This could 
include: 

•   Communicating to fee earners as a 
reminder of the existing requirements 
and processes together with the 
increased level of compliance required

•   Circulating monthly requests to fee 
earners for notification of any new 
client’s own account that they operate

•   Include the notification requirements 
within a file opening checklist and 
in the title of matters opened on the 
accounting system

•   It may be applicable to highlight internal 
disciplinary actions where there is failure 
to notify centrally of such bank accounts 
operated

The new rules in place take precedent but 
if it deemed unpractical to fully reconcile 
the client’s own account (with the reasons 
documented), the next step will be to 
ensure a separate record of transactions 
internally initiated on the client’s own bank 
account within the practice is maintained.

There are a number of ways a separate 
record of internally initiated transaction 
can be maintained. This may involve 
operating a client ledger outside the main 
accounting system for these transactions 
and consideration will be required if the 
adopted process is to be undertaken by 
the appointee for the client file or to be in 
conjunction with the legal cashiers to hold 
information centrally.

Overall, whilst there is some compromise 
within the rule changes in this area, as 
specified within the SRA guidance notice, 
law firm’s will need to take reasonable  
steps to ensure that client money within 
clients own accounts is not at risk. 
Whatever policies are agreed to ensure 
compliance with the above these should 
be documented into the firm’s procedures 
and communicated throughout the law 
firm.

Please contact me if you would like  
to discuss this matter.

JASON MITCHELL
PARTNER 
jason.mitchell@pkf-francisclark.co.uk



LAW SOCIETY UPDATES GUIDANCE  
ON VAT TREATMENT OF DISBURSEMENTS  
AND EXPENSES

The Law Society has updated its guidance on the VAT treatment 
of disbursements and expenses. The guidance has been updated 
to explain when items should be treated as disbursements 
or alternatively when they should be treated as part of the 
overall consideration for legal services. The revised guidance 
replaces the Law Society’s practice notes concerning VAT on 
disbursements, but sadly, the guidance does not offer any magic 
solutions. The main features of the new guidance are:

•   The purpose of the revised guidance is to set out the changes 
in case law and to consider what they mean for the profession.  
It aims to set the context and is less detailed on specific areas 

•   The revised guidance sets out the EU and UK legislation 
followed by detailed practical examples of property 
transactions which cover different types of property related 
expenditure

•   It takes into account the 2017 First Tier Tribunal decision in 
Brabners and obiter comments in the 2019 Court of Appeal 
decision in British Airways v Prosser. Both cases interpreted the 
concept of disbursements narrowly

•   To recap, the Tribunal judge in Brabners concluded that 
electronic property searches were used by law firms as 
part of their advice and therefore could not be treated as 
disbursements for VAT 

•   The Court of Appeal in the British Airways v Prosser case 
indicated that it thought there was a strong case that 
disbursement treatment should not be available where a 
solicitor acts as ‘more than a postbox’. The case related to 
medical reports and records obtained by solicitors for use in 
personal injury claims. The comments were not binding

•   The Law Society stresses that their guidance has not been 
discussed or agreed with HMRC and that ultimately it is up to 
individual firms to apply the law and decide the VAT treatment

•   An approach would be welcomed from HMRC that recognises 
and addresses the lack of clarity arising from the court 
decisions

It is important to acknowledge both of 
the cases mentioned were, in isolation, 
consistent with their view the 'use' of 
searches and medical reports determined 
whether the costs could be treated as 
disbursements. However, both cases 
made reference to a further Tribunal 
decision 'Barratt, Goff and Tomlinson' 
which allowed the cost of medical 
reports, obtained for the purposes of 
personal injury claims, to be treated as 
disbursements. This has led to a degree 
of confusion because the outcome 
contradicts the decisions made in 
Brabners and British Airways despite it 
being difficult to establish any material 
difference in circumstances comparing 
each of the cases.

