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Foreword

his handbook is intended as a tool to help every California attorney fulfill

their statutory and ethical obligations to clients whose money and other

properties they hold in trust. Even if you never hold money or other

properties for clients, it’s imperative that you understand these obligations.
Your license may depend on it.

This handbook assumes that you know very little about client trust accounting and
is devoted to teaching you the basics necessary for you to properly account for your
client’s money. It will explain the rules governing your client trust accounting duties,
the concepts behind client trust accounting, and a simple step-by-step system for
accounting for your clients’ money. To keep from distracting you from basic
accounting, the citations have been kept to a minimum. The text of the relevant
authorities, as well as an index of applicable cases, are attached as Appendices 2 and 3.

This handbook is not intended to address all the complex legal issues related to
handling client funds and other trust money or property. To help you find answers for
these and other questions about your professional responsibilities, the State Bar of
California has a variety of resources available:

e The State Bar publishes a booklet called The California State Bar Act and Rules
of Professional Conduct that contains the provisions of the Business and
Professions Code and California Rules of Court relevant to attorneys, the Rules
of Professional Conduct and other statutes contained in other codes relevant to
your professional responsibilities, including the Evidence Code and the Civil
Code. This booklet is available from the State Bar for a fee. To order a copy,
call (415) 538-2112.

e The State Bar offers a toll-free, confidential Ethics Hotline, which you can call
to discuss ethics issues with staff who are specially trained to refer you to
relevant authorities. Attorneys may request a call by completing the online
Ethics Hotline Research Assistance Request Form
(https://apps.calbar.ca.gov/forms/EthicsHotline) or by calling 1-800-2-ETHICS
or 1-800-238-4427.

e The State Bar publishes a multi-volume desk reference called the California
Compendium on Professional Responsibility, which contains ethics opinions
issued by the State Bar, the Los Angeles, San Francisco and San Diego county
bar association ethics committees, the authorities in The California State Bar
Act and Rules of Professional Conduct, the American Bar Association Rules
and Code, the Code of Judicial Conduct, and a detailed subject matter index that
will direct you to the relevant authorities. The Compendium, which costs


https://apps.calbar.ca.gov/forms/EthicsHotline

$145.00 (plus tax), is updated annually for an additional $50 per year. To order
a copy, call (415) 538-2148.

The State Bar publishes the California State Bar Court Reporter, which includes
the full text of published opinions of the State Bar Court Review Department,
comprehensive headnotes, case summaries and a detailed index and digest.

The Office of Access & Inclusion works with lawyers and financial institutions
to make California’s IOLTA program a success. Staff is available to answer
questions and to help financial institutions and lawyers with their IOLTA
accounts. Additional copies of the relevant statutes, State Bar Rules, and
IOLTA forms are available upon request, or may be downloaded from
www.calbar.ca.gov. For assistance or additional information, please contact the
Office of Access & Inclusion, State Bar of California, 180 Howard Street, San
Francisco, CA 94105-1639, or email iolta@calbar.ca.gov.



mailto:iolta@calbar.ca.gov

SECTION I: THE IMPORTANCE OF CLIENT TRUST ACCOUNTING

If you died suddenly, would your clients—or the executors who have to answer to your clients—be
able to tell how much of the money in your various professional accounts belonged to each client? If
a State Bar investigator asked you to account for a particular client's money, would you be able to
do so? Would they find complete, systematic, up-to-date records showing what's been received and
paid out for each client, or would they find a random assortment of cancelled checks, unopened
bank statements, and checkbook registers full of cryptic notations and rounded-off figures? In these
situations, the fact that you “have it all in your head” isn't going to help your clients find their
money or satisfy the State Bar.

There are two completely mistaken ideas about client trust accounting. One idea is that client trust
accounting is a mysterious, complicated process that requires years of training and innate
mathematical ability. The other is that “maintaining a client trust account” simply means opening a
bank account and depositing clients' funds into it.

The truth is that client trust accounting is a simple set of procedures that is easy to learn and easy to
practice. It doesn't require financial wizardry or mathematical genius; all it requires is consistent,
careful application. But as simple as it is, client trust accounting still means more than keeping
money in the bank. A bank account is something you have; client trust accounting is something you
do in order to know—and to show your clients that you know—how much of the money in your
account belongs to each client. To clear up this confusion, in this handbook, we never say “client
trust account.” We say “client trust accounting”—when we mean what you have to do to account for
your clients' money—or “client trust bank account”—when we mean the bank account where you
keep your clients' money.

Whether you find it easy or difficult, the fact is that if you agree to hold money in trust, you take on
a non-delegable, personal fiduciary responsibility to account for every penny as long as the funds
remain in your possession. Whomever you hire to do your books or fill out your deposit slips, you
have full responsibility for his or her actions when you receive money in trust. This responsibility
can't be transferred, and it isn't excused by ignorance, inattention, incompetence or dishonesty by
you, your employees or your associates. The legal and ethical obligation to account for those monies
is yours and yours alone, regardless of how busy your practice is or how hopeless you are with
numbers. You may employ others to help you fulfill this duty, but if you do you must provide
adequate training and supervision. Failure to live up to this responsibility can result in personal
monetary liability, fee disputes, loss of clients and public discipline.

The essence of client trust accounting is contained in these three words:

Client—These duties arise in the context of an attorney-client relationship, regardless of whether
you are paid for your services, and are as inviolable as your duty to maintain client confidences.
These duties may also be owed to third parties.

Trust—The willingness of people to trust a complete stranger with money just because the stranger
is an attorney is a fundamental aspect of the attorney-client relationship, and maintaining that trust
is the duty of every individual attorney and a matter of supreme public interest.

Accounting—The way to fulfill your clients' trust is to be able at any time to make a full and
accurate accounting of all money you've received, held and paid out on their behalf.

That's all “client trust accounting” means. If you follow the simple procedures explained below, you
will never have to worry about failing to live up to your duties as a fiduciary no matter how
complex or busy your practice.



SECTION II: THE RULES

California's Rule of Professional Conduct 1.15 is called “Safekeeping Funds and Property of Clients
and Other Persons.” The whole point of rule 1.15—and client trust accounting—is to make sure you
know exactly how much of the money you are holding for clients belongs to each individual client.

Imagine how you'd feel if you asked your bank how much money was in your personal account, and
they explained that they couldn't tell you because business was booming and keeping exact records of
so much money for so many people would just take too much time. You'd probably feel that if
knowing how much of your money they have is too much trouble, the bank shouldn't be holding your
money. That's exactly how your clients feel about you. You keep records so you can give your clients
an accounting of their money; failing to do so is a violation of your professional responsibilities.

Keeping track of exactly what's happening with a client's money is your personal, non-delegable
ethical responsibility. The minute you don't keep track, you are in violation of the client trust
accounting rules. The longer you don't know, the more violations you're likely to stumble into, and if
you keep stumbling, sooner or later you're going to stumble into a State Bar investigation.

And don't think if you keep enough of your own money in the client trust bank account that
everything's alright. Not only doesn't that satisfy your professional responsibility to your clients, it
constitutes an additional violation known as “commingling.” In short, the only adequate way to fulfill
your fiduciary responsibility to your clients is to keep track of, at all times, how much of their money
you have in your client trust bank account.

Maintaining a common client trust bank account in which the funds of more than one client are held is
fine, as long as you keep an accurate record of what belongs to each client. That's what client trust
accounting is all about.

California Rule of Professional Conduct 1.15

In some states, rules and statutes spell out detailed recordkeeping requirements for attorneys.
California’s approach is to set forth minimum standards under Rule 1.15(c). (See Appendix 2 for the
text.)

Rule 1.15 only requires that you maintain sufficient records so that you keep track of how much
money you are holding for each client at all times, and you can later prove that you knew it.

Rule 1.15 essentially comes down to this:

= All funds you receive from or hold for a client must be deposited into a bank account that is
clearly labeled as a client trust bank account.

= When you receive other properties on behalf of a client, you have to identify what you've
received in your written records, actually label the properties to identify the owner, and
immediately put them into a safe deposit box or some other place of safe keeping.

= All client trust bank accounts must be maintained in California, unless it is more convenient
for the client for the account to be located elsewhere. In that case, you have to get the client's
consent in writing before you can deposit the client's funds outside of California.

= Whenever you receive money or other property on behalf of a client, you have to promptly
notify that client of that fact.

= You can't deposit any money belonging to you or your law firm into any of your client trust
bank accounts (except for the small amounts of money necessary to cover bank charges).
This is known as commingling.



You can't keep any money belonging to you or your law firm (other than money for bank
charges) in any of your client trust bank accounts. This is also known as commingling. That
means that when you're holding client money that includes your fees, you have to take those
fees out of the client trust bank account as you earn them. It's not a matter of your
convenience; you are ethically required to withdraw your money from that account as soon as
you reasonably can. (In fact, it would be a good idea for you to withdraw your fees on a
regular basis, perhaps when you do your monthly reconciliation. See Reconciliation. See
also, State Bar Formal Op. No. 2005-169, Appendix 6.)

Money held in a client trust bank account becomes yours and not the client's as soon as, in
the words of rule 1.15(c)(2), your “interest in that portion becomes fixed.” BUT—and this is
a big but—you can't withdraw any fees that the client disputes. As far as you're concerned,
from the moment a client disputes your fee, that money is frozen in the client trust bank
account until the fee dispute is resolved. As soon as your interest becomes fixed and is not in
dispute, you are obligated to withdraw that money promptly from the client trust bank
account. (See Appendix 3 for references to disciplinary cases and Appendix 6 for State Bar
Formal Opinion 2006-171 which discuss the issue of a redeposit of funds withdrawn from a
trust account.)

When your clients ask you for money or other properties that you're holding for them, you
must deliver them promptly.

When clients ask you how much money you're holding for them or what you've done with
the money while you've had it, you must tell them.

When the State Bar asks you how much money you're holding for the client or what you've
done with it while you've had it, you must tell the State Bar.

For at least five years after disbursement you have to keep complete records of all client
money, securities or other properties that are entrusted to you.

What rule 1.15(d)(3) requires, as the mandatory minimum, is:

Client Ledger. This is a written ledger for each client that details every monetary transaction
on behalf of that client or other person. If you have a common client trust bank account in
which the funds of more than one person are deposited, this is where you keep track of
individual persons’ money.

Account Journal. This is a written journal for each client trust bank account. This is where
you keep track of the money going in and out of a client trust bank account. When you have a
bank account that's designated solely for one person’s money, the account journal will be
identical to the client ledger.

Bank Statements and Cancelled Checks. You must keep all bank statements and cancelled
checks or check imaging for each client trust bank account, individual or common. These
records show that the entries in your client ledger and account journal are accurate.

Reconciliation. You must keep a written record showing that every month you “reconciled”
or balanced the account journals you keep for each client trust bank account against the client
ledgers you keep for each person and the cancelled checks and bank statements for those
accounts.

Journal of Other Properties. You must keep a written journal of all securities or other
properties you hold in trust for clients or other persons that explains what you are holding,
who you are holding it for, when you received it, when you distributed it, and who you
distributed it to.



Duties to Third Parties

Throughout rule 1.15, an attorney’s duty is expressly stated as extending to a client or other person.
As used in rule 1.15(a), this formulation of the rule language is intended to make clear that an
attorney may have the same duties to a third-party as to his or her client. One instance is when there is
a statutory lien applicable to the funds received by the attorney on behalf of the client. For example,
an attorney may have a duty to the State Department of Health Services (DHS) to ensure that a
statutory medical lien is honored. An attorney’s obligations include, but is not limited to, notifying
DHS when a matter has settled prior to the distribution of the settlement proceeds.

This means that an attorney's duty might not end with payment to the client of the client's ultimate
share of the recovery. Where such liens are involved, the attorney might have an ongoing fiduciary
duty to the client to hold in trust the remaining settlement funds subject to further directions from the
client regarding disbursement.

Beyond the specific example of a statutory lien, generally where an attorney assumes the
responsibility to disburse funds as agreed by the parties in an action, the attorney owes an obligation
to the party who is not the attorney’s client to ensure compliance with the terms of the agreement. If
there is a dispute between the client and the third party, the attorney must retain the funds in trust until
the resolution of the dispute.

Business and Professions Code Sections 6211-6213

When a client gives you a “nominal” amount of money, or money that you hold for too short a period
of time to earn income in excess of the costs to hold the funds for the benefit of the client, you must
hold the money in a common client trust bank account, called an “Interest on Lawyers’ Trust
Account” (“IOLTA account”). (See “IOLTA” Accounts.) That account is set up so that your bank
pays the interest or dividends the account earns to the State Bar. By law, the State Bar distributes this
money to programs that provide legal services in civil matters to indigent people, as defined by
statute. Your responsibilities with respect to IOLTA accounts are governed by Business and
Professions Code sections 6211-6213. (See Appendix 2 for the text of those sections and for the State
Bar IOLTA rules, Title 2, Division 5 of the Rules of the State Bar of California.)

Other Regulations Relating to Clients and Money

There are other rules relating to clients and money that, while not directly related to client trust
accounting, are so fundamental to the attorney-client relationship that we have to mention them in this
handbook. These rules, which relate to setting fees, fee agreements, fee disputes, loans to and from
clients, securing payment of fees and cash reporting requirements, are discussed in Appendix 1, and
the text of these rules can be found in Appendix 2.



SECTION Ill: KEY CONCEPTS IN CLIENT TRUST ACCOUNTING

The following seven key concepts are all the background you need in order to understand your client
trust accounting responsibilities.

Key Concept 1: Separate Clients Are Separate Accounts

Client A's money has nothing to do with Client B's money. Even when you keep them in a common
client trust bank account (such as in an IOLTA account), each client's funds are completely separate
from those of all your other clients. In other words, you are NEVER allowed to use one client's
money to pay either another client's or your own obligations.

When you keep your clients' money in a common client trust bank account, the way to distinguish one
client's money from another's is to keep a client ledger of each individual client's funds (as required
by rule 1.15(d)(3) and the recordkeeping standards under rule 1.15(e) ). The client ledger tells you
how much money you've received on behalf of each client, how much money you've paid out on
behalf of each client, and how much money each client has left in your common client trust bank
account. If you are holding money in your common client trust bank account for 10 clients, you have
to maintain 10 separate client ledgers. If you keep each client's ledger properly, you will always know
exactly how much of the money in your common client trust bank account belongs to each client. If
you don't, you will lose track of how much money each client has, and when you make payments out
of your client trust bank account, you won't know which client's money you are using.

Also note, if your client's money can earn income in excess of the costs incurred to hold the account,
either because the funds are large enough in amount or are held for a long period of time, then you
cannot place the funds in an IOLTA account. (See "IOLTA" Accounts and What MUST Be Held
in Your IOLTA Account?.)

