
Chapter 3 – Client money and client accounts part 2  

  

Summary: Client money available on demand   

  

WHAT is the general principle on 

accessibility of client money? 

  

Rule 2.4 provides that client money should be available on 

demand. 

WHAT is the exception to this 

general principle? 

  

Rule 2.4 provides an exception if there is a written 

agreement for an alternative arrangement between the firm 

and the client (or relevant third party). 

  

  

 

 

  

Summary: Client money to be returned promptly 

  

WHEN should client money be 

returned? 

  

Rule 2.5 provides that client money should be returned 

promptly to the client (or relevant third party) as soon as 

there is no longer any proper reason (i.e. a reason 

associated with the provision of legal services to the client) 

to hold it. 

  

WHY should money be returned 

promptly? 

  

Firms are only authorised to hold client money when it is 

proper to do so with respect to the legal services that they 

offer.   If they continue to hold client money when there is 



no longer any proper reason to do so, they are at risk of 

providing banking facilities to clients in breach of Rule 3.3. 

  

Both Rules 2.5 and 3.3 protect firms from the risk of 

involvement in money laundering. 

  

WHAT happens if firms cannot trace 

the client or third party to whom 

client money belongs? 

  

Firms cannot hold client money indefinitely.  If they cannot 

obtain instructions from the client, they can withdraw the 

money to pay it to a charity (if it is over £500, they must 

seek prior approval from the SRA). 

  

 

 

  

Summary: Withdrawals from client account 

  

WHEN can client money be 

withdrawn from client account? 

  

Rule 5.1 provides three reasons for withdrawals from client 

account: 

1. Withdrawals for the purposes for which the client 

money is held; 

2. Withdrawals in accordance with instructions from the 

client (or relevant third party); or 

3. Withdrawals following SRA authorisation. 

  



WHO is responsible for ensuring 

that withdrawals from client 

account are made properly? 

  

The firm's managers and COFA are responsible for setting up 

appropriate systems and procedures to ensure withdrawals 

from client account are in accordance with the Rules. 

WHO should authorise withdrawals 

from client account? 

  

Withdrawals from client account should only be authorised 

by staff who have sufficient seniority and understanding of 

the Rules to do so. 

  

HOW can firms make sure that 

client money is only used for the 

correct client? 

Rule 5.3 provides that client money can only be withdrawn if 

sufficient funds are held for that client (or relevant third 

party) and for that purpose.  All client ledgers must be kept 

up to date and accurate so that at any time it is clear what 

the credit balance for each client is in the general client 

account.  The firm can then assess whether there are 

sufficient funds available before making a withdrawal of 

client money in any particular matter. 

  

WHAT are the accounting entries 

for a withdrawal from client 

account? 

The accounting entries for a withdrawal from client account 

are DR client ledger client account and CR cash sheet client 

account. 

  

  

 

  

Summary: Duty to correct breaches on discovery  

  



WHAT is the general principle if there has 

been a breach of the Rules? 

  

A breach of the Rules must be corrected promptly 

on discovery. 

WHEN should a breach be corrected if client 

money has been improperly withheld or 

withdrawn from a client account? 

 

A breach relating to money improperly withheld or 

withdrawn from client account must be corrected 

immediately. 

HOW should a breach be corrected if client 

money has been improperly withheld or 

withdrawn from a client account? 

The money must be paid into the client account (if 

improperly withheld) or replaced in the client 

account (if improperly withdrawn).  This may 

involve a cash transfer from the business to the 

client bank account. 

 

WHAT accounting entries might be required 

for a business to client cash transfer to 

correct a breach of the Rules? 

The accounting entries for a business to client cash 

transfer are: 

• DR client ledger business account and 

CR cash sheet business account; and 

• CR client ledger client account and 

DR cash sheet client account. 
 

 

 


