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    Introduction to Solicitors Accounts

Why Solicitors Accounts Matter

Solicitors regularly handle money belonging to clients. This includes deposits for property purchases, damages on settlement of litigation, estate funds, and money held in trust. The SRA Accounts Rules exist to protect this money and ensure clients can trust their solicitors with their funds.

Tip — Accounts Knowledge is Essential
Every solicitor must understand solicitors accounts, regardless of practice area. Breaches of the Accounts Rules are among the most common sources of disciplinary action against solicitors. Understanding the rules protects both your clients and your career.

Why Solicitors Accounts Matter

Professional Obligations and Client Protection

As a solicitor, you have fiduciary duties to your clients. This means you must act in their best interests and safeguard their assets. The SRA Accounts Rules set out specific requirements for handling client money. Compliance is not optional - it is a fundamental professional obligation.

The primary purpose of solicitors accounts rules is to protect client money. By requiring separation of client and office funds, mandating regular reconciliation, and prohibiting certain practices, the Rules ensure that client money is always identifiable and secure. If a firm fails, client money should be protected and can be returned to clients.

The Solicitors Regulation Authority (SRA) regulates solicitors and law firms in England and Wales. The SRA Accounts Rules are a key part of this regulatory framework. All firms that handle client money must comply. The SRA monitors compliance through accountants' reports and can investigate firms for suspected breaches.

Watch out — Non-Compliance Can End Your Career
Breaches of the SRA Accounts Rules are taken very seriously. Significant or repeated breaches can lead to disciplinary action, including fines, suspension, or being struck off the roll. Even unintentional breaches can have serious consequences. Understanding and following the Rules is essential for every solicitor.

The SRA Accounts Rules

Understanding the Regulatory Framework

The SRA Accounts Rules set out how solicitors must handle client money. Their purpose is to protect client funds by ensuring proper separation from firm money, accurate record-keeping, and regular reconciliation. The Rules apply to all regulated firms that receive or hold client money, however briefly.

All law firms regulated by the SRA must comply with the Accounts Rules if they handle client money. This includes sole practitioners, high street firms, and large City firms. Alternative business structures (ABS) and recognised bodies must also comply. Non-compliance is a regulatory breach regardless of firm size.

The Accounts Rules cover all aspects of client money handling: receiving client money, paying it into client accounts, making payments from client accounts, transferring money between accounts, reconciling records, and reporting breaches. The Rules also specify what records must be kept and for how long.

Breaches of the Accounts Rules can result in SRA disciplinary action. This may include a rebuke, fining, or referral to the Solicitors Disciplinary Tribunal. In serious cases, solicitors may be suspended or struck off. Firms may also be required to pay compensation to clients for any losses caused by the breach.

Key Points About the SRA Accounts Rules
	Apply to all regulated firms handling client money
	Require separation of client and office funds
	Mandate monthly reconciliation of client accounts
	Specify detailed record-keeping requirements
	Create obligations to report and correct breaches promptly
	Failure to comply is a serious regulatory matter


Watch out — Breaches Can Result in Disciplinary Action
The SRA takes Accounts Rules breaches seriously. Even seemingly minor technical breaches can accumulate and become significant. If you discover a breach, you must correct it promptly and report it as required. Ignoring breaches or attempting to conceal them will make matters worse.

Core Principle 1: Separation of Funds

Client Money vs Office Money

The fundamental principle of solicitors accounts is the separation of client money and office money. Client money belongs to clients and must be held in a designated client account. Office money belongs to the firm and is held in the office account. These two must never be mixed.

Separation protects client money. If client and office money are mixed, it becomes impossible to identify which funds belong to clients. This creates serious problems if the firm encounters financial difficulties. Proper separation ensures that client money is always identifiable and can be returned to clients promptly.

Separation is maintained through separate bank accounts (client account and office account) and separate accounting records (client ledgers and office ledgers). When client money is received, it is paid into the client account and recorded in the client ledger. When costs are earned, money is transferred from client to office account with proper accounting entries.

Tip — Never Mix Client and Office Funds
The golden rule of solicitors accounts: never mix client and office money. Always pay client money into a client account. Only transfer money to the office account when it represents properly earned costs and you have client authority or entitlement. Keep separate records for client and office transactions.