Key Concept 2: You Can't Spend What You Don't Have

Each client has only his or her own funds available to cover their expenses, no matter how much
money belonging to other clients is in your common client trust bank account. Your common client
trust bank account might have a balance of $100,000, but if you are only holding $10.00 for a certain
client, you can't write a check for $10.50 on behalf of that client without using some other client's
money.

The following example graphically illustrates this concept. Assume you are holding a total of $5,000
for four clients in your common client trust bank account as follows:

Client A $1,000
ClientB  $2,000
ClientC  $1,500
ClientD  $ 500
Total $5,000

If you write a check for $1,500 from the common client trust bank account for Client D, $1,000 of
that check is going to be paid for by Clients A, B and C. The funds you are holding in trust for them
are being used for Client D's expenses. You should have a total of $4,500 for Clients A, B and C, but
you only have $3,500 left in the trust account. In State Bar disciplinary matters, a finding of a failure
to maintain a sufficient client trust account balance will support a finding of misappropriation.



Key Concept 3: There's No Such Thing As a “Negative Balance”

It's not uncommon in personal checkbooks for people to write checks against money they haven't
deposited yet or hasn't cleared yet, and show this as a “negative balance.” In client trust accounting,
there's no such thing as a negative balance. A “negative balance” is at best a sign of negligence and, at
worst, a sign of theft. (Don't think that because you have “automatic overdraft protection” on your
client trust bank account and the check doesn't bounce, you have fulfilled your client trust account
responsibilities. See “Automatic overdraft protection.”)

In client trust accounting, there are only three possibilities:

You have a positive balance (while you are holding money for a client);
You have a zero balance (when all the client's money has been paid out); or
You have a balance of less than zero (a so-called “negative balance”) and a problem.

Key Concept 4: Timing Is Everything

It takes anywhere from a day to several weeks after you make a deposit before the money becomes
“available for use.” A client's funds aren't “available” for you to use on the client's behalf until they
have cleared the banking process and been credited by the bank to your client trust bank account.
(This is especially true when you receive an insurance company's settlement draft —which cannot
clear until the company actually receives the draft at its home office during the bank collection
process and honors the draft. Thus, insurance company settlement drafts will take longer to clear your
account.) If you write a check for a client at any time before that client's funds clear the banking
process and are credited to your client trust bank account, ordinarily either the check will bounce or
you will be using other clients' money to cover the check.

The time it takes for client trust account funds to become available after deposit depends on the form
in which you deposit them. Every bank has different procedures, so when you open your client trust
bank account, get the bank's schedule of when funds are available for withdrawal. Depending on the
instrument, you may have to wait as many as 15 working days before you can be reasonably confident
that the funds are available. For example, even if you make a cash deposit, the money may not be
available for use until the following day. If you deposit a personal check from an out-of-state bank,
the money will take longer to be available. Either way, until the bank has credited a client's deposit to
your client trust bank account, you can't pay out any portion of that money for that client.

You also need to know what time your bank has set as the deadline for posting deposits to that day's
business and for paying checks presented to it. Otherwise, even when you have deposited cash, you
may end up drawing on uncollected funds. For example, let's say your bank credits any deposit made
after 3 p.m. on the following day, but stays open for business until 5 p.m. Your client arrives at 3:30
and gives you $5,000 in cash which you immediately deposit. At 4 p.m., you write a client trust bank
account check to an investigator against that money. If the investigator presents the check for
payment at the bank before it closes at 5 p.m., the check will either bounce or be covered by other
clients' money.

You may be tempted to do your client a favor by writing a check to the client for settlement proceeds
before the settlement check has cleared because you know there's money belonging to other clients in
your client trust bank account to cover this client's check. Depending on the circumstances, your
client may insist that you do this. Don't. If you do, you'll end up writing a check to one client using
another clients' money. You shouldn't help one client at the expense of your obligations to your other
clients. In other words, no matter how expedient or kind or convenient it seems, don't make payments
on your clients' behalf before their deposited funds have cleared. Otherwise, sooner or later, you'll end
up spending money your clients don't have.

Some banks offer an “instant credit” arrangement where the bank agrees to immediately credit
accounts for deposits while the bank waits for the funds from another financial institution. Beware of



this service because it is, in essence, a loan to the attorney that is deposited in the client trust bank
account, and thus a commingling of funds. (An “instant credit” arrangement may also be offered as a
form of overdraft protection. Refer to the discussion at page 10.)

Key Concept 5: You Can't Play the Game Unless You Know the Score

In client trust accounting, there are two kinds of balances: the “running balance” of the money you are
holding for each client, and the “running balance” of each client trust bank account.

A “running balance” is the amount you have in an account after you add in all the deposits (including
interest earned, etc.) and subtract all the money paid out (including bank charges for items like wire
transfers, etc.). In other words, the running balance is what's in the account at any given time. The
running balance for each client is kept on the client ledger, and the running balance for each client
trust bank account is kept on the account journal. (A sample client ledger and a sample account
journal are shown in Appendix 4.)

Maintaining a running balance for a client is simple. Every time you make a deposit on behalf of a
client, you write the amount of the deposit in the client ledger and add it to the previous balance.
Every time you make a payment on behalf of the client, you write the amount in the client ledger and
subtract it from the previous balance. The result is the running balance. That's how much money the
client has left to spend.

You figure out the running balance for the client trust bank account the same way. Every time you
make a deposit to the client trust bank account, you write the amount of the deposit in the account
journal and add it to the previous balance. Every time you make a payment from the client trust bank
account, you write the amount in the account journal and subtract it from the previous balance. The
result is the running balance. That's how much money is in the account.

Since “you can't spend what you don't have” (Key Concept 2: You Can't Spend What You Don't
Have), you should check the running balance in each client's client ledger before you write any client
trust bank account checks for that client. That way, if your records are accurate and up-to-date, it's
almost impossible to pay out more money than the client has in the account.

Key Concept 6: The Final Score Is Always Zero

The goal in client trust accounting is to make sure that every dollar you receive on behalf of a client is
ultimately paid out. What comes in for each client must equal what goes out for that client; no more,
no less.

Many attorneys have small, inactive balances in their client trust bank accounts. Sometimes these
balances are the result of a mathematical error, sometimes they are part of a fee you forgot to take,
and sometimes a check you wrote never cleared or wasn't cashed.

Whatever the reason, as long as the money is in your client trust bank account, you are responsible for
it. The longer these funds stay in the bank, the harder it is to account for them. Therefore, you should
take care of those small, inactive balances as soon as possible, including, if necessary, following up
with payees to find out why a check hasn't cleared.

If you take steps to take care of these small balances and are still unable to pay out the funds, you
should consider whether the unclaimed monies escheat to the state pursuant to Code of Civil
Procedure section 1518. (See Appendix 2 for the text.)

Key Concept 7: Always Maintain an Audit Trail

An “audit trail” is the series of bank-created records, like cancelled checks, bank statements, etc., that
make it possible to trace what happened to the money you handled. An audit trail should start
whenever you receive funds on behalf of a client and should continue through the final check you



issue against them. Without an audit trail, you have no way to show that you have taken proper care
of your clients' money, or to explain what you did with the money if any questions come up. The
audit trail is also an important tool for tracking down accounting errors. If you don't maintain an audit
trail, you will find it hard to correct the small mistakes, like errors in addition or subtraction, and the
big mistakes, like miscredited deposits, that are inevitable when you handle money.

The key to making a good audit trail is being descriptive. Let's say you are filling out a deposit slip
for five checks relating to three separate clients. All the bank requires you to do is write in the bank
identification code for each check and the check amounts. This doesn't identify which client the
money belongs to. If you include the name of the client and keep a copy or make a duplicate, you will
know which client the check was for, which is the purpose of an audit trail. That will make it easy to
answer any questions that come up, even years later.

By the same token, every check you write from your client trust bank account should indicate which
client it's being written for, so that it's easy to match up the money with the client. That means you
should NEVER make out a client trust bank account check to cash, because there's no way to know
later who actually cashed the check. If you are handling more than one case for the client, indicate
which matter the payments and receipts relate to on your checks and deposit slips.

A good audit trail, one that will make it easy for you to explain what happened to each client's money
and to correct accounting errors, requires that you keep more than just the minimum records required
by rule 1.15(d)(3) and the recordkeeping standards under rule 1.15(e) In the following list of elements
of a good audit trail, records that are required by rule 1.15 are in bold. (See What Bank-Created
Records Do You Have to Keep?.) Records that aren't in bold are important for keeping track of your
clients' money but are not specified in the recordkeeping standards under rule
1.15(e).

A good audit trail should include:

= The initial deposit slip (or a duplicate copy or bank receipt). This should show the date the
deposit slip was filled out; the amount of the deposit; the name or file number of the client on
whose behalf the money was received; who the money came from; and the bank's date stamp
showing the day the deposit was actually received.

= The bank statement which shows when the deposit was actually posted by the bank.

= The checkbook stub, which should show when payments were made, how much the
payments were, to whom they were made and in connection with which client matter they
were made.

= The cancelled check. In a good audit trail, the check should show the date the check was
drawn; the amount of payment; who the check was made out to; the purpose of the check (or
the matter it relates to); the order in which the check was negotiated (from the
endorsements); and the date it was deposited for collection. (Regarding check imaging as a
substitute for cancelled checks, see Section VII Recordkeeping, What Bank-Created Records
Do You Have to Keep?)

= The bank statement which shows the date the trust account was actually charged for the
check.

= Copies of the front and back of any executed drafts, especially insurance settlement drafts,
received on behalf of a client.



SECTION IV: OPENING A CLIENT TRUST BANK ACCOUNT

Rule of Professional Conduct 1.15(a) in part states:

All funds received or held by a lawyer or law firm for the benefit of a client, or other
person to whom the lawyer owes a contractual, statutory, or other legal duty,
including advances for fees, costs and expenses, shall be deposited in one or more
identifiable bank accounts labeled “Trust Account” or words of similar import . . . .

In other words, whenever you receive or hold money for clients—or any other persons with whom
you have a fiduciary relationship—you have to deposit the money into a specifically labeled client
trust bank account. As we detail below, client trust bank accounts are a special kind of bank account.
Bankers who have experience with them can help you set up and administer your client trust bank
account properly. When you first open the account, make sure the bankers you're dealing with know
what a client trust bank account is; if they don't, ask to work with someone else.

General Dos and Don'ts

Client trust bank accounts:

Must be identified as a client trust bank account. Rule 1.15(a) says that the name of any
account where you keep your clients' money must clearly tell the bank, your clients, your
employees, the State Bar, the people you pay out your clients' funds to and everyone else that
it is a client trust bank account. Whatever name you choose, you can avoid all kinds of
problems if the name of the account is prominently displayed on all your client trust bank
account checks, deposit slips and other documents. Make sure that papers relating to your
client trust bank account look different from those relating to your personal account or your
general office account. For example, you can have your client trust bank account checks
printed on paper that's a different color than your other checks.

Must be maintained in California. Rule 1.15(a) says you are only allowed to keep client
funds outside of California under certain circumstances, including a requirement to obtain the
written consent of your client. Unless most of your clients are from out-of-state and you
routinely get their written consent to keep their funds somewhere else, your common client
trust bank account must be maintained in California.

Should be maintained in a financially stable bank. Consider selecting a bank that is regulated
by a federal or state agency and that carries deposit insurance from an agency of the federal
government. As your client’s fiduciary, you are responsible for protecting your client funds.
Note that FDIC insurance coverage differs depending on the type of account that you use. If
you use a non-IOLTA interest bearing trust account, the funds deposited may be subject to a
$250,000 per client insurance coverage limit. The per-client limit includes all money the
client has on deposit at that bank. In other words, if you are holding $150,000 for a client at a
certain bank, and the client has another $150,000 on deposit at the same bank, only $250,000
of the $300,000 the client is holding in the bank may be covered. This is just an example.
You should check with your bank or the FDIC to determine any applicable deposit insurance.

Even if all your clients’ money is covered by insurance, by the time the FDIC pays your
clients their money, your clients could have, for example, missed a business opportunity. (As
we will discuss later, if your bank goes under, you also may have a hard time getting copies
of your client trust bank account records.) Like most client trust accounting problems, the
answer requires thoughtful consideration of all relevant factors with the basic goal of keeping
your client trust accounts in banks that you're reasonably sure are financially secure.

Should limit accessibility of funds. Ideally, you should be the only person authorized to sign
client trust bank account checks and otherwise pay out client funds. However, for practical
reasons, many practitioners make their secretaries, bookkeepers or spouses authorized
signatories. Since you are individually, personally accountable for all client funds you receive



or hold in trust, and since this accountability can't be delegated to anyone else, allowing other
people access to your client trust bank account is risky. By the same token, you should never
pre-sign client trust bank account checks and leave them for employees to issue.

= Should NOT have ATM access. Your fiduciary responsibility is to account for your clients'
money. When you write a client trust bank account check, you create an audit trail that makes
it easy to trace who the money came from and where it went. (See Key Concept 7: Always
Maintain an Audit Trail.) A client trust bank account with ATM access makes it possible
for you—or anyone who knows the account code—to withdraw your clients' money in cash,
and it's very hard to account for cash. ATM withdrawals are an audit trail disaster. When you
make an ATM withdrawal, the only record of what happened to the money is a little slip of
paper that shows the date and the amount of the withdrawal; there's nothing that shows which
client's money was withdrawn, who withdrew the money or who the money was paid to. This
includes withdrawing your fees, since there's no indication of which client's fees you were
paying. Even if you put all the descriptive information on an ATM receipt, it won't prove to
your clients or a State Bar investigator what happened to the money. ATM access should be
distinguished from “online” banking. Whether online banking is offered for common client
trust bank accounts is the bank’s prerogative in determining which financial products it will
offer. If online banking is offered, it is your responsibility to ensure that the online banking
mechanisms create an audit trail that complies with all of your obligations.

= May include “automatic overdraft protection,” provided that the bank’s terms do not result in
a commingling violation. (Refer to the discussion of commingling at page 2.) Automatic
overdraft protection can benefit your clients by assuring that the important checks you’ve
written on a client’s matter will not bounce if a bank error or delay causes an unanticipated
shortfall in your client trust bank account. The State Bar’s Committee on Professional
Responsibility and Conduct (“COPRAC”) has opined that: “An attorney does not commit an
ethical violation merely by obtaining or using overdraft protection on a Client Trust Account,
so long as the protection in question does not entail the commingling of the attorney's funds
with the funds of a client.” (State Bar Formal Op. No. 2005-169. See Appendix 6 for the text.)
Generally, “automatic overdraft protection” means that whenever you write a check for more
money than is in your account, the bank will automatically make you a personal loan and apply
those funds to your account to keep the check from bouncing. This optional account feature
may also be offered as an “instant credit” arrangement where the bank agrees to immediately
credit accounts for deposits while the bank waits for the funds from another financial
institution. As discussed in the COPRAC opinion, a commingling problem does not arise if
your bank’s automatic overdraft protection operates according to terms that compensate exactly
for the amount that the overdraft exceeds the funds on deposit. In contrast, overdraft protection
that automatically deposits a set amount (i.e., a deposit or credit of $200 to cover a $155
overdraft) will leave a residual balance of funds after covering the amount of insufficient funds.
This residue in your client trust bank account is money that belongs to you and not to any of
your clients and creates the commingling problem.