Prior to the British Airways case there was 
some, albeit arguable, distinction between 
how the reports/searches were obtained 
in the first instance and which seems to be 
one of the determining factors giving rise 
to different outcomes in Barratt, Goff and 
Tomlinson and Brabners. Following the 
case in Barratt, Goff and Tomlinson HMRC 
accepted that as long as the reports 
belong to the client (being private medical 
records protected by statute) the solicitor 
could only ever obtain them on behalf of 

the client - the solicitor could only obtain 
access to patient records with the client’s 
consent, whereas in Brabners, property 
searches were requested as a matter of 
course not requiring client consent and 
the search provided access to the official 
record and information in the public 
domain. In Brabners, the solicitor took it 
upon themselves to request a property 
search to assist their provision of advice 
(and so legal services) whereas in Barratt, 
Goff and Tomlinson the client had to give 
their express consent for the solicitor to 
access and obtain their client’s medical 
records. This can be interpreted in a 
number of ways and is why HMRC have 
been asked for clarification on this matter 
for some time. One interpretation is in 
Barratt, Goff and Tomlinson and concerns 
the issue of consent, the client perhaps 
appreciates the necessity for the medical 
records to be available and by granting 
consent they are asking for the solicitor to 
obtain the records  
(and so act as the client’s  
agent in doing so) on  
their behalf. There is  
possibly a distinction 
here where the  
solicitor has had  
no choice but  

to seek consent in obtaining the medical 
records, whereas in Brabners the solicitor 
chooses to request whatever searches 
it requires to facilitate its service of legal 
advice.

However, the British Airways decision 
seems to ignore any effort to reconcile 
any differences in circumstances following 
the Brabners and Barratt, Goff and 
Tomlinson cases. The British Airways case 
suggests the only differentiating factor 
determining a disbursement is whether  
or not the solicitor acts as a 'post-box'. 
This will rarely, if ever, be the case as  
the solicitor will often 'use' any  
report/search to determine how  
they should proceed in an  
advisory capacity.



JULIE TOWERS
VAT PARTNER 
julie.towers@pkf-francisclark.co.uk

In brief, the British Airways decision 
implies anything other than a 'post box' 
basis will not fall as a disbursement - this 
obviously has significant bearing upon 
all costs which may have been treated as 
disbursements historically, and for costs 
for the future.

Legal firms will need to consider their own 
treatment of disbursements alongside 
the reality of how they engage with their 
client on a case by case basis - legal 
firms can no longer rely on differences in 
circumstances from Brabners.

It is clear the Tribunals have given rise to 
contradictory outcomes which has made 
it particularly difficult to advise upon this 
specific matter. That said, we do believe 
the main consideration in each was how 
the report/search was 'used', if at all, in  
the provision of legal services. Although 
the outcomes may have differed, the 
Tribunals did seem to consider the  
'use' aspect in a consistent manner 
Barratt, Goff and Tomlinson succeeding  
it seems on a technicality.



T H E  R I S E  O F  E M A I L  C Y B E R  AT TA C K S  
I N  T H E  L E G A L  S E C T O R  

In their 2018 report, the Government’s National 
Cyber Security Centre (NCSC) identified that 
approximately 80% of UK legal firms have 
reported attempted phishing attacks; which is 
where individuals are manipulated into performing 
an action such as downloading a malicious file or 
sending funds to the wrong bank account. Not 
only this, the Solicitors Regulation Authority (SRA) 
highlighted that the reported monetary loss from 
cyber-attacks in the legal sector were up 300% 
over the same period in the space of a year. 
The level of impact that this may have can be 
profound, not just the loss of funds but also loss of 
trust with a client. Whilst any amount of technical 
controls can be in place to prevent a threat from 
breaking into your system, human-error can be a 
short cut to disaster.

Email, while being an efficient method of 
communication, is inherently not secure. It is 
the simplicity of email that makes it so widely 
used but this also means that an email is only as 
secure as the password on your email account 
and the sophistication of your email provider. For 
instance, while most business solutions attempt to 
add a level of encryption around an email, many 
consumer (free) email systems do not accept such 
encryption. This makes them prime targets for 
‘man-in-the-middle’ attacks, where an email can 
get intercepted and changed.