Core Principle 2: No Banking Facilities

The Banking Facilities Rule

The SRA Accounts Rules prohibit solicitors from using client accounts to provide banking facilities to clients. This means you cannot use the client account as a convenience for clients or provide services that a bank would normally provide. The client account exists solely to safeguard client money related to legal matters.

You must not allow client accounts to become overdrawn, permit clients to run up overdrafts, or provide interest-free loans to clients. You cannot use client accounts for general banking services such as standing orders, regular payments, or investment holding. The client account is not a bank account for clients.

The client account should only be used for transactions related to legal matters you are handling. This includes receiving client money, paying out to clients or third parties as instructed, and transferring properly earned costs to the office account. Any other use is likely to breach the banking facilities rule.

Watch out — Using Client Account for Banking is a Serious Breach
Using the client account to provide banking facilities is a significant breach of the Accounts Rules. This includes allowing the account to go overdrawn, holding money for extended periods without legal purpose, or facilitating client investments. Such breaches can result in disciplinary action and may require remediation with affected clients.

Core Principle 3: Prompt Payment and Reconciliation

Timing Requirements and Monthly Checks

Client money must be paid into a client account promptly. "Promptly" means without delay. Similarly, when you owe money to a client or third party, you must pay it from the client account promptly upon demand or when the legal right to payment arises. Delaying payments to improve cash flow is a breach.

The SRA requires monthly reconciliation of client accounts. This means comparing the cash book records to the bank statements and client ledgers to ensure everything matches. Reconciliation must be carried out at least once each month, even if no transactions occurred that month.

Reconciliation verifies that your accounting records match the bank's records and that all client ledger balances are correct. It helps identify errors, unpresented cheques, bank errors, or missing entries. Regular reconciliation ensures that any discrepancies are identified and corrected promptly, protecting both clients and the firm.

Key Timing Requirements
	Client money must be paid into client account promptly
	Money owed to clients must be paid promptly when due
	Client accounts must be reconciled at least monthly
	Breaches must be corrected promptly on discovery
	Records must be retained for at least six years


Tip — Regular Reconciliation Prevents Breaches
Monthly reconciliation is your early warning system. It identifies problems before they become serious breaches. Don't treat reconciliation as a bureaucratic exercise - it is a vital control that protects clients and helps you identify and correct errors quickly.

Core Principle 4: Accurate Record-Keeping

Documenting Every Transaction

The SRA Accounts Rules require accurate and up-to-date records for all financial transactions. Every receipt and payment must be recorded promptly in the appropriate books of account. Records must be sufficient to show clearly each transaction and to enable the client account position to be checked at any time.

You must maintain a cash book recording all bank transactions, client ledgers for each client showing all transactions affecting their money, and office ledgers recording costs incurred and recovered. Bank statements, paying-in slips, and cheque stubs must be retained. These records must be kept for at least six years.

Records must be written up promptly and kept up to date. They must be sufficiently comprehensive to enable any client's position to be ascertained at any time. Electronic records are permitted but must be backed up and accessible. Records must clearly distinguish between client and office transactions.

Tip — Good Records Protect You and Your Clients
Accurate record-keeping is not just about compliance - it protects both you and your clients. Good records enable you to demonstrate that you have handled client money correctly. They provide an audit trail and help resolve any queries or disputes quickly.

Double Entry Bookkeeping Explained

The Foundation of Accounting

Double entry bookkeeping is a system where every financial transaction is recorded in at least two different accounts. One account is debited and another is credited. This system ensures that the accounting equation always balances and provides a complete picture of each transaction.

In double entry bookkeeping, every transaction affects at least two accounts. For example, when you receive client money, the client account bank balance increases (debit) and the client's ledger balance increases (credit). When you pay a bill from the client account, the bank balance decreases (credit) and the client's ledger balance decreases (debit).

Debits and credits can seem confusing at first. In simple terms: debits increase assets and expenses, while credits increase liabilities, income, and capital. For client and office bank accounts, a debit is money received (increasing the balance) and a credit is money paid out (decreasing the balance).

