
                                                                                                                                                                                              
 

Accounts Rules 

 

Client money  
1. Money received from the client “on account of costs”. Once a solicitor has been instructed in connection with a 
matter, they will usually ask the client to provide money to cover the likely costs of the matter. For example, if a solicitor 
has been instructed in connection with a property purchase, it is common practice for the solicitor to ask the client for 
money to cover the search fees that will be incurred e.g. Land Registry fees.  
 
2. Money received in respect of unpaid costs or expenses. This would include, for example, Stamp Duty Land Tax, Land 
Registry fees and court fees which are expected to be paid in connection with a transaction, but which have not yet 
been paid (because, for example completion has not happened so the Stamp Duty Land Tax payment is not due). 
 
Rule 4.1 states: “client money has to be kept separate from money belonging to the authorised body”. ‘Authorised body’ 
includes a body that has been authorised by the SRA to practise as a licensed body (i.e. a body licensed under s.71(2) of 
the Legal Services Act 2007 in accordance with the SRA Authorisation of Firm Rules). For the LPC you may assume any 
firm of solicitors or sole practitioner is an authorised body. 
Solicitors are therefore required to keep money held by the firm on behalf of clients in a separate bank account. 
 
Office Money 
There is no definition of ‘office money’ in the Rules but the money the law firm uses for its business is referred to as: e.g. 
“non-client money” in the definition of ‘mixed payments’ in the Glossary; and 
e.g. “money belonging to the authorised body in Rule 4.1”. 
Example of office money: Barry Smith, a long-standing client of the firm, has recently instructed you in connection with 
the purchase of a property. Your firm currently holds no money on behalf of Barry. You wish to pay the Land Registry to 
obtain documents on behalf of Barry and, because there is no money held on his behalf, you cannot use money from the 
client account. To do so would be a serious breach of the Rules; you would, in effect, be spending another client’s 
money as the only money in the client account should be client money. You would also be in breach of Rule 5.3 which 
states you should ‘only withdraw client money from a client account if sufficient funds are held on behalf of that specific 
client or third party to make the payment’. Therefore, in these circumstances you pay the Land Registry fee out of the 
office account. Barry then sends a cheque to you to reimburse you for the Land Registry fees. The cheque received from 
Barry is office money (because it is a paid disbursement and therefore falls outside Rule 2.1(d)) and should be paid into 
office account. 
 
4. When should you pay money into the solicitor’s OFFICE account? 
The basic rule is that office money should be paid into the office account. (There is no specific Rule to this effect, but it 
can be deduced from Rules 2.3, 4.1 and 4.2).  



                                                                                                                                                                                              
 

1. Money sent after the firm has paid for costs / expenses (no bill delivered) 
If the firm has already paid for costs / expenses (which are not office expenses) it can pay any money it receives from 
the client to reimburse the firm for these costs straight into the office account without having to issue a bill to the 
client. Note that the client should have been made aware of these costs in compliance with Rule 8.7 of the Code of 
Conduct for Solicitors. 
2. Money sent after a bill for the law firm’s fees has been delivered 
Under Rule 2.1(d), if a firm delivers a bill to the client setting out the law firm’s fees (i.e. the firm’s own charges for work 
carried out) and the client sends money to the firm to settle that bill, that payment is office money and should be paid 
into the office account. 
3. Money sent after a bill for unpaid costs / expenses has been delivered 
Once a bill has been sent to the client, money received from the client in full or partial reimbursement of any costs / 
expenses not yet paid by the firm on behalf of the client is office money and should be paid into the office account. 
 
5. When are you permitted to pay OFFICE MONEY into the CLIENT account? 
One exception to the rule that client money has to be kept separate from office money (Rule 4.1) is when the firm 
receives a ‘mixed payment’. A mixed payment is ‘a payment that includes both ‘client money and non-client money’ – 
see the Glossary. 
Under Rule 4.2, a firm must ensure it ‘allocates promptly any funds from mixed payments [it receives] to the correct 
client account or business [i.e. office] account’. 
 
6. When should you pay money into the CLIENT account?                                                                                                                             
Rule 2.3 requires “client money to be paid promptly into a client account” so once you have received money and 
identified it as client money it needs to be paid into the client account. However, there are three exceptions which are 
set out in 2.3(a) – (c) inclusive. 
(a) money held as a trustee of the holder of a specified office or appointment, such as a donee of a power of attorney, 
Court of Protection deputy or trustee of an occupational pension scheme 
does not have to be paid into a client account if doing so would conflict with the obligations under rules or regulations 
relating to the specified office or appointment; 
(b) the client money represents payments from the Legal Aid Agency for your costs (costs meaning your ‘fees and 
disbursements’) (‘fees’ meaning your own charges or profit costs including any VAT element) does not have to be paid 
into the client account; 
(c) you agree in the individual circumstances an alternative arrangement in writing with the client, or third party, for 
whom the money is held not to hold the money in client account. 
 