There are additional considerations in deciding whether to use automatic overdraft protection. With
the exception of bank errors, one important consideration is that you should never have insufficient
funds in your client trust bank account in the first place; if you do, you're in violation of your
professional responsibilities. Overdraft protection is not a substitute for the proper handling of clients’
money. It can, however, help protect your clients from the effects of accounting errors by you or your
bank. You should be aware that regardless of whether you have overdraft protection to keep a check
from bouncing, the State Bar will find out about it. Business and Professions Code section 6091.1
requires financial institutions to report these transactions to the State Bar. (See Appendix 2 for the text.)
This means that banks will report not only checks that are rejected for insufficient funds, but also checks
that are paid against insufficient funds. The statute also requires financial institutions to notify the State
Bar when a client trust bank account check is written against an account that is closed.
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By the time you hear from the State Bar, several weeks may have passed since you had the problem
with your client trust bank account. Do not assume that your bank has or will provide an explanation to
the State Bar. When an overdraft of a client trust bank account occurs, it is possible that your bank made
an error or is aware of funds not yet credited to your account. The bank may owe you, their customer, an
explanation, but it is your responsibility to provide an explanation to the State Bar.

A report to the State Bar pursuant to Business and Professions Code section 6091.1 doesn't
automatically mean that you are being investigated by the State Bar. However, if you fail to provide the
State Bar with a satisfactory explanation or if the problem occurs more than once, an investigation may
result. Remember, banks routinely charge for handling checks returned for insufficient funds, even if the
bank pays them. The bank may also charge you for handling checks you deposit in your client trust bank
account if the check is returned unpaid from the maker's bank. These charges should be handled like any
other bank charges. (See What MAY Go Into Your Client Trust Bank Account?.)

Know Your Bank

From the moment you make the first deposit into your client trust bank account, handling your clients'
money means dealing with your bank. Every bank has different procedures; not knowing those
procedures can hurt you and your clients. For every bank in which you maintain a client trust bank
account, make sure you get the answers to the questions in Key Concept 4, Timing is Everything—what
is your bank's schedule for clearing deposits, what is your bank's daily deadline for crediting deposits
and what is your bank's daily deadline for paying checks drawn on it—and the following:

»= When does the bank usually provide statements of account activity? When account activity
is occurring, banks provide periodic statements that show what deposits have been credited to
and what payments have been withdrawn from each account. This might be in the form of
mailed statements on a monthly basis or other interval or offered as electronic statements that
can be viewed online, and downloaded or printed by the account holder. Rule 1-15(d)(3) and
recordkeeping standard (1)(d) requires you to do monthly reconciliations of your client trust
bank accounts to make sure that your records match the bank's records. (See Reconcile the
Account Journal with the Bank Statement.) If you know your banks practice in providing or
posting records of account activity, you can schedule a regular time every month to do the
required reconciliations.

In the case of mailed bank statements, knowing when to expect your statement can also help
you guard against theft by an associate or an employee. If someone is stealing from your client
trust bank account, the bank statement should help in uncovering that theft. An in-house thief
may try to hide by concealing incriminating bank statements; if you're timely in looking for the
mailed bank statement, the thief won't be able to hide for long. Be sure to review both the bank
statements and cancelled checks to avoid potential problems. If you suspect that an employee or
other person is maliciously manipulating mailed bank statements, then comparing those
statements to online account records can help in investigating the suspected theft.

=  What does your bank charge for and how much will you have to pay? As we've discussed,
you need to know what bank charges to expect so that you can ensure that you or your clients
always have money in the account to cover them. Ask your banker about bank fees and charges.

“lOLTA” Accounts

When a client gives you a “nominal” amount of money, or you will be holding a client's money for a
“short period of time,” Business and Professions Code section 6211 states that you must hold the
money in a common client trust bank account which is set up so that the interest the account earns
will be paid to the State Bar of California.

Since most attorneys at some time hold money for clients that is “nominal in amount” or will be held
for a “short period of time,” the chances are that you will need to set up a common client trust bank
account, which for convenience we've referred to as an “IOLTA” account. (“IOLTA” stands for
Interest On Lawyers Trust Accounts.) (For a discussion of how to decide which client funds should be
held in an IOLTA account, see What MUST Be Held in Your IOLTA Account?.)
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The idea behind the IOLTA statute is that attorneys often hold amounts of money for clients that are
so small or will be held for such short periods of time that the interest the money could earn for the
client if it were held in a separate interest-bearing account would be less than the costs involved in
earning or accounting for the interest. However, when these amounts of money are held in a common
client trust account, they collectively can generate substantial interest. The IOLTA statute requires
that this aggregate interest, which would otherwise benefit only the bank, is used to ensure that
indigent Californians have access to legal services.

Under Business and Professions Code section 6212, attorneys may hold IOLTA accounts only at
eligible financial institutions. To be eligible, the rate of interest or dividends payable on an IOLTA
account by the financial institution must be comparable to the interest or dividends paid to similarly
situated non-IOLTA accounts. (See Appendix 7 for the State Bar’s list of IOLTA-eligible
institutions. This list is  continuously updated so  you should check
the State Bar’s Web site for the most current list of IOLTA-eligible institutions
(http://www.calbar.org/IOLTA). If your financial institution is not already IOLTA-eligible, you
should direct them to the Office of Access & Inclusion at (415) 538-2046 or iolta@calbar.ca.gov
for information on becoming eligible.

When you open an “IOLTA” account, the bank will code the account with the State Bar's taxpayer
identification number so you don't have to worry about paying tax on the interest. The bank
automatically transmits the interest to the State Bar, and handles all the reporting requirements.

The State Bar must check to be sure that the bank sends the interest, so you must report to the State
Bar when you open or close an IOLTA account. (See Reporting IOLTA Compliance to the State
Bar.)

Under Business and Professions Code section 6212(C), reasonable fees may be deducted from the
interest remitted on an IOLTA account. Reasonable service charges include per-check charges, per-
deposit charges, monthly fees such as fees in lieu of minimum balance, federal deposit insurance
fees, or sweep fees. However, the attorney is responsible for paying account expenses that are
incurred in the ordinary course of business, such as charges for check printing, deposit stamps,
collection charges, or insufficient fund charges. These fees may only be charged to the lawyer or
law firm maintaining the IOLTA account and will not be deducted from the interest remitted on the
account.

In the event that fees routinely exceed interest earned and are charged by the bank to the attorney,
an attorney may apply to the Office of Access & Inclusion to convert the IOLTA account to a non-
interest bearing trust checking account. In that case, the State Bar’s taxpayer identification number
will be removed from the account, and the attorney will be responsible for all fees and charges
incurred to maintain the account. (See Unproductive IOLTA Accounts.)

In addition to an attorney's duties in client trust account management, your bank has obligations as
well. For a more detailed outline of the guidelines applicable to a bank's administration of IOLTA
accounts, please refer to the State Bar’s Guidelines for Financial Institutions, available online at
http://www.calbar.ca.gov/Portals/0/documents/iolta/l OL T AGuidelines-for-Financial-Institutions.pdf.

IOLTA Accounts and FDIC Insurance

Effective January 1, 2010, Business and Professions Code 6213 was amended to define “IOLTA
account” to mean an account or investment product that is: 1) an interest-bearing checking account;
2) an investment sweep product that is a daily (overnight) financial institution repurchase agreement or
an open-end money-market fund; or, 3) an investment product authorized by California Supreme Court
rule or order. The legislation provides for strictly defined conservative safe investment sweep products,
which are sometimes held on the investment side of the bank and therefore are not necessarily deposit
accounts covered by the Federal Deposit Insurance Corporation (FDIC).
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If your IOLTA is held in an interest-bearing checking account that is insured by the FDIC, the funds
deposited by you on behalf of one or more principals are insured as the funds of the principal (the
actual owner) to the same extent as if the funds were deposited directly by the principal, provided all
of the following requirements are met:

= The fiduciary nature of the account must be disclosed in the account title.

= The identities and the interests of the principals for whom the fiduciary is acting must be
ascertainable from either the deposit account records of the bank, or records maintained in
good faith and in the regular course of business by the depositor or by some person or entity
that had undertaken to maintain such records for the depositor.”

An IOLTA account is subject to FDIC insurance limits. For more information, visit the FDIC website
at: https://www.fdic.gov/consumers/consumer/news/cnwinl1213/coverageupdate.html .

While the presence of FDIC insurance is important, a lawyer should note that even if all of a client’s
funds are covered, by the time the FDIC pays a client their money, that client’s interests might be
adversely impacted.

For example, the delay may result in a missed business opportunity. Similarly, FDIC coverage will
not help with the problem that could arise if a bank goes under and copies of a client’s trust bank
account records need to be retrieved from that bank.

Reporting IOLTA Compliance to the State Bar

Rule 2.114 of the Rules of the State Bar of California requires attorneys to report compliance with the
State Bar’s IOLTA program. (See Appendix 2 for rules 2.100-2.118 of the Rules of the State Bar of
California, which cover the duties of an attorney in trust account management.) Whenever you open
or close an IOLTA account, you should promptly notify the State Bar.

The State Bar has made it easy to report compliance by logging on to your My State Bar Profile
account on the State Bar’s website and going to “Report my IOLTA status.” Alternatively, you may
send a deposit slip or a voided blank check for the account with your bar membership number written
on it to the Office of Access & Inclusion, State Bar of California, 180 Howard Street, San Francisco,
CA 94105-1639. (The fax number to the Office of Access & Inclusion is (415) 538-2552 and the e-
mail address is iolta@calbar.ca.gov.)

If you'll be sharing the account with other attorneys, e.g., partners or associates in your firm, each
attorney should update their My State Bar Profile. Alternatively, you may attach a list of the names and
bar membership numbers of all the attorneys who will be using the account to the deposit slip or voided
check.

Unproductive IOLTA Accounts

Normally, the bank will deduct reasonable service charges for holding an IOLTA account from the
interest or dividends earned on the account. However, if service charges exceed the interest earned on
an account during a remitting period, your bank has several options in determining how to deal with
those excess fees. The bank may choose to maintain the account and write off or absorb any
uncollected charges or offset the charges against future interest earnings on the account. However, the
bank may instead choose to pass those service charges and costs to the lawyer. In the event that fees
routinely exceed interest earned and the bank decides to charge the excess fees to the attorney, the
attorney may apply to the Office of Access & Inclusion to convert the IOLTA account to a non-
interest bearing trust checking account. The State Bar’s taxpayer identification number will be
removed from the account and the attorney will be responsible for the fees and charges incurred to
maintain the account. (See Bank Charges.)
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SECTION V: DEPOSITING MONEY INTO YOUR CLIENT TRUST BANK
ACCOUNT

All funds and property held for the benefit of a client must be deposited into a client trust account.
This includes advances for fees, costs, and expenses.

Your trust accounting duties require you to differentiate between the types of funds: funds that MUST
go into your client trust account; funds that MUST NOT go into your client trust account; and funds
that fall under certain limited exceptions. Failure to differentiate among these different types of funds
may result in commingling or misappropriation.

What MUST Go into Your Client Trust Bank Account?

Any money received for the benefit of the client must be deposited into the client trust account and
cleared before it can be paid out. This includes: money that belongs to the client outright (for
example, funds from a sale of the client's property); money in which the attorney and the client have a
joint interest (for example, settlement proceeds that includes the attorney’s contingency fee or fees
paid in advance that have not been earned); money in which the client and a third party have a joint
interest (for example, funds from the sale of community property); and money that doesn't belong to
the client at all but which the attorney is holding as part of carrying out the attorney’s representation
of the client (for example, when the attorney represents a client who is a fiduciary for funds owned by
a beneficiary).

What MUST NOT Go into Your Client Trust Bank Account?

Funds that belong to an attorney or an attorney’s law firm must never be deposited into your client
trust account. You should never put your personal or office money, including funds like employee
payroll taxes, into your client trust account.

Limited Exceptions for Certain Funds:

You are required to hold advance fees in the client trust account, including a “flat fee” paid in
advance. A “flat fee” is a fixed amount that constitutes complete payment for the performance of
described services regardless of the amount of work ultimately involved, and which may be paid in
whole or in part in advance of the lawyer providing those services. However, an attorney may deposit
a flat fee into an attorney’s or the firm’s operating account provided the attorney complies with the
requirements of rule 1.15, paragraph (b). These requirements include disclosing to the client in
writing that the client is entitled to a refund of any unearned amount of the flat fee. Whenever any
fees paid in advance are held in the client trust account, withdrawal of earned fees should be done on
a regular basis perhaps when monthly reconciliation is performed.

Generally, money that belongs to an attorney or their firm should not be deposited into the client trust
account. However, you may deposit attorney or law firm funds into the client trust account that are
“reasonably sufficient to pay bank charges.” This is permitted because you must prevent bank charges
from being debited against your client’s funds. Some attorneys arrange with the bank to have those
charges assessed against their general office accounts instead of the client trust account. Remember
that a deposit of your own money to cover bank charges, like every deposit you make to your client
trust bank account, must be properly recorded in the account journal for your client trust bank
account, and a special “bank charges” ledger. (See What Records Do YOU Have to Create?.)

What MUST Be Held in Your IOLTA Account?

As we've mentioned, Business and Professions Code section 6211 requires you to keep amounts of
money that are “nominal in amount” or “on deposit or invested for a short period of time” in your
IOLTA account. Client funds that can earn revenue for the client in excess of the costs to hold those
accounts must be deposited for the benefit of the client. Thus, you are required to make the practical
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determination of whether your clients' money must be held in your IOLTA account.

The constitutionality of California’s IOLTA statute was upheld in Carroll v. State Bar (1985) 166
Cal.App.3d 1193 [213 Cal.Rptr. 305] (see generally, Brown v. Legal Foundation of Washington
(March 26, 2003) 538 U.S. 216, 123 S.Ct. 1406, 155 L.Ed.2d 376). In Carroll, the court suggested a
convenient rule of thumb for determining whether client funds must be placed in the IOLTA account:
your clients' money is “nominal in amount” or being held “for a short period of time” if the cost of
opening and administering a separate, individual client trust bank account or otherwise accounting for
the funds separately is greater than the amount of interest the money would earn for your client.