Sample Double Entry Transactions	Transaction	Debit	Credit
	Receive £500 client money	Client bank £500	Client ledger £500
	Pay £200 bill from client account	Client ledger £200	Client bank £200
	Transfer £100 to office account	Office bank £100	Client bank £100


Tip — Understanding Debits and Credits is Fundamental
Take time to understand the debit and credit entries for common transactions. In solicitors accounts, the most common entries involve the client bank, client ledger, and office bank. Practice recording different transactions until the pattern becomes clear.

The Accounting Equation

Assets = Liabilities + Capital

The accounting equation is the foundation of double entry bookkeeping. It states that a firm's assets must always equal the sum of its liabilities and capital. This makes sense because assets are either owed to others (liabilities) or owned by the proprietors (capital). Every transaction maintains this balance.

When you receive client money, your client bank balance (asset) increases and your liability to that client increases by the same amount. The equation balances. When you pay money out, both the asset and liability decrease. The equation still balances. This is why every transaction has both a debit and a credit entry.

The accounting equation always balances because every transaction is recorded with equal debits and credits. The total debits must always equal total credits. If they don't, there is an error in the records. This self-balancing nature of double entry bookkeeping helps ensure accuracy and makes errors easier to detect.

Tip — The Equation is the Foundation of All Accounting
Understanding Assets = Liabilities + Capital helps make sense of debits and credits. In solicitors accounts, client money held is both an asset (cash in bank) and a liability (owed to clients). Office money is both an asset and capital (belongs to the firm). All transactions maintain this balance.

Books of Prime Entry

The Main Accounting Records

Books of prime entry are the accounting records where transactions are first recorded. They form the foundation of the accounting system. In solicitors practice, the main books of prime entry are the cash book, client ledgers, and office ledgers. Each serves a specific purpose in recording and tracking financial transactions.

The cash book records all transactions through the bank accounts. It has separate columns for client bank receipts/payments and office bank receipts/payments. The cash book is the central record that is reconciled to bank statements. Every transaction that affects a bank account must be recorded in the cash book.

Each client has their own ledger page (or electronic equivalent) that records all transactions affecting their money. This includes money received, payments made on their behalf, costs transferred to office, and bills delivered. The client ledger shows the current balance held for that client at any time.

The office ledger tracks costs incurred by the firm on behalf of clients and the recovery of those costs. It records disbursements and expenses, and when they are recovered from clients through billing. The office ledger helps the firm monitor profitability and ensure costs are properly recovered.

Key Books Used in Solicitors Accounts
	Cash Book: Records all bank transactions (client and office)
	Client Ledger: One per client, tracks their money held and transactions
	Office Ledger: Tracks costs incurred and recovered
	Bank Statements: External record of bank transactions
	Petty Cash Records: If cash is held on premises


SRA Principles and the Code of Conduct

Ethical Standards in Accounting

The SRA Principles require solicitors to act honestly and with integrity at all times. In the context of solicitors accounts, this means being truthful about financial matters, not misusing client funds, and promptly correcting any errors or breaches. Honesty and integrity are non-negotiable professional standards.

Solicitors must provide a proper standard of service to their clients. This includes handling client money competently and keeping clients informed about their funds. Clients should be able to trust that their money is safe and being handled appropriately. Poor accounting practices can breach this Principle.

Client financial information is confidential. You must not disclose details of client ledgers or transactions to third parties without proper authority. Even within the firm, access to client account information should be restricted to those who need it for proper purposes. Confidentiality extends to financial matters.

Solicitors must act with independence and avoid conflicts of interest. In accounting terms, this means not allowing personal or firm interests to influence how client money is handled. Client money must only be used for proper purposes related to the legal matter. Never use client funds for the firm's benefit except as properly allowed.

How the SRA Principles Relate to Accounts
	Honesty and integrity: Be truthful about finances, correct errors promptly
	Standard of service: Handle client money competently and keep clients informed
	Confidentiality: Protect client financial information
	Independence: Don't let firm interests affect handling of client money
	Compliance: Follow the SRA Accounts Rules and all regulatory requirements


Watch out — Ethical Breaches Are Taken Seriously
Using client money for the firm's purposes, failing to correct known breaches, or misrepresenting financial positions are ethical breaches. These can lead to disciplinary action separate from any Accounts Rules breach. Your ethical obligations extend beyond technical compliance with the Rules.