Accounting records 
The requirement for solicitors to keep accounting records for client money 
Rule 8 specifies how the accounts of solicitors must be kept. For example, obtaining bank / building society statements 
at least every five weeks and carrying out reconciliations between the bank / building society statements and the firm’s 
own records (Rules 8.2 and 8.3 respectively). 
Rule 8.1 requires a law firm to ‘keep and maintain accurate, contemporaneous and chronological records to: 
(a) record in client ledgers identified by the client’s name and an appropriate description of the matter to which they 
relate: 
(i) all receipts and payments which [are] client money on the client side of the ledger account; 
(ii) all receipts and payments which are not client money and bills of costs including transactions through the authorised 
body’s accounts on the business side of the client ledger account [the office ledger of the client]. …’ 

For example, suppose that a solicitor pays £150 out of the office account on behalf of a client, Mr Adams. The accounts 
of the solicitor will have to record the fact that: 

 the office account, not the client account, has been used to pay the £150; and 
 Mr Adams now ‘owes’ the solicitor £150. 

This record would fall under Rule 8.1(a)(ii) above. 
 
Exercises 



                                                                                                                                                                                              
 

Is the money received ‘client money’? 
1. Money received from the client on account of costs generally. Client money – Rule 2.1(a) 
2. Money received from the client in respect of a company search fee that has been paid by the solicitor on the 
client’s behalf. Office money – Rule 2.1(d) – only unpaid disbursements are client money. 
3. Money received from the client in respect of a company search fee. The solicitor has incurred the search fee, and 
the firm has received the invoice, but the invoice has not yet been paid by the solicitor’s practice. 
Client money – Rule 2.1(d) – this is an unpaid disbursement. 
 
1. Ken and Hazel Wright have just instructed you on the purchase of a disused airfield in Hertfordshire. They have sent 
you a cheque for £150, to pay for searches that you are about to do. 
Client money – Rule 2.1(a); banked in client account. 
2. Michael Farrar, an employment agent, is selling a freehold office in Holborn. Exchange of contracts is due to take 
place today and the buyer’s solicitor has sent the deposit cheque of £200,000. 
Client money – Rule 2.1(b); banked in client account. 
 
Trevor Pugh is a hypnotherapist. He sends you £3,500 in settlement of a bill of costs you have delivered in respect of 
work you have carried out. This relates to a claim by one of his clients who, as a result of a hypnotherapy session, 
cannot now do mental arithmetic. 
Office money – Rule 2.1(d) – the bill has been delivered and this is a payment received in relation to the firm’s fees after 
the bill was delivered. Banked in office account. 
 
Record a bill of costs 
For accounting purposes, the fees charged by a solicitor to the client are known as ‘profit costs’. Rule 8.4 requires a law 
firm to “keep readily accessible a central record of all bills or other written notification of costs given by you”. 
 
Please note that entries in the profit costs ledger are always office-side transactions. 
When issuing a bill of costs, the following entries are made: 
DR office ledger (as the client now owes money to the firm) 
CR profit costs 
 
Transfer money from the firm’s client account to the firm’s office account (e.g. to settle a bill of costs) 
First, money must be taken out of client account. To record the transfer out of client account: 
DR client ledger* 
CR client cash* 
Second, we must record the receipt of the money into the office ledger: 
CR office ledger+ 
DR office cash+ 
 
Recording the payment of money by the solicitor to the client 
DR client ledger 
CR client cash 
 
When should [Rules] disbursements be recorded? 
Law firms often have agreements with third party providers with whom they do a lot of business to make payments for 
their services on e.g. a monthly basis, rather than each time the relevant service is provided. An example of this is the 
Land Registry where firms may have a credit arrangement pursuant to which the law firm pays all it owes once a month 
at the end of the month. Thus, searches done during the month incur a payment obligation which will not be met until 
the end of the month. Such debts should be recorded in the client’s 
office ledger (or the client ledger if there is sufficient money in the client account belonging to the client) when the 
debts are incurred, not when they are paid. Other disbursements will be recorded in the ledgers when they are paid. 
Rule 8.1(a)(ii) says the law firm has to record “all … payments which are not client money … including transactions 
through the [law firm’s] accounts on the business side of the client ledger account” [i.e. the office ledger]. 