Rule 2.110(A) of the Rules of the State Bar of California includes six factors that an attorney must
consider in determining whether funds can earn income in excess of costs:

= the amount of the funds to be deposited;

= the expected duration of the deposit, including the likelihood of delay in resolving the matter
for which the funds are held;

= the rates of interest or dividends at eligible institutions where the funds are to be deposited;

= the cost of establishing and administering non-IOLTA accounts for the client or third party’s
benefit, including service charges, the costs of the member’s services, and the costs of
preparing any tax reports required for income earned on the funds;

= the capability of eligible institutions or the member to calculate and pay income to individual
clients or third parties;

= any other circumstances that affect the ability of the funds to earn a net return for the client or
third party.

To help you make this determination, the following chart shows that if you're holding $5,000 for a
client for 209 days—about seven months—that money will earn $50 in interest. (The chart assumes
the current highest interest rate of 1%%, compounded daily. Since interest rates change constantly,
and most are now lower than this you shouldn't rely too heavily on this chart.) However, if your bank
charges $8 a month to keep a separate account open, by the time your client earns $50, the bank will
have charged your client about $56. Therefore, the $5,000 must be deposited into your IOLTA
account because the actual transactional costs would prevent it from earning net income for your
client.

Amount of Client Money Time Needed to Ear $50 Interest
You’re Holding (At 1%4% Compounded Daily
$ 5,000 209 days
$10,000 106 days
$15,000 71 days
$20,000 54 days
$25,000 43 days

What if the money you are holding is not “nominal in amount” or not being held for “a short period of
time™? While you are not required to earn interest for the client, in no case are you allowed to keep
the interest your clients' money earns. In light of the fact that the funds would generate interest
income for the client if held in a separate interest-bearing account and you are in a fiduciary
relationship with the client, you should ordinarily place the funds in an interest-bearing account for
the benefit of the client. Tell the bank to code the account with your client's taxpayer identification
number. In addition, make sure the type of account you choose doesn't limit access to your client's
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money in any way that will harm your client.

Your banker can help you figure out whether the amount of money a client has given you could
generate net income for that client in a separate interest-bearing client trust bank account during the
time you hold it, if you're having trouble deciding. Under rule 2.110(B), the State Bar will not bring
disciplinary charges against an attorney for determining in good faith whether or not to place funds in
an IOLTA account. However, rule 2.112 requires an attorney to review IOLTA accounts at
reasonable intervals to determine whether changed circumstances warrant moving the funds out of the
account.
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SECTION VI: PAYING MONEY OUT OF YOUR CLIENT TRUST BANK
ACCOUNT

Before you write your first client trust bank account check, there are five things you should know.
What Payments CAN You Make?

You can make any payments on behalf of your client out of your client trust bank account, including
paying client costs and expenses (e.g., court filing fees or deposition transcript costs), disbursing
settlement proceeds, paying yourself earned and undisputed legal fees, etc. You may also pay bank
charges for the account. Those are the only payments you're allowed to make out of your client trust
bank account.

Bank charges. For individual client trust bank accounts, paying bank charges is simple: since all of
the charges are incurred for the client for whom you have the account, you can pay the charges out of
that client's money.

For IOLTA accounts, paying bank charges is a little more complicated. Under amended Business and
Professions Code section 6212(c), reasonable fees may be deducted from the interest remitted on an
IOLTA account. Reasonable service charges include per-check charges, per-deposit charges, monthly
fees such as fees in lieu of minimum balance, federal deposit insurance fees, or sweep fees. However,
the attorney is responsible for paying account expenses that are incurred in the ordinary course of
business, such as charges for check printing, deposit stamps, collection charges, or insufficient fund
charges. These fees may only be charged to the lawyer or law firm maintaining the IOLTA account
and will not be deducted from the interest remitted on the account. That’s why rule 1.15(c)(1) allows
you to keep a little of your own money—an amount “reasonably sufficient to cover bank charges”—in
your client trust bank accounts without violating the rules against commingling. However, when the
bank charges for a service (e.g., for wiring money) for a specific client, you can treat the charge as
you would any other cost and pay for it out of money you are holding for that client in the IOLTA
account.

What Payments CAN'T You Make?

You can't make payments out of your client trust bank account to cover your own expenses, personal
or business, or for any other purpose that isn't directly related to carrying out your duties to an
individual client. You also can't pay money out of your client trust bank account on behalf of a client
if the client doesn't have money available in the account to cover those payments. (See Key Concept 2:
You Can't Spend What You Don't Have.)

You should also remember that you can't pay yourself legal fees that your client is disputing, whether
or not you feel you've earned them. The moment a client disputes your fees, the disputed amount is
frozen in your client trust bank account until the dispute is settled. When the amount of your fees is
no longer in dispute, you have an ethical obligation to take those fees out of the client trust bank
account as soon as you reasonably can.

How Should You Make Payments?

You should always pay out money from your client trust bank account by using a check, a wire
transfer or another instrument that specifies who is getting the money and who is paying it out. You
should never pay out money in cash, or with checks or other instruments made out to cash because
you have no evidence of payment. (See Key Concept 7: Always Maintain an Audit Trail.) If you
do make a payment in cash (or another instrument that doesn't give you a record of the transaction),
you must get a receipt, or you have violated your professional responsibilities.

Some attorneys carry blank client trust bank account checks around to pay client expenses that come
up when they're out of the office. Don't. This is a bad practice which results in checks being written
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out of numerical order (i.e., lower numbered checks being dated later than higher numbered checks),
and, more often than not, a few checks disappearing altogether. That can make it hard to keep orderly
records and reconcile your books. If you're out of the office and a client expense comes up, pay it out
of your general office account and, when you get back to the office, write a client trust bank account
check to reimburse yourself.

Who Should Make Payments?

As we've discussed, your clients have entrusted you with their money, and you are personally
accountable for it. Giving other people access to your clients' money is even riskier than giving them
access to your own money. If your money is stolen because you trusted the wrong person, all you lose
is the money. If your clients' money is stolen because you trusted your employees or your spouse to
sign client trust bank account checks, you can lose your clients' money, your professional reputation
and even your license to practice law. Don't make a signature block or stamp for your client trust
bank account checks; don't pre-sign blank client trust bank account checks. If you do, sooner or later
some of your clients' money will be missing, and whether the cause is dishonesty or incompetence,
you will bear responsibility for both the financial loss and the violation of your fiduciary
responsibility.

When Can You Make Payments?

As we've discussed, you can only pay out money from your client trust bank account when the client
you're making the payment for has money to cover the payment in the account. (See Key Concept 2: You
Can't Spend What You Don't Have and Key Concept 4: Timing Is Everything.)

When MUST You Make Payments?

Rule 1.15(d)(7) says that you must “promptly distribute, as requested by the client or other person,
any undisputed funds or property in the possession of the lawyer or law firm that the client or other
person is entitled to receive.” This means that if your client asks you to return money you are holding
in trust for that client, you must deliver that money promptly. Often, a client request for payment is
triggered by notice from you that certain money has been received for the client, such as settlement
proceeds. Rule 1.15(d)(1) requires that you “promptly notify a client or other person of the receipt of
funds, securities, or other property in which the lawyer knows or reasonably should know the client or
other person has an interest.”” What is meant by “promptly” for purposes of both notifying clients
about funds received and making payment as requested by clients will depend upon the specific
circumstances of each client’s matter.

Attorney fees. As we've discussed, when you're holding client money that includes your undisputed
fees, you have to take those fees out of the client trust bank account promptly after you've earned
them.

Third party claims. You also may have a duty to promptly pay expenses due to a third party incurred
on behalf of a client. In some cases, the client may dispute a third party's claim to the money. This
situation most often arises in connection with a medical lien which the attorney and client have both
signed. After the recovery is received, the client instructs you not to pay the doctor. Since you signed
the lien, turning the funds over to the client may expose you to potential civil liability and may violate
your fiduciary duty to the doctor. On the other hand, paying the doctor against the express instructions
of the client also presents difficulties. You should consider writing to the client and the doctor to
inform them of the problem, and your intention to hold the disputed funds in your client trust bank
account until the dispute is resolved. If the parties cannot resolve their dispute, you should advise
them of your intent to file an interpleader action. In no case should you use the disputed funds, which
would constitute misappropriation.
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SECTION VII: RECORDKEEPING

The next two sections will describe a simple, effective system for accounting for your clients' money.
Whenever something in this section is mandatory, we'll cite the applicable rule, statute or case.
Otherwise, we're giving you practice pointers, not law.

Rule of Professional Conduct 1.15(e) does not mandate any particular client trust accounting system.
(However, keep in mind that an absence of records can subject you to discipline.) You can hire
consultants to set up a system, buy computer accounting software—whatever works for you—as long
as you get the results and keep the records that the rules require. If your client trust accounting system
will accomplish what our client trust accounting system does, then it's probably alright. However, the
system described below will give you everything you need to do in order to account for your clients'
funds.

Our client trust accounting system is designed for sole practitioners and attorneys in small law firms.
It assumes that you will be directly involved in every aspect of handling your clients' money.
However, whatever size firm you work in and whatever client trust accounting system you use, you
still have full personal fiduciary responsibility for accounting for your clients' money.

Keeping records is the way you do the “accounting” part of client trust accounting. Recordkeeping
must be done consistently and keeping incomplete records is just as great a breach of your
professional responsibility as keeping no records at all.

As we've discussed, rule 1.15(d)(3) and (e) requires you to keep two kinds of records: records created
by the bank that show what went into and out of your client trust bank accounts; and records created
by you to explain the transactions reflected in the bank documents.

How Long Must You Keep Records?

Rule 1.15(d)(5) requires you to keep trust accounting records for five years after you pay out the
money the records refer to. To be on the safe side, you should keep the records of all money you
handled for a client for a minimum of five years after you closed that client's case, unless they relate
to a matter under disciplinary investigation. In that case, you must retain the records until the
investigation is concluded as part of your duty under Bus. & Prof. Code sec. 6068(l) to cooperate and
participate in a State Bar investigation.

Where Can You Keep Your Records?

If you have a practice involving a lot of clients, you have to hold on to a lot of paper. Since office
space is limited and expensive, you may find it makes more sense to keep some client trust
accounting records off-site rather than in your office. That's OK, as long as you can produce the
records within a reasonable time after receiving notice that you're the subject of a disciplinary inquiry.
If you keep orderly files, label each box with the names of the client trust bank accounts the records
apply to and the dates covered by the records, and keep an index listing the names of all the boxes
you send into storage, this won't be a problem. If you don't, you're going to have to retrieve all the
boxes from storage and sort through all the records they contain in order to respond to the disciplinary
inquiry. This can be expensive, time-consuming, and, if you have to request a time extension, can
create the wrong impression.

What If You Have a Computerized System?

A computerized accounting system is acceptable. However, you should consider generating and
keeping hard copies of all the records required by the rule (including bank-created records). You can
use computer printouts instead of hand-written ledgers for the records you are responsible for
creating, but just having the data on a disk is risky. (It's a good idea to have these printouts dated and
signed by the preparer to show when and by whom they were generated.)
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If you're using a computerized accounting system, you should remember that computer data can be
lost through natural disaster (like earthquake or fire), power or equipment failure and human error.
For your own protection, make hard copies regularly and have all of your computer records regularly
backed up onto disks. In addition, if you use computerized records, remember that if the records are
offered as evidence, they must be authenticated as business records pursuant to Evidence Code
sections 1270-1272. (See Appendix 2 for the text for those sections and Evidence Code sections 1552
and 1553.)

Beyond preservation of the computer data, you also should be very careful when changing or
upgrading your specific accounting software application, your overall computer operating system, and
the computer hardware itself. Different software applications and newer versions of your same
software application may not be fully compatible with the data generated by your current software
application. Similarly, changing computers or operating systems can cause difficult compatibility
problems. These days, it is not unusual for computer technology to advance dramatically in a five
year time period, rendering some application data obsolete and problematic to use.

What Bank-Created Records Do You Have to Keep?

Rule 1.15(d)(3) and (e) requires you to keep two kinds of bank-created records: client trust bank
account statements and cancelled checks. Some attorneys don't take their duty to keep bank-created
records seriously because they can always get copies from their bank. This is a clear violation of rule
1.15(d)(3) and (e); it also isn't true. If your bank fails, merges with or is taken over by another bank,
you may find that copies of your four-year-old cancelled client trust bank account checks just aren't
available. As previously noted, finding a bank that still offers “cancelled checks” may take some
searching and, if you’re unable to find such a bank, be sure to access and maintain “cancelled check”
information by requesting check imaging or other electronic or online accessible statement
documentation from your bank. At its website, the Federal Reserve Board posts answers to Frequently
Asked Questions about Check 21, explaining in part that:

“The Check Clearing for the 21st Century Act (Check 21) was signed into law on
October 28, 2003, and became effective on October 28, 2004. Check 21 is designed
to foster innovation in the payments system and to enhance its efficiency by reducing
some of the legal impediments to check truncation. The law facilitates check
truncation by creating a new negotiable instrument called a substitute check, which
permits banks to truncate original checks, to process check information
electronically, and to deliver substitute checks to banks that want to continue
receiving paper checks. A substitute check is the legal equivalent of the original
check and includes all the information contained on the original check.”

(https://www.federalreserve.gov/paymentsystems/regcc-fag-check21.htm)

While it isn't required by the rule, you should also keep your client trust bank account deposit slips
and checkbook stubs so you will have a complete audit trail. (See Key Concept 7: Always Maintain
an Audit Trail.) These records will make it much easier to balance your books and to show what you
did with your clients' money.

How Should You File Bank-Created Records?

To ensure that you have a complete set of bank-created records, and to save you time when you need
to find a particular record, you should have a simple, consistent filing system. One good system is to
keep separate binders for each of your client trust bank accounts. Each binder should have one section
for bank statements, one section for cancelled checks, one section for deposit slips and one section for
checkbook stubs. File each record in date order in the appropriate section of the binder for the account
they refer to. Just label each binder with the name of the client trust bank account and the period it
covers, and you should be able to find any record in one or two minutes.
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What Records Do YOU Have to Create?

As we've discussed, rule 1.15(d)(3) and (e) requires you to create three kinds of records to show that
you know at all times what you're doing with your clients’ money. We'll discuss each of these records
in detail below, but a few general points apply to all of them:

= Like bank-created records, rule 1.15(d)(5) requires you to retain these records for a minimum
of five years after you pay out the money the records refer to.

= Never round off figures in these records. Rule 1.15(d)(3) and (e) says that you must record
“all funds” received on behalf of a client. That means all receipts and payments must be
recorded to the penny.

= These records can be handwritten, typed or printed out from a computer file. However, they
should be complete, neat and legible, and stored in such a way that you can find them—and
read them—as many as five years later. Handwritten records should be kept in ink—not
pencil or magic marker—in bound accounting books, and typed records or computer
printouts should be filed in binders. As with bank-created records, you can save yourself time
and trouble by labeling the covers of the books and binders with complete account or client
names and the dates the records cover.