The Client Ledger

Tracking Each Client's Money

The client ledger is the primary record of all money held for a particular client. It shows every transaction that affects the client's money, from receipt through to payment out or transfer to office account. The ledger balance at any time represents the current amount of that client's money being held.

Each client gets their own ledger page. When money is received for the client, the ledger is credited (increasing the balance held for them). When money is paid out or transferred to office, the ledger is debited (decreasing the balance). The running balance shows how much of the client's money remains in the client account.

The client ledger records all receipts of client money, payments to clients, payments to third parties on the client's behalf, transfers to office account for costs earned, bills delivered to the client, and payments received on account of costs. Each entry must include date, description, amount, and relevant reference.

Tip — Each Client Gets Their Own Ledger Page
Never combine multiple clients on one ledger page. Each client or matter must have a separate ledger account. This ensures you can always identify exactly how much money belongs to each client and provides a clear audit trail for every client's transactions.

The Office Ledger

Tracking Costs and Disbursements

The office ledger tracks the costs and disbursements the firm incurs on behalf of clients and whether those costs have been recovered. It is a working tool that helps the firm monitor profitability and ensure that all proper costs are billed to and recovered from clients.

When a cost is incurred (such as a search fee or court fee), it is debited to the client's office ledger account. When the client is billed, the credit side records the costs recovered. When the client pays the bill, the amount is cleared. The balance shows unrecovered costs for that client.

The office ledger records all disbursements and expenses incurred on behalf of clients, costs billed to clients, payments received from clients, and writing off of irrecoverable costs. It enables the firm to track which costs have been recovered and which remain outstanding.

Tip — Office Ledger Tracks Costs and Disbursements
The office ledger is separate from the client ledger. The client ledger tracks client money held, while the office ledger tracks costs incurred. When money is transferred from client to office account, this is recorded in both ledgers - debiting the client ledger and crediting the office ledger for that client.

The Cash Book

The Central Record of Bank Transactions

The cash book is the central record of all transactions through the firm's bank accounts. It records every receipt into and payment from both the client and office bank accounts. The cash book is the primary document that is reconciled to bank statements each month.

The cash book typically has five columns: date, description, client bank payments, client bank receipts, office bank payments, and office bank receipts. Every bank transaction is recorded in the appropriate column. Regular entries ensure the cash book is always up to date for reconciliation.

In traditional solicitors practice, the cash book records bank transactions, not physical cash. Most transactions are through the bank account. If physical cash is handled, separate petty cash records are maintained. The focus is on bank columns because client money must be banked promptly and cannot be used as a cash float.

Tip — Cash Book is the Backbone of Your Accounts System
Keep the cash book up to date daily if possible. Prompt recording makes reconciliation easier and helps identify errors or missing entries quickly. The cash book should always agree with the client and office ledgers combined. Any discrepancy must be investigated and corrected.

How Ledgers Work Together

The Integrated Accounting System

The cash book, client ledgers, and office ledgers work together as an integrated system. Every transaction affects multiple records. For example, receiving client money increases the client bank in the cash book and increases the client ledger balance. This dual recording ensures the system always balances and provides multiple cross-checks.

Money flows through the accounting system in a predictable pattern. Client money is received into the client bank (recorded in cash book) and allocated to the client's ledger. When costs are earned, money transfers from client to office bank, reducing the client ledger and clearing the office ledger. When bills are paid, money comes from the client, not the client account.

Every transaction is posted to the appropriate ledgers. Client account transactions always affect both the cash book and a client ledger. Transfers to office account affect cash book, client ledger, and office ledger. Bills and payments affect office ledger and office bank. This integrated posting ensures accuracy and provides a complete audit trail.

Sample Transaction Flow Across Ledgers	Transaction	Cash Book Effect	Client Ledger Effect	Office Ledger Effect
	Receive £1,000 client money	Client bank debit +£1,000	Credit +£1,000	None
	Pay £300 disbursement	Client bank credit -£300	Debit -£300	Debit +£300
	Transfer £500 to office	Client bank credit -£500, Office bank debit +£500	Debit -£500	Credit -£500
	Deliver £200 bill	None	None	Credit +£200 (costs recovered)
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    Client Money

Understanding What Counts as Client Money

Client money is the foundation of solicitors accounts. Get it wrong and you're looking at regulatory trouble. Get it right and you protect your clients, your firm, and your reputation. Let's break down what counts as client money, how to handle it, and what the rules require.