Consequently, we strongly encourage our legal 
sector clients to remain vigilant and cautious 
when opening any emails, attachments or links 
and especially when responding to any requests 
for your or your clients bank account details.

CAN I TRUST LINKS IN EMAILS?
The link shown within an email may not always take you to the location 
it says it will. Most email applications will allow you to hover over a 
link and inspect the true destination, although this does not work on 
smartphones. You should be able to identify the domain name (e.g.  
bbc.co.uk) as being relevant; if not then it may be an indicator that the 
link is malicious. If in doubt, verify the link separately via Google or by 
ringing the organisation directly, using a known number and not one 
given on the email!

EMAIL CYBER-ATTACKS ARE SYMPTOMATIC OF A 
WIDER TREND
In today’s increasingly complex technological environment, new security 
challenges are constantly arising, making it harder for businesses to 
protect valuable intellectual property and business information against 
theft, damage and misuse. Cyber-crime is an ongoing critical business 
risk and though technology evolves to protect businesses, cyber 
criminals develop new ways to steal assets and identities and interrupt 
business activities.

In an attack typical of this kind on a mid-sized law firm with a multi-
million pound turnover, a senior partner posted on social media all the 
details about a business trip to Barcelona. Using this information a 
criminal gang undertook a phishing attack against the firm’s accounts 
team.

It began when an accounts clerk received an email from an account 
spoofing (impersonating) the senior partner’s email address, instructing 
her to pay an invoice and to keep it confidential. The firm did have 
a number of policies and procedures in place that systemised the 
payment of invoices but through instilling a sense of urgency and 
leveraging seniority they were able to persuade the accounts team to 
bend the rules. The criminals also knew that the accounts team would 
be occupied with installing a new accounting package and training on 
the new system, as a staff member had mentioned it on social media.

The amount that the criminals managed to defraud was £35,000. The 
firm only realised it had fallen victim to phishing when another senior 
partner later queried the transaction. 

As a result, the firm reviewed all aspects of the business, including 
how staff interact with senior partners and ensuring compliance with 
internal procedures. The social media policy was also changed. When 
the firm was subject to a subsequent phishing attack worth £100,000, it 
successfully defended itself.

WHAT CAN I DO TO PROTECT MY BUSINESS?
There are practical ways that businesses can reduce the risk of  
cyber-attacks and PKF Francis Clark can work with you to implement 
and maintain robust cyber security policies and procedures.

Contact our team of experts at cyber@pkf-francisclark.co.uk for further 
information and guidance.



IF YOUR FIRM WAS TARGETED TODAY, WOULD YOUR CYBER SECURITY PROTOCOLS 
BE SUFFICIENT TO PROTECT YOUR VALUABLE AND SENSITIVE INFORMATION? IF 
YOU’RE NOT SURE, THEN THE CHANCES ARE THAT NOT EVERYTHING IS BEING DONE 
TO AVOID BEING A VICTIM OF THE LATEST CYBER SCAMS.

PETER LANNON
CYBER PROTECTION ADVISER 
peter.lannon@pkf-francisclark.co.uk



NOT ALL  T IME  
IS  MONEY
When it comes to giving top-notch accountancy advice to law firms, 
we’ve been doing it for more than 20 years. Whether we’re helping 
you to get paid for more of your billable time, improving your cash 
flow, or looking at your profit-sharing structures with a fresh pair of 
eyes, we understand how precious every minute of your time is.  
We work with more than 100 law firms on everything from annual 
accounting and auditing to capital funding and strategic planning. 
Talk to us about how we can help your team make the most of 
every moment.
pkf-francisclark.co.uk

033 013 44870

Please visit our website for your local office expert 
pkf-francisclark.co.uk

If you would like to be added to, or deleted from our mailing list, 
please contact Devon Hawes, devon.hawes@pkf-francisclark.co.uk 
or sign up online.
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