= All deposits and payments should be recorded to the account journal and client ledger within
24 hours. Waiting longer increases the chance that you will forget to record a transaction or
will record it wrong. It also means that your records aren't up-to-date, and that you might be
spending money your clients don't have. (See Key Concept 5: You Can't Play the Game
Unless You Know the Score.)

The client ledger. Rule 1.15(d)(3) and (e) says you must keep a “written ledger” for each client
whose money you hold. This client ledger must give the name of the client, detail all money you
receive and pay out on behalf of the client, and show the client's balance following every receipt or
payment.

Maintaining a client ledger is like keeping a separate checkbook for each client, regardless of whether
or not the client's money is being held in your common client trust bank account. (See Key Concept
1: Separate Clients Are Separate Accounts.) The only difference between properly maintaining a
client ledger and properly maintaining your personal checkbook is that you can be disciplined if you
fail to properly maintain your client ledger.

Every receipt and payment of money for a client must be recorded in that client's client ledger. For
every receipt, you must list the date, amount and source of the money. For every payment, you must
list the date, the amount, the payee (who the payment went to) and purpose of the payment. After you
record each receipt, you must add the amount to the client's old balance and write in the new total.
After you record each payment, you must subtract the amount from the client's old balance and write
in the new total. Leave a number of blank lines after the last entry of each month, so that you can
make additional entries during the monthly reconciliation process.

When you deposit more than one check at a time for a client (i.e., using one deposit slip for all the
checks), you should record each check as a separate deposit in your account journal. If you don't, it
will be harder to reconcile your books and to answer any questions that may come up later.

You will find it much easier to keep your records straight if you don't put more than one client's
records on a given page. Also, you shouldn't use the front of a page for one client and the back of the
page for another. This means wasting some paper, but it will enable you to file all the client ledger
pages that refer to a given client in chronological order and find those pages faster if you need them.
If you're handling more than one case for the same client, it may be helpful to maintain a separate
client ledger for each matter. If you don't, make sure that it's clear to which case the transaction is
related when you record your client's receipts and payments.
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Let's go through the motions of opening and maintaining a client ledger for a new client, KB. At your
first meeting, on Thursday, July 9, KB gives you a check for $1,500 as an advance against costs and
expenses. The first question is whether you should open an individual client trust bank account for
KB, where it will earn interest for her, or deposit this money into your IOLTA account, where it will
earn interest for the Legal Services

Trust Fund Program. When you apply the requirements of Business and Professions Code section
6211, you decide that the $1,500 couldn't earn interest for KB after costs are deducted. (See What
MUST Be Held in Your IOLTA Account?.) Therefore, you deposit KB's money into your IOLTA
account and create a new client ledger for her, starting on the front of an unused page in the book you
use for client ledgers. The new client ledger looks like this:

CLIENT LEDGER

CLIENT:KB
CASE#: 920137
DATE  SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
7/09/06 KB 1,500.00 1,500.00

As rule 1.15(d)(3) and (e) requires, you've recorded the date you received KB's money, who the
money came from, the amount of money and the balance you're holding for KB. Notice that the
“Payee, # & Purpose” and “Checks (Subtract)” columns are left blank, since they are only used when
you are recording a payment out of the account.

The first thing KB needs is a private investigator to locate witnesses for her case. Since you know that
your bank won't clear KB's check (which is drawn on an out-of-town bank) until the third working
day after the deposit, you wait until then to hire one. (If the matter required immediate attention, you
could have paid the private investigator with a check drawn on your general office account, and then
reimbursed yourself for the expense after KB's check had cleared.)

On Tuesday, July 14, when the check has cleared, you look up KB's balance to make sure she has
enough money in the account (you can't keep every client's balance in your head) and then make out a
client trust bank account check, #437, for $500 to FS, a private investigator. You record the payment
in KB's client ledger, subtract the amount of the check from her running balance and write in the new
balance. KB's client ledger now looks like this:

CLIENT LEDGER

CLIENT:KB
CASE#: 920137
DATE  SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
7/09/06 KB 1,500.00 1,500.00
7/14/06 FS, #437 Investigation 500.00 1,000.00

As rule 1.15(d)(3) and (e) requires, you've recorded the date you paid out KB's money, who you paid
the money out to, why you spent the money, the amount of money you spent and the balance you're
holding for KB. You also recorded the number of the check you wrote, to make it easier to reconcile
your records at the end of the month. Notice that the “Source of Deposit” and “Deposits (Add)”
columns were left blank, since they are only used when you are recording a deposit to the account.
Also notice that you didn't round off; you recorded the amount of the payment to “FS” and the new
balance to the penny.



During the next couple of weeks, you receive two more checks from KB and (after checking KB's
balance) make one additional payment to cover court costs. Following the procedure above, you
record these transactions in KB's client ledger. When KB calls you at 5:30 p.m. on Friday, July 24, to
ask how much you're still holding for her, you are able to tell her immediately, even though your
secretary has already gone home. When KB's case is closed at the end of the month, per your written
fee agreement, you pay yourself your legal fees. At the time you close the matter, KB's client ledger
looks like this:

CLIENT LEDGER

CLIENT:KB
CASE#: 920137
DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
7/09/06 KB 1,500.00 1,500.00
7/14/06 FS, #437 Investigation 500.00 1,000.00
7/15/06 KB 325.00 1,325.00
7/15/06 SF Muni Court, #446 50.00 1,275.00
Filing Fee
7/19/06 KB 225.00 1,500.00
8/01/06 Self, #448 Legal Fee 1,500.00 0

If KB questions your fees, or if a State Bar investigator asks you to explain what you did with KB's
money, this client ledger gives you a complete, clear record to account for the funds you held in trust.
In the course of keeping this client ledger, you've completely fulfilled the client ledger requirements
of rule 1.15(d)(3) and (e). You've also fulfilled six of the seven key concepts. You've kept KB's
money separate from all your other clients', even though it's being held in your common client trust
bank account (Key Concept 1: Separate Clients Are Separate Accounts); you haven't spent more
money than KB had and have thus avoided a “negative balance” (Key Concept 2: You Can't Spend
What You Don't Have and Key Concept 3: There's No Such Thing as a “Negative Balance”);
you waited until KB's check cleared before paying out any of the money (Key Concept 4: Timing Is
Everything); you've been able to tell at all times exactly how much of KB's money you're holding
(Key Concept 5: You Can't Play the Game Unless You Know the Score); and you've zeroed out
KB's balance (Key Concept 6: The Final Score Is Always Zero). As for Key Concept 7: Always
Maintain an Audit Trail, your goal of maintaining an audit trail is not complete until you have
identified and corrected any accounting errors that can be ascertained by reviewing and reconciling your
records (see Reconciliation).

The account journal. Rule 1.15(d)(3) and (e) says you must keep a “written journal” for each client
trust bank account. This account journal must give the name of the bank account, detail all money you
receive and pay out, say which clients you received or paid out the money for, and give the account
balance after every receipt or payment.

Maintaining an account journal is very similar to keeping a client ledger. In fact, for your individual
client trust bank accounts (i.e., accounts in which you keep only one client's money), you only need to
keep the client ledger in order to comply with rule 1.15(d)(3) and (e). But for your common client
trust bank account, keeping the account journal is the only way you can know how much you have in
the account at any given time. If you maintain the account journal properly, you will never bounce a
client trust bank account check unless there's been a bank error.

In the account journal, you must record every deposit into and payment out of the client trust bank
account. For every deposit, you must record the name of the client you received the money for, the
date you deposited the money, and the amount of money you deposited. After you record each
deposit, you have to add the amount to the account's old balance and write in the new total. For every
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payment, you must list the client for whom you paid out the money, the date and the amount of the
payment. Although it's not required by the rule, you will find it a lot easier to balance your books if
you also record the number of the check and the payee or source of the money. After you record each
payment, you have to subtract the amount from the account's old balance and write in the new total.
As with the client ledger, leave a number of lines blank after the last entry of each month, so that you
can make additional entries during the monthly reconciliation process.

When you deposit more than one check at a time (i.e., using one deposit slip for all the checks), you
must record each check as a separate deposit in your account journal. If you don't, you won't be able
to indicate how much was deposited for each client, thus you won't be in compliance with rule
1.15(d)(3) and (e).

If you are keeping your own money in the account to cover bank charges, you must also record every
deposit of your own funds and every bank charge. In the account journals for interest-bearing client
trust bank accounts, you must also record any interest the bank credits to or charges the bank takes
from the account.

Let's look at an example of an account journal for a common client trust bank account. To show you
how the account journal relates to the client ledger, we'll look at the account journal page for the day
you deposited KB's first check, July 9, 2006:

ACCOUNT JOURNAL
CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account
DATE  CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
7/09/06 DS FB, #423 Prof. Fee 1,800.00 13,000.00
7/09/06 KB KB 1,500.00 14,500.00
7/09/06 GC Insurance Co. 3,500.00 18,000.00
7/09/06 DC DC, #424 6,500.00 11,500.00

Settlement Proceeds

As you can see, at the time you deposited KB's first check, there was already a substantial amount of
money in the account that belonged to other clients. The account journal doesn't show you how much
of this money belonged to each client. To find that out, you have to look in the client ledgers for those
clients. What the account journal does tell you is how much, to the penny, was in your common client
trust bank account at any given time.

As rule 1.15(d)(3) and (e) requires, for each transaction you've recorded the date you received or paid
out the money, which client you received or paid out the money for, how much you received or paid
out and what your client trust bank account balance was after each deposit or payment. As with the
client ledger, you've recorded who the money came from (in the “Source of Deposit” column), who
the money went to, why you paid out the money and the number of the client trust bank account
check you used to make each payment (in the “Payee, # and Purpose” column). You recorded the
amount of each deposit in the “Deposits (Add)” column, the amount of each payment in the “Checks
(Subtract)” column, and, after adding in each deposit and subtracting each payment, you recorded a
new running balance in the “Balance” column.

Bank charges ledger. Rule 1.15(d)(3) and (e) requires you to record every bank charge against your
client trust bank account in the account journal and permits you to keep your own money in your
common client trust bank account to pay these bank charges. If you keep your own money in the
client trust bank account to pay these charges, you should create a separate ledger where this money,
and all the bank charges you pay with it, are recorded. We'll call this the “bank charges ledger.” You
should keep the bank charges ledger the same way you keep your client ledgers, recording every
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deposit, every charge the bank makes against the account, and the running balance of money you have
left to cover the charges.

The bank charges ledger should look like this:

BANK CHARGES LEDGER
CLIENT:Bank Charges

CASE#: N/A
DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
6/30/06 CORRECTED MONTH ENDING BALANCE 50.00
7/01/06 Self 100.00 150.00
7/31/06 Check printing 10.00 140.00

What Records Do You Have to Keep of Other Properties?

Rule 1.15(d)(3) and requires you to keep a written journal of all securities and other properties you
hold in trust for clients that explains what you were holding, who you were holding it for, when you
received it, when you distributed it, and who you distributed it to. You have to maintain this written
record, which we'll call the other properties journal, from the day you receive the properties until five
years after the day you disburse them. (Naturally, if these properties become the subject of a
disciplinary investigation, you have to keep the records until the investigation is completed.) As with
the other records we've discussed, it's prudent to retain these records for five years after you closed
the matter of the client for whom you held the other properties.

While you can keep a separate other properties journal for each client, the simplest thing to do is
maintain a single journal in which you record all other properties. Here's a sample of such a journal:

OTHER PROPERTIES JOURNAL

CLIENT/ ITEM DATE RECEIVED DATE DISBURSED  DISBURSED TO
CASE#
KB/920137 Emerald Brooch 7/09/06 8/01/06 KB
DS/920123 AT&T stock 7/16/06
GC/920125 Red Porsche 8/07/06 8/15/06 GC

Rule 1.15(d)(2) requires you to actually label the properties to identify the owner (i.e., put a tag on
them with the owner's name) and put them into a “safe deposit box or other place of safe keeping as
soon as practicable.” In this case, a safe deposit box is fine for the brooch and the stock certificates,
but you'll need to find a secured garage or similar “place of safekeeping” for the Porsche.

As rule 1.15(d)(3) and e) requires, the sample journal lists the client you're holding the properties for,
what properties you're holding for the client, when you received the properties, when you disbursed
them, and who you disbursed them to. If you're holding many properties for a single client, you may
want to keep a separate other properties journal for that client; otherwise, a single journal like the one
shown above is sufficient.
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SECTION VIII: RECONCILIATION

Rule 1.15(d)(3) and (e) requires you to keep records of your “monthly reconciliation (balancing)” of
your client ledgers, account journals and bank statements. “Reconciliation” means checking the three
basic records you are required to keep—the bank statements, the client ledgers, and the account
journal—against each other so you can find and correct any mistakes.

Rule 1.15(d)(3) and (e) requires you to reconcile your client trust bank account records because
mistakes always happen when people keep track of money. Even banks make mistakes when it comes
to recording money transactions. That's because when you're working with numbers, mistakes are
easy to make and difficult to notice. No amount of training can eliminate these mistakes.

To make sure that you find and correct these mistakes, rule 1.15(d)(3) and (e) requires that you record
every client trust bank account transaction twice (in your client ledger and your account journal),
check these records against each other and against the bank's records. For example, let's say you
deposit a check for $1,000 into your common client trust bank account but mistakenly record it as
“$10,000" in your client ledger and add $10,000 to your client's running balance. In your account
journal, you record the check correctly and add $1,000 to your client trust bank account's running
balance. How will you find the mistake? The account journal balance is right, so you won't find the
mistake by bouncing a check. The numbers in the client ledger all add up—there's no way to tell you
made a mistake. Unless you compare your client ledger balance to your account journal balance, you
won't be able to find the recording error. And unless you compare your client ledger and account
journal against the bank statement, you won't know which entry was right—$10,000 or $1,000.

We've just described the reconciliation process. The theory is that it's unlikely that the same mistakes
will be made in three different records—the client ledgers, the account journal and the bank
statement—so if those records are all checked against each other, any mistakes will show up.

Rule 1.15(d)(3) and (e) requires that your client trust bank account records be reconciled every month
and that you create a written record that shows you went through the reconciliation process. It's
alright to hire a bookkeeper or the equivalent, but you are still personally responsible for accounting
to your clients and to the State Bar for the money in your client trust bank accounts. Therefore, even
if you never intend to do the reconciling, you should understand the process. Even if it's your
bookkeeper's mistake, if you bounce a client trust bank account check, you're the one your client or
the State Bar is going to come to for an explanation.

You can't do a reconciliation for one month until you're sure you have correct balances in all your
client ledgers and account journals for the previous month. If you haven't recently reconciled your
books, or if you are worried that they're wrong, you may want to bring in a bookkeeper to straighten
them out before you take on the monthly reconciliations yourself. Once you have correct balances for
the previous month, you are ready to reconcile.