Tip — Client Money is at the Heart of Solicitors Accounts
Most Accounts Rules breaches involve client money. Understanding what counts as client money (and just as importantly, what doesn't) is your first line of defence. If you're ever unsure whether something is client money, the safe answer is yes - treat it as client money until you know otherwise.

What Counts as Client Money?

The Broad Definition

Client money is any money you hold or receive for a client. It doesn't matter whether you're acting as their solicitor, trustee, executor, or stakeholder. If the money ultimately belongs to someone else and you're just holding it, it's client money. Simple as that.

When you're appointed as a trustee or executor, you're holding money on behalf of beneficiaries. This is client money even though there's no solicitor-client relationship in the traditional sense. You're still holding it for others, so the Accounts Rules apply.

A stakeholder is someone who holds money without taking a side in a dispute. The classic example is a deposit on a property purchase. You're holding it for whoever ends up entitled to it. Stakeholder money is always client money - it doesn't belong to you, and you can't use it for your own purposes.

Sometimes you hold money for people who aren't your direct clients. This could be for another solicitor, a court, or a third party beneficiary. If you're holding it for someone else's benefit, it's client money and must go into the client account.

Common Examples of Client Money
	Money paid to you for legal services you're providing
	Damages or compensation payments you receive on behalf of a client
	Deposits you hold as stakeholder (e.g., property purchase deposits)
	Estate funds you're holding as executor or administrator
	Trust funds you're managing as trustee
	Money you receive from another solicitor
	Court funds you're holding for clients or beneficiaries
	Money where the ultimate owner is unclear or unknown


Watch out — If in Doubt, Treat It as Client Money
The safe approach is always to treat questionable money as client money. Putting office money into a client account is inconvenient but rarely a breach. Putting client money into the office account is a breach. When uncertain, err on the side of client account.

Client Money in Practice

Real-World Scenarios

When a client pays you for legal work, that money is client money until you've earned it. Whether it's money on account of future costs, payment for work already done, or funds to cover disbursements, it starts life as client money. Only once you've properly earned it can it become yours.

You've just settled a personal injury claim for £50,000. That cheque is made out to you, but it's not your money - it belongs to your client. It must go into the client account. Same with court awards, insurance settlements, or any compensation you receive on someone's behalf.

Sometimes another firm sends you money to hold or pass on. Maybe you're both acting on a matter, or they're closing a file and you're taking over. That money is client money - you're holding it for their client, even though that person isn't your direct client.

As an executor, you're holding the deceased's money for the beneficiaries. As a trustee, you're holding trust assets for the beneficiaries. Neither belongs to you or your firm - they're client money and must be kept in the client account until properly distributed or transferred.

Quick Reference - Client Money in Practice
	Property purchase deposits: Always client money (stakeholder)
	Litigation damages: Client money until passed to client
	Money from other firms: Client money (their client, your responsibility)
	Estate funds: Client money (belongs to beneficiaries)
	Trust funds: Client money (belongs to beneficiaries)
	Court awards: Client money (belongs to successful party)


What Doesn't Count as Client Money

Understanding Office Money

Office money is money that belongs to your firm. This includes money you've legitimately earned through your work, profits the firm has made, and capital that belongs to the partners or shareholders. Once you've earned it, it stops being client money and becomes office money.

Here's the key moment: when you've done the work and you transfer the money from client account to office account, it becomes office money. That transfer represents your earned fees. Once it's in the office account, it's yours to use for running the business, paying staff, and so on.

Non-Client Money Examples
	Money transferred from client to office account for earned costs
	Fees paid directly into the office account (if appropriate)
	Drawings by partners or profits distributed
	Money the firm has earned from non-legal business activities
	Operating capital belonging to the firm owners


Tip — Knowing the Difference Protects Everyone
The line between client and office money is where most problems occur. Transfer too early and you've taken money that isn't yours. Transfer too late and you're not running your business efficiently. Get the timing right and everyone is protected - clients keep what's theirs, you get paid what you've earned.

Money Belonging to the Authorised Body

Office Money Explained

Office money (or "money belonging to the authorised body") is money that your firm owns. It's the firm's property, held for the firm's benefit. Once client money is properly transferred to the office account as earned fees, it becomes office money. The firm can then use it for any legitimate business purpose.