There are four main steps in reconciling your books:

1. Reconciling the account journal with the client ledgers to make sure they agree with one
another.

2. Entering bank charges and interest shown on the bank statement into your account journal
and client ledgers as appropriate.

3. Reconciling the account journal and client ledgers with the bank statement to make sure that
your records agree with the bank's.

4. Entering Corrected Month Ending Balances and Corrected Current Running Balances into
your account journal and client ledgers.
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As you can see, the third step of the reconciliation process is comparing your monthly bank statement with
the account records you've created. A bank statement is a list of all the withdrawals, deposits, charges and
interest that the bank has credited to your account during the month. (For IOLTA accounts, the bank
statement may also show interest paid to the State Bar, and amounts charged to the State Bar, which should
not be entered into your account journal.) It takes some banks several weeks to prepare and mail out
statements for the previous month; that means you may be reconciling your books as much as three or four
weeks after the month in which the deposits or withdrawals are made. (In the example that follows, you
are reconciling your records for July on August 22.) Also, as we've discussed, it can take days or weeks
for checks to be presented for payment. These delays mean that you can't just compare the balance in your
account journal to the balance shown on the bank statement to see if anything is wrong. You have to
“adjust” your account balance by backing out all the transactions that weren't debited or credited by the
time the bank statement was prepared. This adjustment process may seem complicated, but if you carefully
follow the instructions for filling out the forms below, you shouldn't have any problems.

The goal of the reconciliation process is to figure out the Corrected Month Ending Balance for the month
you are reconciling (that is, the amount of money that was actually in the account on the last day of the
month) and the Corrected Current Running Balance as of the date you complete the reconciliation (that is,
the amount of money that is actually in the account now) by entering interest, bank charges and mistake
corrections into your account journal and client ledgers. (You'll put these entries in the space you left after
the last entry of the month so that you could add entries during the reconciliation process.) Since you can't
be sure you've found every mistake until you've finished reconciling, you can't enter a Corrected Month
Ending Balance or a Corrected Current Running Balance into your account journal and client ledgers until
you've finished the reconciliation process.

The following is a recommended three-form system that makes reconciliation simple. Remember that each
of the three forms—the Client Ledger Balance form, the Adjustments to Month Ending Balance form, and
the Reconciliation form—should be filled out every month for every client trust bank account.

When filling out these forms, it's a good idea to use an adding machine or other calculator that will produce
a printed record of the calculation you performed. That way, if your records don't match, you can easily
check to see if the reason is a mathematical mistake made while preparing the form.

Reconcile the Account Journal with the Client Ledgers

The first step in reconciliation is to reconcile the account journal with the client ledgers. The purpose of
this step is to make sure that the entries in your client ledgers agree with the entries in your account journal.
Here's an example:

FORM ONE

CLIENT LEDGER BALANCE
RECONCILIATION DATE: 8/22/06
CLIENT TRUST BANK ACCOUNT NAME: COMMON CLIENT TRUST BANK ACCOUNT
PERIOD COVERED BY BANK STATEMENT: 7/1/106 TO 7/31/06

CLIENT CLIENT LEDGER BALANCE

KB 1,500.00

DC 200.00

GC 8,500.00

DS 250.00

Bank Charges 125.00
TOTAL CLIENT LEDGER BALANCE: 10,575.00
MONTH ENDING ACCOUNT JOURNAL BALANCE: 10,575.00

TOTAL MISTAKE CORRECTION ENTRIES (+ or -):
(From Form Two)

ADJUSTED MONTH ENDING ACCOUNT JOURNAL BALANCE:
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In the space after “Reconciliation Date,” write the day, month and year you are doing the
reconciliation; in the space after “Client Trust Bank Account Name,” write the name of the client trust
bank account (e.g., “Common Client Trust Bank Account”); in the space after “Period Covered by
Bank Statement,” write the dates of the period covered by your most recent bank statement (e.g.,
7/1/06 to 7/31/06, if you are doing your July 2006 reconciliation).

On the lines under “Client,” write the name of each client whose money you are holding in the client
trust bank account. On the lines under “Client Ledger Balance,” write the running balance as of the
last day covered by the bank statement (in this case, July 31, 2006) from each client ledger next to the
name of that client. (For your common client trust bank account, this may require more lines than
shown here. For an individual client trust bank account, you will only need the first line.) Add up the
client ledger balances in the “Client Ledger Balance” column and write in the total after “Total Client
Ledger Balance.” Even if only one client's money is in the client trust bank account, you have to write
that client's balance on this line. In the space after “Month Ending Account Journal Balance,” write in
the running balance for the client trust bank account as of the last day covered by the bank statement.

Notice that the “Total Client Ledger Balance” exactly matches the “Month Ending Account Journal
Balance.” That means that your client ledger balance entries for the month agree with your account
journal entries, and you're ready to move on to the next step of the reconciliation process. For the
moment, leave the last two lines, “Total Mistake Correction Entries (+ or -)” and “Adjusted Month
Ending Balance,” blank; you might find mistakes during the rest of the reconciliation process.

When the “Total Client Ledger Balance” doesn't exactly match the “Month Ending Account Journal
Balance,” don't panic; you've found a mistake, and that's what reconciliation is for. You can call in a
bookkeeper to help you, or make the correction yourself (see Finding and correcting mistakes,
below). When you've found and corrected the mistake, move on to step 2.

Finding and correcting mistakes. What do you do if you add up all your client ledger balances and
the total doesn't match the month ending account journal balance?

Since rule 1.15(d)(3) and (e) requires you to record every deposit and withdrawal twice, if you
systematically compare each entry in the account journal with the corresponding entry in the client
ledger, and check the new balance you entered after each entry, you will always find the mistake.

For example, let's say that the sample form shown above had looked like this:

FORM ONE

CLIENT LEDGER BALANCE
RECONCILIATION DATE: 8/22/06
CLIENT TRUST BANK ACCOUNT NAME: COMMON CLIENT TRUST BANK ACCOUNT
PERIOD COVERED BY BANK STATEMENT: 7/1/106 TO 7/31/06

CLIENT CLIENT LEDGER BALANCE

KB 1,500.00

DC 200.00

GC 8,500.00

DS 250.00

Bank Charges 125.00
TOTAL CLIENT LEDGER BALANCE: 10,575.00
MONTH ENDING ACCOUNT JOURNAL BALANCE: 10,500.00

TOTAL MISTAKE CORRECTION ENTRIES (+ or -):
(From Form Two)

ADJUSTED MONTH ENDING ACCOUNT JOURNAL BALANCE:
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The Total Client Ledger Balance and Month Ending Account Journal Balance differ by $25.00. This
difference could be the result of a single mistake, or of several mistakes; it could be in a client ledger,
the account journal, or both. It could be that you forgot to record a deposit or withdrawal, or that you
recorded the amounts incorrectly; or it could be the result of incorrectly adding a deposit or
subtracting a withdrawal.

You open your account journal to the page that shows the corrected month ending balance for the
previous month and the first entries for the month you are reconciling, which looks like this:

ACCOUNT JOURNAL
CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account
DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
6/30/06 CORRECTED MONTH ENDING BALANCE 9,500.00
7/01/06 DS FB, #408 Prof. Fee 500.00 9,000.00
7/01/06 GC Self, #409 Atty Fees 1,500.00 7,500.00
7/01/06 DC DC 2,000.00 9,500.00
7/02/06 DS DS 1,000.00 10,500.00

Since you reconciled this account last month, you know that the corrected month ending balance
shown for June 30, 2006, is right, and agrees with the total client ledger balance for that date;
whatever is causing the $25.00 difference between the account journal balance and the total client
ledger balance must have happened since then. Therefore, you look at the first entry for July 1, 2006,
check #408 which you wrote for DS to FB for $500, which gave you a new running balance of
$9,000.00. You make sure that you correctly subtracted $500 from the 6/30/06 corrected month
ending balance to get this new running balance, then open DS's client ledger to the page where you
recorded check #408:

CLIENT LEDGER

CLIENT:DS
CASE#: 920123
DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
6/30/06 CORRECTED MONTH ENDING BALANCE 600.00
7/01/06 FB. #408 Prof. Fee 500.00 100.00
7/02/06 DS 1,800.00 1,900.00

You compare the entry in the client ledger with the entry in the account journal; they are both for the
same check and the same amount. You subtract the amount of the check—$500—from the client
ledger's 6/30/06 corrected month ending balance of $600.00, and see that the new running balance of
$100.00 you entered was right. You have now determined that the $25.00 difference you are trying to
correct wasn't caused by recording the check to FB, and that the balances in the account journal and in
this client ledger after you wrote this check are right.

You put a light pencil mark (shown as an asterisk) next to these balances and repeat this process with

each entry in the account journal. Everything is right until you get to the deposit of $3,550.00 on July
9, 2006 for GC:
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ACCOUNT JOURNAL

CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account

DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
7/09/06 DS FB, #423 Prof. Fee 1,800.00 13,000.00*
7/09/06 KB KB 1,500.00 14,500.00*
7/09/06 GC Insurance Co. 3,500.00 18,000.00
7/09/06 DC DC, #424 6,500.00 11,500.00

Settlement Proceeds

Notice the asterisks you put next to each balance that you have already verified. You add the
$3,500.00 to the last verified balance, and see that the new running balance of $18,000.00 you entered
was right. You open GC's client ledger to the page where you recorded this deposit:

CLIENT LEDGER

CLIENT:GC
CASE#: 920125
DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
6/30/06 CORRECTED MONTH ENDING BALANCE 13,000.00
7/01/06 Self, #409 Atty Fees 1,500.00 11,500.00*
7/09/06 Insurance Co. 3,525.00 15,025.00

You compare the entry in the client ledger with the entry in the account journal; the deposit was
recorded, but the amount of the deposit is $3,525.00, not $3,500.00. You subtract one amount from
another and find that the difference is exactly $25.00. You add $3,525.00 to the previous client ledger
balance and verify that the new running balance is right. That means the mistake was made by
entering the amount of the deposit incorrectly; but which entry is wrong, the account journal entry or
the client ledger entry?

To find out, you can compare the account journal and client ledger entries to the deposit slip, which
you filed in the appropriate binder, or to your most recent bank statement. The bank statement shows
one deposit on 7/9/06 of $5,025.00, which doesn't match either number. But your account journal
shows that you made two deposits on July 9:

ACCOUNT JOURNAL
CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account

DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING

DEPOSIT (SUBTRACT) (ADD) BALANCE

7/09/06 DS FB, #423 Prof. Fee 1,800.00 13,000.00*
7/09/06 KB KB 1,500.00 14,500.00*
7/09/06 GC Insurance Co. 3,500.00 18,000.00
7/09/06 DC DC, #424 6,500.00 11,500.00

Settlement Proceeds
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Since the bank statement shows only one deposit for July 9, 2006, that means you deposited both
checks on the same deposit slip. You add these two deposits together, and get $5,000.00, not
$5,025.00, as the bank statement shows. You subtract the smaller amount from the larger amount, and
get $25.00, the exact difference you're looking for. That means that the entry in the account journal—
$3,500.00—is wrong, and the entry in the client ledger, $3,525.00 is right. (If you'd kept a copy of the
deposit slip you filled out on July 9, which listed the two deposits separately, you could have found
the mistake without doing the math.)

Now that you've found the mistake, you need to correct it so that your account journal reflects the right
amount of the July 9, 2006 deposit. Since you keep your records in ink, not in pencil, you can't just erase
and write in the correct deposit amount and balance. You don't want to scratch out the incorrect amount
and write in the new one. This is messy, and it means you'll have to scratch out all the running balances
from the July 9 deposit on; they were all based on the mistaken entry, and they are all wrong. The
easiest—and clearest—way to correct the mistake is to mark the wrong entry (you can use any prominent
notation that doesn't make it hard to read the entry), make a mistake correction entry using the lines you
left blank for entering the Corrected Month Ending Balance, and make the same mistake correction entry
after your most recent entry to correct your current running balance. (Since the mistake was in the account
journal, not the client ledger, you don't have to make any mistake corrections entries there.) This means
that you have to record the correction twice; at the end of the month in which you made the mistake, so
that it's included in the Corrected Month Ending Balance, and after your last entry, so that it's included in
the Corrected Current Running Balance. In this example, the mistake correction entry for the Corrected
Month Ending Balance would look like this:

ACCOUNT JOURNAL
CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account

DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING

DEPOSIT (SUBTRACT) (ADD) BALANCE
7/31/06 DS FB, #447 Prof. Fee 250.00 8,000.00
7/31/06 DC JA 2,500.00 10,500.00
7/09/06 ERROR - backing out wrong deposit 3,500.00
- adding in correct deposit 3,525.00

7/31/06 CORRECTED MONTH ENDING BALANCE
8/01/06 KB Self, #448 Atty. Fees 1,500.00 9,000.00

To show that you've backed out the wrong amount and inserted the correct amount, the mistake
correction entry shows that you have subtracted the wrong amount from the account balance, and
added the right amount to the account balance. (If you make a mistake in recording a withdrawal, you
do the same thing.) You could have corrected the mistake with a mistake correction entry that just added
the missing $25.00; however, that entry wouldn't tell you what the mistake was, or help you track it
down if any questions come up in the future. Notice that you haven't filled in the Corrected Month
Ending Balance yet; you won't do that until you complete all the steps in the reconciliation process.
Now let's look at the mistake correction entry that corrects the account's current running balance:
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ACCOUNT JOURNAL

CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account

DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
8/21/06 Bank Self 100.00 11,500.00
Chg.
8/22/06 DS FB, #447 Prof. Fee 1,000.00 10,500.00
8/22/06 DC DC 6,500.00 17,000.00
7/09/06 ERROR - backing out wrong deposit 3,500.00 3,525.00

- adding in correct deposit

This entry ensures that when you enter the Corrected Current Running Balance at the end of the
reconciliation process, it will reflect the correct deposit, instead of the mistake.

Now that you've corrected the mistake and the account journal entries agree with the client ledger
entries, go back to Form One and fill out the last two lines with the total of the mistake
correction entries you made and the Adjusted Month Ending Account Balance:

FORM ONE
CLIENT LEDGER BALANCE

RECONCILIATION DATE: 8/22/06
CLIENT TRUST BANK ACCOUNT NAME: COMMON CLIENT TRUST BANK ACCOUNT
PERIOD COVERED BY BANK STATEMENT: 7/1/106 TO 7/31/06
CLIENT CLIENT LEDGER BALANCE
KB 1,500.00
bc 200.00
GC 8,500.00
DS 250.00
Bank Charges 125.00
TOTAL CLIENT LEDGER BALANCE: 10,575.00
MONTH ENDING ACCOUNT JOURNAL BALANCE: 10,500.00

TOTAL MISTAKE CORRECTION ENTRIES (+ or -) : 25.00
(From Form Two)

ADJUSTED MONTH ENDING ACCOUNT JOURNAL BALANCE 10,575.00

When we get to step 3, we'll record these mistake correction entries, and any others we have to
make, on Form Two, “Adjustments to Month Ending Balance.”

What if the mistake had been in the entry in GC's client ledger instead of in the account journal
entry? In that case, you would put mistake correction entries in the client ledger the same way
you would in the account journal, once in the space above the Corrected Month Ending Balance
and once after the most recent entry. However, on Form One, instead of recording the mistake on
the “Total Mistake Correction Entries (+ or -)” line, you would simply cross out the incorrect
client ledger balance for GC and write the correct balance beside it. Since GC's balance was
wrong, the Total Client Ledger Balance you recorded is wrong. Cross it out and write in the
correct total; it should exactly match the Month Ending Account Journal Balance. Put a zero on
the “Total Mistake Correction Entries (+ or -)” line; this line is only for recording mistakes in the
account journal, not for mistakes in client ledgers. Fill in the “Adjusted Month Ending Account
Journal Balance” line.
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When you're done, Form One should look like this:

FORM ONE

CLIENT LEDGER BALANCE

RECONCILIATION DATE: 8/22/06
CLIENT TRUST BANK ACCOUNT NAME: COMMON CLIENT TRUST BANK ACCOUNT
PERIOD COVERED BY BANK STATEMENT: 7/1/106 TO 7/31/06

CLIENT CLIENT LEDGER BALANCE

KB 1,500.00

DC 200.00

GC 8,525.00 8,500.00

DS 250.00

Bank Charges 125.00

10,550.00

TOTAL CLIENT LEDGER BALANCE: 10,575.00
MONTH ENDING ACCOUNT JOURNAL BALANCE: 10,550.00
TOTAL MISTAKE CORRECTION ENTRIES (+or -): 0.00
(From Form Two)
ADJUSTED MONTH ENDING ACCOUNT JOURNAL BALANCE 10,550.00

Enter Bank Charges and Interest

The purpose of this step is to make sure that bank charges and interest credits reflected on the bank
statement are also reflected in your records. Since you don't know what these bank charges or interest
credits are until you receive the bank statement, you need to enter them into your records after you
receive the bank statement.

All bank charges must be recorded in the account journal. If a bank charge was incurred on behalf of
a specific client (as, for example, a charge for wiring money to a client), the charge must also be
entered in that client's client ledger. (This ensures that the account journal balance will continue to
match the total of the individual client ledger balances.) If the charge was not for a specific client (for
example, a charge for printing common client trust bank account checks), the charge must also be
entered in the bank charges ledger.

Since all interest earned on money held in an individual interest-bearing client trust bank account
belongs to the client, interest must always be entered in the account journal and the client ledgers.
(Since the interest on IOLTA accounts is transmitted by the bank to the State Bar, it shouldn't be
entered into your records.)

Like mistake correction entries, bank charge and interest entries must be recorded twice; at the end of
the month in which the transaction occurred, so that they are included in the Corrected Month Ending
Balance, and after your last entry, so that they are included in the Corrected Current Running
Balance.

This example will deal with an IOLTA account which pays interest to the State Bar. (Remember,
interest which is paid to the State Bar should not be entered in your account journal.) In the account
journal for our sample common client trust bank account, the bank charges (other than the regular
service charges to the State Bar) for July are entered twice, once in the space above the Corrected
Month Ending Balance:
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ACCOUNT JOURNAL

CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account
DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING

DEPOSIT (SUBTRACT) (ADD) BALANCE
7/31/06 DS FB, #447 Prof. Fee 250.00 8,000.00
7/31/06 DC JA 2,500.00 10,500.00
7/09/06 ERROR - backing out wrong deposit 3,500.00
- adding in correct deposit 3,525.00
7/31/06 BANK CHARGE - new checks 10.00
- wire for DS 15.00
7/31/06 CORRECTED MONTH ENDING BALANCE
8/01/06 KB Self, #448 Atty. Fees 1,500.00 9,000.00

And once after the most recent entry:

ACCOUNT JOURNAL
CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account

DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
8/21/06 Bank Chg. Self 100.00  11,500.00
8/22/06 DS FB, #457 Prof. Fee 1,000.00 10,500.00
8/22/06 DC DC 6,500.00 17,000.00
7/09/06 ERROR - backing out wrong deposit 3,500.00 13,500.00
- adding in correct deposit 3,525.00 17,025.00
7/31/06 BANK CHARGE - new checks 10.00
- wire for DS 15.00

As you can see, there were two bank charges during July; one for printing new checks, which is not
specific to an individual client and must be recorded in the bank charges ledger; and one for sending
money by wire for DS, which is specific to an individual client and must be recorded in DS's client
ledger. (Notice that we still haven't filled in the “Corrected Month Ending Balance” for July; as we've
discussed, we won't do that until we've finished the reconciliation process.)

The bank charge entry in DS's client ledger should look like this:

CLIENT LEDGER
CLIENT:DS
CASE#: 920123

DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING

DEPOSIT (SUBTRACT) (ADD) BALANCE

7/31/06 FB, #447 Prof. Fee 250.00 1,000.00
7/31/06 BANK CHARGE —wiring $ to FB 15.00
7/31/06 CORRECTED MONTH ENDING BALANCE
8/03/06 DS 250.00  1,250.00
8/07/06 FS, #451 Investigation 500.00 775.00
8/15/06 DS 250.00  1,000.00
8/22/06 FB, #456 Prof. Fee 750.00 250.00
7/31/06 BANK CHARGE —wiring $ to FB 15.00



The entry in the bank charges ledger should look like this:

BANK CHARGES LEDGER

CLIENT:Bank Charges

CASE#: N/A
DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
6/30/06 CORRECTED MONTH ENDING BALANCE 50.00
7/01/06 Self 100.00 150.00
7/31/06 Check Printing 10.00 140.00

7/31/06 CORRECTED MONTH ENDING BALANCE

Reconcile the Account Journal with the Bank Statement

The purpose of this step is to make sure that the bank's records of the deposits and withdrawals you've
made to your client trust bank account during the past month match your records. Since you've
already reconciled the client ledgers with the account journal, you know that the entries in the client
ledger agree with the ones in the account journal. Therefore, unless you find a mistake, during this
stage of the reconciliation process you only have to compare the bank statement with the account
journal.

Adjustments to Month Ending Balance. First, record any mistake correction entries that you made
in the account journal and all uncredited deposits and undebited withdrawals on the “Adjustments to
Month Ending Balance” form, as shown on the following page:

FORM TWO

ADJUSTMENTS TO MONTH ENDING BALANCE

RECONCILIATION DATE: 8/22/06
CLIENT TRUST BANK ACCOUNT NAME: COMMON CLIENT TRUST BANK ACCOUNT
PERIOD COVERED BY BANK STATEMENT: 7/1/106 TO 7/31/06

A. DEPOSITS AND WITHDRAWALS NOT POSTED ON BANK STATEMENTS

UNCREDITED DEPOSITS UNDEBITED WITHDRAWALS

Date Amount Date Amount

7/31/06 2,500.00 7/09/06 1,800.00
7/31/06 250.00
6/30/06 30.00

TOTAL: 2,500.00 2,080.00

B. MISTAKE CORRECTION ENTRIES (from Account Journal)

DATE AMOUNT NET MISTAKE
Additions Subtraction (+OR-)
7/09/06 3,525.00 3,500.00 25.00
TOTAL MISTAKE CORRECTION ENTRIES: 25.00

In the space after “Reconciliation Date,” write the day, month and year you do the reconciliation; in
the space after “Client Trust Bank Account Name,” write the name of the client trust bank account
(e.g., “Common Client Trust Bank Account”); in the space after “Period Covered by Bank
Statement,” write the dates of the period covered by your most recent bank statement (e.g., 7/1/06 to
7/31/06, if you are doing your July 2006 reconciliation).
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Deposits and withdrawals not posted on bank statement. Generally, the bank sends out statements
one to three weeks after the end of the month. As a result, by the time you reconcile the account, you
will usually have made deposits or withdrawals that aren't shown on the bank statement. In addition,
checks you wrote or deposits you made may not have cleared by the time the bank produced the
statement, and therefore the amounts of those checks or deposits won't be reflected in the account
balance shown on the bank statement. Thus, in order to compare the balance the bank statement says
is in the account at the end of the month with the balance your account journal shows for the end of
the month, you have to adjust the account journal balance by subtracting all uncredited deposits and
adding all undebited withdrawals.

These unposted transactions should be listed under “Deposits and Withdrawals Not Posted by the
Bank.” To find out which transactions haven't been posted, you have to compare the entries on the
bank statement with the entries in your account journal.

Go through each entry on the bank statement and compare it to the corresponding entry in your
account journal. If the entry in the account journal exactly matches the entry on the bank statement,
mark off the entry in the account journal to show that the money has cleared the banking process, and
mark off the entry on the bank statement to show that you have verified it against the account journal.
The marks in the account journal will help you keep track of items like checks that are never cashed,
which otherwise can become those small, inactive balances that make your account harder to
reconcile. (See Key Concept 6: The Final Score is Always Zero.) The marks should be permanent
(i.e., in ink) and clearly visible, but shouldn't make it harder to read the entries. You should use the
same mark consistently, to avoid confusion later.

When you are finished, all the entries on the bank statement should be checked off to show that you
have verified them against the corresponding entries in the account journal. Now go back through the
account journal to find any entries that are unmarked; these transactions haven't yet been debited or
credited by the bank, and should therefore be listed in the appropriate column on the Adjustments to
Month Ending Balance form. All entries in your account journal must either be marked to indicate
that they have appeared on a bank statement, or recorded on this form.

Write the date and amount of the entry in the appropriate column on the Adjustments to Month
Ending Balance form. Write uncredited deposits in the “Uncredited Deposits” column and undebited
withdrawals in the “Undebited Withdrawals” column. (For busy client trust bank accounts, you may
need more lines than the sample form gives to list all the unposted transactions. If you do, you can
add lines to the copies of the forms you use, or attach additional pages that list the transactions that
didn't fit on the form.)

When you've listed all the unposted transactions, add up the amounts in the “Uncredited Deposits”
column and write the total in the space at the bottom of that column. Then add up the amounts in the
“Undebited Withdrawals” column and write the total in the space at the bottom of that column.

As you go through the bank statement, there are two kinds of mistakes you may find:

1. You find a deposit or withdrawal listed on the bank statement that isn't in your account
journal. To correct this mistake, go through your cancelled checks (if it's a withdrawal) or
deposit slips (if it's a deposit) until you find the one that reflects the transaction on the bank
statement. If you can't find a cancelled check or deposit slip that matches the entry on the
bank statement, contact your banker and ask him or her to help you track down the
transaction. DON'T record the bank statement entry in your records until you verify that the
transaction occurred; banks make mistakes too.

When you find the cancelled check or deposit slip that shows the transaction, record the
transaction in both your account journal and in the client ledger of the client for whom the
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money was deposited or paid out. Remember that you have to enter the transaction twice in
the account journal and twice in the client ledger; once above the “CORRECTED MONTH
ENDING BALANCE?” line, and once after the latest entry. The entries should be the same as
when recording any other transaction, but include a notation indicating that you'd forgotten to
enter the transaction at the time it occurred.

After you correct the mistake in your client ledger and account journal, record it on Form
Two under “Mistake Correction Entries,” as described below.

2. Anentry in the bank statement is different from the corresponding entry in the account
journal. You correct this mistake the same way you correct a transaction you forgot to
record. First, find the cancelled check or deposit slip that shows the transaction to figure out
which record is correct, the account journal or the bank statement. If you can't find a
cancelled check or deposit slip for this transaction, contact your banker and ask him or her to
help you track it down before you make any changes in your records.

If the cancelled check or deposit slip shows that the bank statement is wrong, write a note on
the bank statement that clearly describes the mistake, then contact your banker and tell him
or her to correct their records. If it shows that your account journal is wrong, record the
correction in the account journal and the appropriate client ledgers using the same kind of
mistake correction entries we used in our example. Like all mistake correction entries, these
must be entered twice in both the account journal and the client ledger for the client on
whose behalf you deposited or paid out the money; once above the “Corrected Month Ending
Balance” line, and once after the latest entry.

After you correct the mistake in your client ledger and account journal, record it on Form
Two under “Mistake Correction Entries,” as described below.

Mistake correction entries. Under “MISTAKE CORRECTION ENTRIES,” list all mistake
correction entries you entered in the space above the Corrected Month Ending Balance in your
account journal. In the “Date” column, write the date of each mistake. In the “Amount” column, write
the amount of each mistake correction entry. As you remember, each mistake correction entry
requires two notations; one to back out the incorrect amount, and one to add in the correct amount. If
the mistake correction entry amount was entered under the “Deposits (Add)” column in your account
journal, write the amount under the “Additions” column. If the mistake correction entry amount was
entered under the “Withdrawals (Subtract)” column in your account journal, write the amount under
the “Subtractions” column. Then write in the net amount of the mistake under the “Net Mistake (+ or
-)” column. (If the amount in the “Subtractions” column is larger than the amount in the “Additions”
column, the net mistake will be negative and should be recorded with parentheses around it. If the
amount in the “Additions” column is larger than the amount in the “Subtractions” column, the net
mistake will be positive and should be recorded without parentheses around it.) When you have
recorded all the mistake correction entries, total the amounts in the “Net Mistake (+ or -)” column and
enter it in the space after “Total Mistake Correction Entries.” If this amount is negative, put
parentheses around it. If it's positive, don't.

If you found mistakes while you were going through the bank statement (in other words, after you
finished filling out Form One), you have to go back to Form One, enter the new “Total Mistake
Correction Entries” and a new “Adjusted Month Ending Account Balance” before you go on to the
next step.

Reconciliation form. The next step is to reconcile the balance the bank statement shows for the end
of the month you are reconciling with the balance your account journal shows for the date by filling
out the “Reconciliation” form:
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FORM THREE

RECONCILIATION

RECONCILIATION DATE: 8/22/06

CLIENT TRUST BANK ACCOUNT NAME: COMMON CLIENT TRUST BANK ACCOUNT

PERIOD COVERED BY BANK STATEMENT: 7/1/106 TO 7/31/06

ADJUSTED MONTH ENDING BALANCE: 10,575.00
(From Form One)

MINUS TOTAL BANK CHARGES (25.00)

(From Bank Statement)

PLUS TOTAL INTEREST EARNED IOLTA

(From Bank Statement)

CORRECTED MONTH ENDING BALANCE: 10,550.00
(Total)

MINUS UNCREDITED DEPOSITS: (2,500.00)

(From Form Two)

PLUS UNDEBITED WITHDRAWALS: 2,080.00

(From Form Two)

RECONCILED TOTAL: 10,130.00
BANK STATEMENT BALANCE: 10,130.00

1. In the space after “Reconciliation Date,” write the day, month and year you did the
reconciliation; in the space after “Client Trust Bank Account Name,” write the name of the
client trust bank account (e.g., “Common Client Trust Bank Account”); in the space after
“Period Covered by Bank Statement,” write the dates of the period covered by your most
recent bank statement (e.g., 7/1/06 to 7/31/06, if you are doing your July 2006
reconciliation).