You hold office money in your office bank account. This is where you keep the firm's working capital, pay your staff, cover rent and overheads, and generally run the business. The office account is for firm money - no client money goes in unless you've properly earned it and are transferring it across.

Why does this matter? Because the rules are different. Client money has strict rules about how it's held, what you can do with it, and how you account for it. Office money has fewer restrictions because it belongs to the firm. Mixing them up is a breach and can put client funds at risk.

Client Money vs Office Money	Aspect	Client Money	Office Money
	Who owns it?	Your client or third party	Your firm
	Which account?	Client account only	Office account only
	Can you use it?	Only for client purposes	For any business purpose
	Rules?	Strict Accounts Rules apply	Fewer restrictions
	Can you mix?	Never with office money	Never with client money


The Client Account Rule

Prompt Payment Requirements

When you receive client money, it must go into a client account - promptly. Not tomorrow, not next week, not when you get around to it. Promptly means without delay. This is non-negotiable. The SRA doesn't look kindly on firms that sit on client cheques to manage their cash flow.

In practice, promptly means the same day or the next banking day. If you receive a client cheque on Monday, it should be banked by Tuesday at the latest. There's no fixed time limit in the Rules, but delays of more than a day or two are hard to justify. Bank it, record it, move on.

Client money goes into the client account and stays there until it's properly paid out or transferred. It doesn't go into the office account "just for a moment" and it doesn't get mixed with firm money. The whole point of separate accounts is to keep client money clearly identifiable and protected.

Watch out — Delay is a Breach - Don't Improve Cash Flow at Clients' Expense
It can be tempting to hold onto client money to keep the firm's balance healthy. Don't. Using client money as an interest-free loan or cash flow management tool is a serious breach. If the SRA finds you're routinely delaying banking client money, you're looking at disciplinary action.

When Can You Hold Back Client Money?

Withholding Rules

If a client agrees to pay your costs and those costs aren't in dispute, you can deduct them from client money before repaying the balance. But the costs must be genuinely agreed - not just what you think you're owed. Get proper authority and keep clear records.

A lien is the right to keep someone's property until they pay what they owe you. In legal practice, you may have a lien over client money or papers if the client hasn't paid your bill. But liens are technical - don't assume you have one without checking the rules and your client care letter.

Some statutes specifically allow or require you to withhold money. For example, you might need to deduct tax before making certain payments, or a court order might specify that money should be held or paid in a particular way. Always follow the statutory requirements - they override general client money rules.

Valid Reasons to Withhold Client Money
	Costs that are agreed and not disputed by the client
	Payments you're entitled to make under a valid lien
	Amounts specifically required or authorised by statute
	Court orders directing that money be held or paid in a certain way
	Written client authority to deduct specific amounts


Watch out — You Need Written Authority or Legal Right
Don't withhold client money without clear authority. "I think I'm owed this" isn't enough. You need either the client's written agreement, a valid lien, or a statutory basis. If you withhold without proper authority, you're effectively misappropriating client funds - a serious matter.

Giving Money Back

Repayment Rules

You must repay client money when the client is entitled to it. This might be when you complete the matter and return unused funds, when a client instructs you to pay money out, or when a third party becomes entitled to the money. The key is: when the right to payment arises, pay promptly.

Sometimes it's obvious who to pay - your client instructs you, and you pay them. Other times it's less clear. Estate funds go to beneficiaries. Trust funds go according to the trust terms. Court awards go to the successful party. Take care to identify the correct payee - paying the wrong person is a breach.

You can make part payments if that's what's required - perhaps paying a beneficiary their share while other beneficiaries are still being identified. But keep clear records of what you've paid and why. When you make a final payment that closes the file, get proper acknowledgement and discharge.

Tip — Prompt Repayment Builds Trust
Clients notice when you're quick to return their money. It builds trust and shows you're not hanging onto their funds unnecessarily. Prompt repayment is both a rule and good client care. When money is due back, don't sit on it - get it paid.

Recording Client Money Coming In

Accounting for Receipts

When client money arrives, you need to record it in two places: the cash book (which tracks the bank account) and the client ledger (which tracks how much you're holding for each client). This double recording is the foundation of solicitors accounts - it's how you keep track of everything.