2. In the space after “Adjusted Month Ending Balance,” write the balance shown in the
“Adjusted Month Ending Account Journal Balance” space on the Client Ledger Balance
form.

3. In the space after “Minus Total Bank Charges,” write in the total of all bank charges to the
account shown on the bank statement. For IOLTA accounts, don't include amounts charged
to the State Bar. (Note the parentheses around this number show it is negative and should be
subtracted.)

4. If this is an individual interest-bearing individual client trust bank account, in the space after
“Plus Total Interest Earned,” write in the total interest shown on the bank statement. Write
“IOLTA” in this space if this is an IOLTA account, and “non-interest bearing” if it is a non-
interest bearing client trust bank account.

5. To the amount in the “Month Ending Balance” space:
Subtract the amount you wrote in the “Total Bank Charges” space;
Add the amount in the “Total Interest Earned” space; and
Write the result in the “Corrected Month Ending Balance” space.

6. In the “Minus Uncredited Deposits” space, write the total of the “Uncredited Deposits”
column you listed on Form Two.

7. In the “Plus Uncredited Withdrawals” space, write the total of the “Uncredited Withdrawals”
column you listed on Form Two.
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8. To the amount in the “Corrected Month Ending Balance” space:

Add the undebited withdrawals;
Subtract the uncredited deposits; and
Write the total in the “Reconciled Total” space.

9. Write the balance shown on the bank statement in the space after “Bank Statement Balance.”
This amount should exactly match the reconciled total above it. If it does, you have
successfully reconciled the account and are ready to proceed to the last step. (If it doesn't, call
in a bookkeeper or refer to Appendix 5, What to Do When the Reconciled Total and the
Bank Statement Balance Don't Exactly Match, and use the process it describes to find and
correct the mistake.)

Entering the Corrected Month Ending Balance and Corrected Current Running
Balance

When you have completed all three forms and the Corrected Month Ending Balance is exactly the
same as the Bank Statement Balance, the account is reconciled. Now you are ready to enter the
Corrected Month Ending Balance for July and the Corrected Current Running Balance in the account
journal and in each client ledger.

Here's how the Corrected Month Ending Balance entry would look in the account journal:

ACCOUNT JOURNAL

CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account

DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING

DEPOSIT (SUBTRACT) (ADD) BALANCE

7/31/06 DS FB, #447 Prof. Fee 250.00 8,000.00
7/31/06 DC JA 2,500.00 10,500.00
7/09/06 ERROR - backing out wrong deposit 3,500.00 7,000.00
- adding in correct deposit 3,525.00 10,525.00

7/31/06 BANK CHARGE - new checks 10.00 10,515.00
- wire for DS 15.00 10,500.00

7/31/06 CORRECTED MONTH ENDING BALANCE 10,500.00
8/01/06 DC Self, #448 Legal Fee 1,500.00 9,000.00

As you can see, you got the Corrected Month Ending Balance by subtracting the amount of the wrong
deposit from the old July 31 balance of $10,500.00, adding the amount of the correct deposit and
subtracting the amounts of the bank charges. Notice that the Corrected Month Ending Balance is
identical to the balance after the interest entry.
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This is how the Corrected Current Running Balance entry looks in the account journal:

ACCOUNT JOURNAL

CLIENT TRUST BANK ACCOUNT NAME: Common Client Trust Bank Account
DATE CLIENT SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
8/21/06 Bank Chg. Self 100.00 11,500.00
8/22/06 DS FB, #457 Prof. Fee 1,000.00 10,500.00
8/22/06 DC DC 6,500.00 17,000.00
7/09/06 ERROR - backing out wrong deposit 3,500.00 13,500.00
- adding in correct deposit 3,525.00 17,025.00
7/31/06 BANK CHARGE - new checks 10.00 17,015.00
- wire for DS 15.00 17,000.00
8/22/06 CORRECTED CURRENT RUNNING BALANCE 17,000.00

As you can see, you got the Corrected Current Running Balance by subtracting the amount of the
wrong deposit from the old August 22 balance of $17,000.00, adding the amount of the correct
deposit and subtracting the amounts of the bank charges.

Now you have to go into each client ledger and enter the Corrected Month Ending Balance for July

and Corrected Current Running Balance for each client. Let's look at DS's ledger to see what these
entries should look like:

CLIENT LEDGER

CLIENT:DS
CASE#: 920123
DATE SOURCE OF PAYEE, # & PURPOSE CHECKS DEPOSITS RUNNING
DEPOSIT (SUBTRACT) (ADD) BALANCE
7/31/06 FB, #447 Prof. Fee 250.00 1,000.00
7/31/06 BANK CHARGE — wiring $ to FB 15.00 985.00
7/31/06 CORRECTED MONTH ENDING BALANCE 985.00
8/03/06 DS 250.00 1,235.00
8/07/06 FS, #451 Investigation 500.00 735.00
8/15/06 DS 250.00 985.00
8/22/06 FB, #456 Prof. Fee 750.00 235.00
7/31/06 BANK CHARGE — wiring $ to FB 15.00 220.00
8/22/06 CORRECTED CURRENT RUNNING BALANCE 220.00

As you can see, you got the Corrected Month Ending Balance by subtracting the amount of the bank
charge from the old July 31 balance of $1,000.00. You got the Corrected Current Running Balance by
subtracting the amount of the bank charge from the old August 22 balance of $235.00.

When you write in the Corrected Month Ending Balance for July and the Corrected Current Running Balance
for KB, DC and GC, you will have reconciled this trust account and fully complied with rule 1.15(d)(3) and
(e) . These steps are particularly important since you may have written a client trust account check based on
an erroneous balance shown on one or more of your written records. If, at some point in the future the State
Bar asks you about the issuance of that check, you can respond by showing that it was an isolated mistake in
posting an entry; and that you found and corrected the entry when you reconciled the account.

Now clip all the pages that relate to the reconciliation process together (all three forms, any attached pages,
and any adding machine tapes) and file them away.
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Afterword

If you've read all the way through this handbook, you should now know
everything you need in order to properly receive, pay out and account for
money you hold for your clients. However, your professional
responsibility isn't to know client trust accounting, it's to do client trust
accounting. There are three final points without which your best efforts to
properly account for your clients' money will be in vain:

1. Set up a complete client trust accounting system;

2. Consistently and rigorously follow your client trust
accounting system; and

3. Don't rely on others to do your client trust accounting. It's
your responsibility.
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APPENDIX 1. OTHER REGULATIONS RELATING TO CLIENTS AND
MONEY

There are a few basic rules relating to clients and money that, while not directly related to client trust
accounting, are so fundamental to the attorney-client relationship that we have to mention them here.
(The text of these rules can be found in Appendix 2.)

Amount of Fees. The amount you can charge for your services is regulated by Rule of Professional
Conduct 1.5, which in part provides that: “A lawyer shall not make an agreement for, charge, or
collect an unconscionable or illegal fee.” The rule lays out thirteen of the many factors that might go
into determining whether or not a fee is unconscionable, including the amount of the fee in proportion
to the value of the services, the relative sophistication of attorney and client, the novelty and difficulty
of the case and skill necessary to handle it, whether the fee is fixed or contingent, and the time and
work involved. This rule also prohibits the charging of a “non-refundable” fee unless it is a “true
retainer” fee arrangement. Rule 1.5(d) provides that:

(d) A lawyer may make an agreement for, charge, or collect a fee that is denominated as
“earned on receipt” or “non-refundable,” or in similar terms, only if the fee is a true retainer
and the client agrees in writing* after disclosure that the client will not be entitled to a refund
of all or part of the fee charged. A true retainer is a fee that a client pays to a lawyer to ensure
the lawyer’s availability to the client during a specified period or on a specified matter, but
not to any extent as compensation for legal services performed or to be performed.

Fee Agreements. There are three provisions of the Business and Professions Code relating to fee
agreements. Section 6148 requires that whenever you can reasonably foresee that the total expense to
the client, including attorney's fees, will exceed $1,000, you must enter into a written fee agreement
with your client. The written fee agreement must contain the hourly rate and any standard rates, fees
and charges applicable to the case, the general nature of the services to be provided to the client, and
the responsibilities you and the client have with respect to performance of the contract. Consider
utilizing the fee agreement to advise your client of your duties to third parties in the presence of an
executed medical lien.

All bills for services rendered must include the basis for the bill, including the amount, rate, and the
basis for calculation or other method of determining your fee. You are obligated to give a bill to your
client no later than 10 days after your client requests one. Your client is entitled to request a bill every
30 days.

If you fail to enter into a written agreement with your client, the fee agreement is voidable at the
client's option, after which you are entitled to collect a reasonable fee. The provisions of section 6148
don't apply if you render legal services in an emergency, if the services are of the same general kind
you've already provided to and been paid for by the client, if the client knowingly states in writing
after full disclosure that a written fee agreement isn't required, or if the client is a corporation.

Business and Professions Code section 6149 makes the required written fee agreement a confidential
communication within the meaning of Business and Professions Code section 6068, subdivision (e)
and Evidence Code section 952.

When you and your client enter into a fee agreement on a contingency fee basis, you must comply
with the provisions of Business and Professions Code section 6147. You and your client must sign the
fee agreement and you must give the client a duplicate copy. The contract must be in writing and
must include the contingency rate, how disbursement and costs will be handled, whether your client
will be required to pay any compensation arising out of matters not covered by the agreement, notice
that the fee is not set by law but is negotiable, and a statement that the rates set forth pursuant to
section 6146, which applies in medical malpractice actions, sets the maximum contingency fee limits.
If you fail to comply with the provisions of this section, the agreement is voidable at your client's
option, after which you are entitled to collect a reasonable fee.
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Business and Professions Code section 6146 sets the limits on the fee you can charge a client on a
contingency basis where your client is seeking damages in connection with an action for an injury or
damage against a health care provider based on the health care provider's alleged professional
negligence. For example, section 6146 provides that you can only charge up to 40% of the first
$50,000 recovered, 33.3% of the next $50,000, and so forth. The limits in section 6146 apply
regardless of whether the recovery is by settlement, arbitration or judgment, and whether the person
for whom the recovery is made is a responsible adult, an infant, or a person of unsound mind.

Fee Disputes. Fee disputes with your client are regulated by Business and Professions Code section
6200 et seq., which sets forth the fee arbitration program. This section requires you to participate in
fee arbitration if your client requests it. When you file a fee collection action against your client, you
must forward a written notice to the client before or at the time of service of the summons. Failure to
give this written notice is a grounds for dismissal of your fee collection action. If the client fails to
request fee arbitration within 30 days of receipt of this notice, the client is deemed to have waived the
right to arbitration. Most fee arbitrations are conducted by the county bar association in the county
where the fee dispute took place. However, if the county bar association isn't equipped to carry out
the fee arbitration, the State Bar will conduct it. If an attorney fails to pay a binding award to the
client of fees or costs, the attorney can be placed on inactive status and would not be eligible to
practice law until the award is paid.

Loans To and From Clients and Securing Payments from Clients. You are permitted to
borrow money from or lend money to your client, or obtain a security interest to ensure payment of
fees, provided that you fully comply with Rule of Professional Conduct 1.8.1. This rule requires that:

1. The transaction and terms of the acquisition are fair and reasonable to the client and are
transmitted to the client in a manner and under terms which should have been reasonably
understood by the client;

2. The client is given a reasonable opportunity to seek the advice of independent counsel on the
transaction; and

3. The client consents in writing to the transaction.

Cash Reporting Requirement. The Internal Revenue Code (26 U.S.C. § 60501) requires that when
you receive more than $10,000 in cash, you report that fact to the IRS on form 8300 within 15 days of
the date of the transaction. This section appears to apply to both cash you receive for fees, and cash
you hold in trust.
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APPENDIX 2: TEXT OF RULES AND LINKS TO STATUTES CITED
Relevant California Rules of Professional Conduct

Rule 1.5 Fees for Legal Services

(@) A lawyer shall not make an agreement for, charge, or collect an unconscionable or illegal fee.

(b) Unconscionability of a fee shall be determined on the basis of all the facts and circumstances
existing at the time the agreement is entered into except where the parties contemplate that the fee
will be affected by later events. The factors to be considered in determining the unconscionability of a
fee include without limitation the following:

(1) whether the lawyer engaged in fraud* or overreaching in negotiating or setting the fee;
(2) whether the lawyer has failed to disclose material facts;

(3) the amount of the fee in proportion to the value of the services performed;

(4) the relative sophistication of the lawyer and the client;

(5) the novelty and difficulty of the questions involved, and the skill requisite to perform the
legal service properly;

(6) the likelihood, if apparent to the client, that the acceptance of the particular employment will
preclude other employment by the lawyer;

(7) the amount involved and the results obtained;
(8) the time limitations imposed by the client or by the circumstances;
(9) the nature and length of the professional relationship with the client;
(10) the experience, reputation, and ability of the lawyer or lawyers performing the services;
(11) whether the fee is fixed or contingent;
(12) the time and labor required; and
(13) whether the client gave informed consent* to the fee.
(c) A lawyer shall not make an agreement for, charge, or collect:

(1) any fee in a family law matter, the payment or amount of which is contingent upon the
securing of a dissolution or declaration of nullity of a marriage or upon the amount of spousal or
child support, or property settlement in lieu thereof; or

(2) acontingent fee for representing a defendant in a criminal case.

(d) A lawyer may make an agreement for, charge, or collect a fee that is denominated as “earned on
receipt” or “non-refundable,” or in similar terms, only if the fee is a true retainer and the client agrees
in writing* after disclosure that the client will not be entitled to a refund of all or part of the fee
charged. A true retainer is a fee that a client pays to a lawyer to ensure the lawyer’s availability to the
client during a specified period or on a specified matter, but not to any extent as compensation for
legal services performed or to be performed.

(e) A lawyer may make an agreement for, charge, or collect a flat fee for specified legal services. A
flat fee is a fixed amount that constitutes complete payment for the performance of described services
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regardless of the amount of work ultimately involved, and which may be paid in whole or in part in
advance of the lawyer providing those services.

Comment
Prohibited Contingent Fees

[1] Paragraph (c)(1) does not preclude a contract for a contingent fee for legal representation in
connection with the recovery of post-judgment balances due under child or spousal suppor