In the cash book, you record the receipt in the client bank receipts column. This shows that money has come into the client account. The cash book is your chronological record of all bank transactions - every receipt, every payment, in date order.

In the client's ledger, you credit the account with the amount received. This might seem backwards if you're used to banking terminology, but in client ledgers, a credit increases the balance you're holding for the client. The ledger shows exactly how much of that client's money you have.

Sample Receipt Entries	Transaction	Cash Book Entry	Client Ledger Entry
	Receive £5,000 from client Smith	Client bank debit +£5,000	Smith ledger credit +£5,000
	Receive £10,000 damages for Jones	Client bank debit +£10,000	Jones ledger credit +£10,000
	Receive £2,000 from other firm	Client bank debit +£2,000	Client ledger credit +£2,000


Tip — Every Receipt Affects Both Records
Get into the habit: money in = two entries. One in the cash book (tracking the bank), one in the client ledger (tracking the client's balance). If you only record in one place, your accounts won't balance and you won't be able to reconcile. The double entry system protects you and keeps everything accurate.

Recording Client Money Going Out

Accounting for Payments and Transfers

When you pay money out of the client account, you again make two entries. In the cash book, you record the payment in the client bank payments column. In the client ledger, you debit the account (which reduces the balance you're holding for them). The two records always move together.

When you've earned your fees and transfer money from client to office account, this is where it gets interesting. You credit the client bank (money leaving client account) and debit the client ledger (reducing their balance). Simultaneously, you debit the office bank (money arriving) and credit the office ledger for that client (recording the income).

Every transaction follows the same pattern: at least one debit and at least one credit. For client account transfers, you're actually making four entries - two for the client side (cash book and ledger) and two for the office side (cash book and ledger). It keeps everything in balance and provides a complete audit trail.

Sample Payment and Transfer Entries	Transaction	Cash Book	Client Ledger	Office Ledger
	Pay £3,000 to client	Client bank credit -£3,000	Debit -£3,000	None
	Transfer £1,000 to office	Client bank credit -£1,000, Office bank debit +£1,000	Debit -£1,000	Credit -£1,000
	Pay £500 to third party	Client bank credit -£500	Debit -£500	Debit +£500 (if disbursement)


Walkthrough: Real-Life Examples

Putting It All Together

You're acting for a buyer in a property purchase. They send you a £10,000 deposit. You pay it into your client bank and record it in the cash book (client bank debit). In the client ledger, you credit £10,000. The ledger now shows you're holding £10,000 for that client. When completion happens, you'll pay it out to the seller's solicitor.

You need to pay £200 to the Land Registry for a search. The money comes from your client's funds. You record the payment in the cash book (client bank credit) and debit the client ledger for £200. The client's balance reduces by £200, reflecting that you've used their money to pay their expense.

You've completed work worth £1,500 and the client has agreed to pay. You transfer £1,500 from client to office account. Cash book: client bank credit £1,500, office bank debit £1,500. Client ledger: debit £1,500 (reducing their balance). Office ledger: credit £1,500 (recording your earned fees). You've now been paid.

Key Points to Remember
	Client money = money held for someone else (client, beneficiary, third party)
	When in doubt, treat it as client money
	Pay client money into client account promptly - no delays
	Don't mix client and office money - ever
	You can only withhold if you have proper authority or legal right
	Every transaction needs two entries: cash book and ledger(s)
	Transfer to office account only when you've genuinely earned it
	Keep clear records - they protect you and your clients


Tip — The Client Money Mindset
Think of client money as temporarily in your care, but never yours. You're a guardian, not an owner. This mindset helps you make the right decisions automatically. If it's not yours, you don't use it for your benefit. You protect it, account for it, and return it when the time comes. Simple as that.

  


  

  
    

      End of sample

      Continue reading the full study guide

      
        That was the first 2 chapters of
        Solicitors Accounts — SQE1 FLK2 Study Guide.
        The full edition has
        6 more chapters,
        160 worked MCQs,
        399 flashcards,
        a glossary, and an index.
      

      
        Buy now at
        sqe1prep.co.uk/ebooks/business-law-and-practice
        or on the Amazon Kindle Store.
      

      
        Thank you for trying this preview.
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